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ENFORCEMENT OF THE COMMUNITY

MONDAY, JULY 31 , 1989

U.S. SENATE,

COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

SUBCOMMITTEE ON CONSUMER AND REGULATORY AFFAIRS,

OPENING STATEMENT OF SENATOR DIXON

Senator Dixon. This subcommittee meeting will come to order.

1
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short and quite superficial, and these were reports that regulators

selected to show to us.
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STATEMENT OF GRIFFITH L. GARWOOD, DIRECTOR OF CON.

MANDATE UNDER THE CRA

Our mandate under the CRA is to encourage banksto help meet

the credit needs of their entire communities, including low and

moderate income areas, to assess their CRA records during exami

nations, and to take these records into account when evaluating

proposals for expansion.

1

1
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I am well aware of the concern about the high incidence of satis

factory CRA ratings, yet I would be surprised if this were not so ,

given that banks have always had an obligation to serve their com

munities for reasons of both law and goodbusiness.

PARTNERSHIPS

To help banks leverage their community investments and make

possible even the most complex deals, wehave facilitated the for

mation of partnerships among banks, Government, and private

sector organizations. We have also witnessed a heightened interest

on the part of the banking community in such initiatives as com

munity development corporations and mortgage loan pools.

AGENCY TOUGHNESS

Critics oftenpoint to the fact that few cases have been denied on

CRA grounds, but this alone is quite misleading as an indication of

agency toughness. The Board's longstanding posture has been to

take the opportunity afforded by theapplications process to encour

age banksto do a better job under theCRA.
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cific guidance to banks on the types of activities that seem to

produce the best results. It makes clear that we expect to see those

results. Banking organizationsshould have their CRA programs in

place and working well before filing an application.
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Forreleaseondelivery

2:00p.m.,E.D.T.

July31,1989

IwanttothanktheSubcommitteeforthisopunityto

addressissuesregardingtheCommunityReinvestmentAct(CRA)and

itsenforcementbytheFederalReserve. Iampleasedtobehere

todiscusstheexperienceoftheBoardofGovernorsofthe

FederalReserveSystem,forwhichIserveasDirectorofthe

DivisionofConsumerandCommunityAffairs. TheDivision's

Statementby
responsibilitiesincluderulewritingandenforcementauthority

forfederallawssafeguardingconsumerrightsinfinancial

GriffithL.Garwood

services,especiallycreditservices,inadditiontoCRA. We

Director overseeandprovidepolicydirectionforconsumercomplianceand

DivisionofConsumerandCommunityAffairs

CRAexaminationsperformedbyFederalReserveexaminers.Through

ourSystem-wideCommunityAffairsProgram,weshareknowledge

BoardofGovernorsoftheFederalReserveSystem aboutsuccessfulapproachestocommunitydevelopmentlendingwith

bankers.Finally,weanalyzeandreporttotheBoardonCRA

beforethe

issueswhichariseinconnectionwithapplications.

SubcommitteeonConsumerandRegulatoryAffairs Wehaveworkedhardovertheyearstodevelopamulti

facetedprogramwhichrespondsfaithfullytoourmandateunder

CommitteeonBanking,Housing,andUrbanAffairs

theCRA.
Thatmandateisthree-fold,andcanbesimplystated:

UnitedStatesSenate toencouragebankstohelpmeetthecreditneedsoftheirentire

communities,includinglow-andmoderate-incomeareas,toassess

July31,1989

theirrecordsduringexaminations,andtotaketheirrecordsof

serviceundertheCRAintoaccountwhenevaluatingproposalsfor

expansion.

Carryingoutthatmandatehasbeenanythingbutsimple.

Infact,CRAenforcementposesaverysignificantsupervisory

challengeinthatitcompelsustolookbeyondwhathappens
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withinthebankitself,focusingontherolethebankplaysin regulators,thedutiesconferredbytheCRArequirethemtowear

Thatincludesitsinteractionwithindividuals, a"hat"veryunlikethetraditionalonewewearand,quite

organizations,andlocalgovernmentstolearnaboutcreditneeds frankly,thishastakensomegettingusedto.

Nevertheless,inenforcingtheCRAwehaveendeavoredto

strikeabalancebetweenthecompetinginterestsandresponsi

anditsresponsewhensuchneedsareidentified. Inessence,we

mustlookatabank'sparticipationinfosteringeconomicgrowth

andrevitalization,andmakingthecommunityabetterplaceto

liveandtodobusiness.Renderinganinformedjudgementabout

bilitiesofbanksandcommunitygroups. Insodoing,wehave

beenlambastedbyboth whichperhapsisthebestindication

thatrolerequiresanunderstandingnotonlyofbanking,butof thatwehavesteeredtherightcourse. Forsomeyears,our

neighborhoodsandtheoftencomplexsocialandeconomicforcesat

workwithinthem.

actionshavebeenthesubjectofconsiderablecontroversy.

BankershavechargedtheFederalReservewithexhibitingbias

towardthecommunityorganizations,pressuringapplicantbanksMoreover,thestatuteisframedsobroadlythatit

provideslittlepracticalguidanceastoappropriatemeasuresof intonegotiatedsettlementswithgroupsfilingCRAprotests,

Wehavefoundthereisafinelinebetween givingunclearsignalsaboutwhatittakesto"pass"CRAexamina

tions,andunfairlydelayingdecisionsonchallengedapplicaencouraginginstitutionstoextendCRAcreditandrequiringthat

theydosoinspecifiedamountsortypes,orunderprescribed tions. Ontheotherhand,communityorganizationshave

itscommunity.

TheBoardstronglybelievestheCongresshasnotgivenit criticizedtheFederalReserveforwhattheyperceivetobea

authoritytoestablish implicitlyorexplicitly lending "pro-banker"approachtoCRAandgenerallylaxenforcement,as

requirementsofanykindunderthepurviewoftheCRA. Avoiding wellasareluctancetograntprotestantsmoretimetoresearch

suchrequirements,andstillprovidingboththeencouragement theircaseagainstbanksinthecontextofapplications.

Eveninthishighlycontroversialsetting,itismybeliefwhichiscalledforintheActandtheguidanceaskedofusby

manybankersisnotaneasytask.TheBoardalsomustdetermine thattheCRAprocesshasbeenquitepositive,whichoftenseems

whatweighttoassigntoCRAintheapplicationsprocess,given overlookedintherhetoricwhichtheCRAseemstoattract. My

remarksherewillhopefullyconveytheextentofourexaminationthatitisobligedbylawtosimultaneouslyconsiderfinancial,

managerial,legal,andcompetitivefactors.FactoringtheCRA

assessmentintothemixoftheseotherconsiderationsitselfhas

effortinwhicheverydayonanongoingbasiswesendspecially

trainedexaminerstocallonbanksandmembersoftheir

provedchallenging. Forcentralbankersandotherfinancial communitiestorenderCRAassessmentandadvice. Thiseffortis
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augmentedbyasubstantialeducationalprogramwhichhas lessofteninthecaseoftop-notchperformance). TheFederal

presentednewideasincommunityeconomicdevelopmentto Reservehaslonghadacadreofspecializedconsumercompliance

thousandsofparticipants. Throughthecommitmentsmadeby examinerswhosetraininginCRA-relatedaspectsofbankperfor

bankingorganizationsintheapplicationsprocess,amultitudeof mancesetsthemapartfromotherexaminerssolelyconcernedwith

initiativeshasbeenundertaken. Inscoresofotherinstances, safetyandsoundnessmatters. Examinersbringtotheirjobsa

privateagreementshavebeenreachedinthecourseofCRA-related varietyofbackgroundsinlaw,accounting,bankingandfinance.

dialoguebetweenbanksandmembersoftheircommunities. TheyaretrainedatBoardschoolshereinWashington,andin

Thepracticalresultofallthisactivityhasprobably regionalorReserveBank-levelseminars. Informationabouttime

beenmanymillionsofdollarsincreditextendedinlow-and spentinCRAtraining,aswellasotherinformationrespondingto

moderate-incomeneighborhoods,andmuchvaluable,thoughless specificquestionsposedbySenatorDixon,ispresentedinthe

quantifiable,technicalcollaborationamongalltheactorsinthe supplementstothistestimony.

CRAprocess. Ithasachievedsuchresultsnotinspiteofthe Followinguniforminteragencyexaminationprocedures,

regulatoryagencies,ascriticsallege,butbecausewehavebuilt examinersreviewandanalyzebankactivitiesfallingundereach

asolidregulatoryframeworktocarryoutourmandate. Inshort, ofthetwelveassessmentfactorsspelledoutinRegulationBB.

IbelievetheCRAprocessisworkingfarbetterthanmany Theproceduresfocustheexaminer'sattentiononeachfactorina

perceive. detailed,methodicalway. Throughastep-by-stepprocessfor

CRAExaminations eachofthefactors,examinersbuildabodyofinformationwhich,

ThecornerstoneofCRAenforcementistheCRAexamination takenas awhole,constitutesthebank'sCRArecord.

program,comprehensiveinscopeyetflexibleenoughtotakeinto Forexample,fortheassessmentfactorpertainingtobank

accounteachbank'sassetsizeandmarketniche,aswellasits marketingandspecialcreditprograms,theexaminerwouldreview

locale. CRAexaminationsareourbestvehicletoencourage workingrelationshipswithrealtorsservicinglow-andmoderate

betterperformanceandwillincreasinglybethefocalpointof incomeneighborhoods,effortsinprovidingmortgagecounseling,

ourenforcementefforts,asindicatedintheCRAPolicyStatement managementassistancetosmallorminoritybusinesses,theextent

issuedjointlybytheagenciesinMarch. towhichbankpersonnelseekoutpotentialhousingandsmall

businessloandemand,advertisingpracticesandothermatters.
Eachstatememberbankisexaminedaboutevery18months,

ormoreoftenifweaknesseshavepreviouslybeenidentified(and Directlendingaswellascredit-relatedservicesprovidedin



9

6 -7

low-andmoderate-incomeportionsofthecommunitywouldbe

studied,andcomparedtolendinginmoreaffluentpartsofthe

community.Theavailabilityofconvenienthours,aswellasthe

accessibilityofbankofficestoresidentsoflow-and

moderate-incomeareas,wouldalsobeconsidered.

categoriesbasedontheassessmentfactors.Thestandardsused

tomeasureperformancearegenerallyqualitativeratherthan

quantitativeinnature,becausetheymustapplytoallinstitu

tions,ineveryeconomicenvironment.Theydescribethekindsof

programsandpracticesinwhichinstitutionsshouldbeengagedto

meritratingsonthe1to5scalewithineachoftheperformance

categories,andonacompositebasis.Obviously,assigning

ratingsinvolvessomejudgmentonthepartoftheexaminer--

yetthisinherentelementofjudgmentdoesnotimplytheyare

Togivebreadthandabalancedperspectivetotheassess

ment,examinersroutinelyconductinterviewsoutsidetheconfines

ofthebankwithbusinesspeople,governmentofficials,housing

andconsumeradvocates,realtors,tradeassociationrepresenta

tivesandmanyothers.Thecommentsoftheseindividuals
some

arbitrary

925ofwhomwereinterviewedbyFederalReserveexaminerslast Iamwellawareofthenotionthatbecausethemajorityof

arefactoredintotheexaminers'developmentofthe statememberbanks 93%in1988andtodatein1989
are

ratedatleastsatisfactory,somethingmustbewrong. Tothe

Theexaminer'sobjectiveis,ofcourse,toevaluate contrary,Iwouldbesurprisedifnearlyallbankswerenot

year

--butitisalsotoputbanksonapathof satisfactory,giventhattheconceptofacommunityservice

obligationisabedrockprincipleofbanking.Infact,ithasstrengthenedCRAperformance.Havingthebenefitofinsight

gainedfromtheirclose,hardlookatbankactivitiesandinput deephistoricalrootsinU.s.bankinglaw,formallyenunciatedat

leastasfarbackastheBankingActof1935,whichdeclaredthatfromcommunitycontacts,examinerscommunicatethefindingsof

theirreviewtobankmanagementorallyattheendoftheexamina banksshouldservethe"convenienceandneeds"oftheir

tion,andinwrittenformoncetheyreturntotheoffice.They community. ItwasreinforcedintheBankHoldingCompanyActof

stressareasofweaknessandrecommendmeasuresforimprovement, 1956,whichlistedtheconvenienceandneedsofthecommunity
S

towhichbankmanagementmustrespond.Continuedsupervisory oneofthefactorstheBoardmustconsiderinhandling

attentionthroughcorrespondence,follow-upvisits,andsub applicationsundertheAct. Numerousstatestatutesreflectthis

conceptaswell.sequentexaminationsisgivenuntilimprovementsarerealized.

Particularlywithregardtothebanksweexamine,Iwould

alsobesurprisedifmarketforcesdidnotworkinfavorofthose
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bankswhichareprofitableandaremakingastrongcontribution prosperonlytogetherwith,andnotindependentof,the

tothebettermentoftheircommunities. Mostofthebanks communitiessurroundingthem.

directlysupervisedbytheFederalReservehavetotalassets Theneedforthisprogrambecameapparentinthevery

under$100millionand/orarelocatedoutsidemetropolitanareas. earlyyearsoftheCRA,whenexaminersfoundbankerswillingto

Smalltownbankshavetraditionallybeenanintegralforcein tacklethetoughercreditneedsintheircommunities,butlacking

theircommunitiesandmustbesensitivetolocalconcerns,or theexpertisetomakesuchloansandmeetthesafetyand

theywouldsoonbeoutofbusiness. soundnesscriteriathelawacknowledges. In1980,webroughtto

Oneshouldalsobearinmindthatwearedealingwitha theDivisionapersonexperiencedincommunitydevelopment

lendingtoprovideexaminerswithinformationinthisfield.
Weratingssystemwhichgaugesperformanceonacase-by-casebasis;

wearenotseekingtoachievesomestatisticaldistributionof soonexpandedtheprogramtoeachofthetwelveReserveBanks.

highandlowratingsaroundamedian. However,forsometimethe Lastyear,communityaffairsstaffconductedover50

agencieshavebeenundertakingaself-evaluationofourCRA educationalprogramsthroughoutthecountryontopicsranging

efforts,resultingmostrecentlyinthejointpolicystatementon fromtaxcreditsforlow-incomehousingtotheuseofloanpools,

CRAprovidingadditionalguidanceonwhatwebelieveare loanguaranteesandthesecondarymarket. Byanymeasure, I

effectiveCRAprograms. Thisreviewisongoingandaswelearn thinkyouwillfindthelistoftheseprogramsimpressive

moreIwouldnotbesurprisedtosee anindicationintheratings (AttachmentA). Anotherimportantresourceisthegamutof

ofsomewhatmorerigorousmeasurement. publicationspreparedbycommunityaffairsstaffonthetoolsand

CommunityAffairsOutreach techniquesofcommunitydevelopmentlending. Examplesofthese

TheCommunityAffairsofficesattheReserveBanksarean aredescribedinAttachmentB.

importantcompaniontotheCRAexaminationprogram. Itis Asoneoutgrowthoftheseeducationalefforts,wehave

witnessedanincreasinginterestonthepartofbankholding
throughtheseofficesthatwedevelopabodyofexpertisein

communitydevelopmentfinancing,andthenshareitaswidelyas companiesandnationalbanksinformingsubsidiarycommunity

possiblewithbanks,bankholdingcompanies,andpublicsector developmentcorporations,orCDCs,throughwhichbroadinvestment

representatives. Wehaveconsistentlysoughttoconveyamessage powersunavailabletobanksthemselvescanbeexercised. CDCS

00
of"enlightenedselfinterest, showinghowbankscangrowand caninvestinrealestate,takeequitypositionsinsmall

businessesandcoventurevariousprojectswithcity,countyor
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stategovernmentandnon-profitdevelopersinordertobenefit

low-incomefamiliesandpoorandblightedcommunities.Inthe

past18months,tennewCDCshavecommencedoperation.

encouragetheuseoftheemergingsecondarymarketforcommunity

developmentloansbyacoalitionofAtlantamortgagelenders.

maintainacloseworkingrelationship,enablingexaminerstokeep

abreastofnewdevelopmentsinthefinancialmarketandtoput

communityaffairsstaffintouchwithbankersinneedof

technicalassistanceinCRAmatters. Iamconvincedthatour

Giventhecomplexityofinnercityredevelopmentandrural

economicneeds,theemphasisinourcommunityaffairsprogramis

onforgingongoingrelationshipsbetweenbankingandpotential

partnersfordevelopment. Overtheyearsanumberofpartners,

besidesgovernment,haveemergedfromsuchsourcesastheinsur

anceindustry,thephilanthropiccommunity,neighborhood-based

developmentcorporationsandevennewnationalintermediaries

suchastheLocalInitiativesSupportCorporation,Neighborhood

HousingServicesandtheNeighborhoodReinvestmentCorporation,

outreacheffortsinthisareaarewellplaced;judgingbythe

responsesofar,thereistremendousinterestinlearninghow

communitydevelopmentlendingcanbedonetothebenefitofbanks

andtheircommunities.

CRAIssuesinBankExpansionProposals

andthedevelopmentarmoftheNationalRuralElectric

CooperativeAssociation. Thesetechnicalandfinancialpartners

helpbanksleveragetheircommunityinvestmentsandmakepossible

dealsthatformerlywereperceivedas"unbankable."

Letmenowturntoapplicationsprocessing-anaspectof

ourworkinwhichtherehaverecentlybeensignificantpolicy

developments.TheBoardisrequiredbylawtoconsiderCRA

performancewhenreviewingapplicationsformergers,acquisitions

orbranching.Whilepublicattentionisoftendrawntoan

applicationinwhichaCRAprotesthasbeenfiled,theCRAmerits

ofanapplicationaregivencarefulattentionineachcase,

particularlywhenanyofthebankspartytotheapplicationhave

Wehavedoneourutmosttopromotesuchpartnerships,and

haveseenworthwhileresults. In1988,forexample,anumberof

Californiabanksformedaconsortiumtoaddresslow-income

beenassignedaless-than-satisfactoryCRAexaminationrating.

housingneeds.IntheBostondistrict,anaffordablehousing

taskforceinvolvinglenders,communitygroupsandgovernment

officialsrecentlycompletedacreditneedsassessmentproject.

AsimilarlycomposedcouncilinTrenton,NewJersey,workedwith

thePhiladelphiaReserveBanktoputtogetheralenders'profile

onthatcity,togetherwithrecommendedfinancingstrategies.In

AlthoughourfocustodayisontheCRAaspectsofan

application,theBoardisrequiredbystatutetoevaluatea

numberoffactorsinadditiontotheconvenienceandneeds.

Atlantaearlierthisyear,theFederalReserveBanktookstepsto
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parties,forexample,orintheuncommoneventtherehasbeen

Protestsonanyofthesegrounds financial,management,

competitive,orCRA areviewedseriously,andarehandledin

exactlythesameway. Theyarethoroughlyreviewedbystaffand

inadequatepublicnoticeoftheapplication. Butithasmade

cleartimeandagainthatitisnotappropriatetoextendthe

commentperiodsimplybecausethecommenterwantsmoretimeto

pursuenegotiationswithanapplicantunderthepressureofa

theBoard,whichsometimesinvolvesseekingoutadditional

informationfromtheapplicant,itsprimaryregulator,andthe

protestant.
pendingapplication.

Althoughweendeavortocompleteouranalysissothatthe

casecanbeactedonbytheBoardwithin60days,wearenot fewapplicationshavebeendeniedonCRAgrounds. TheBoard's

alwaysabletomeetthattargetinbothCRAandnon-CRAcases.

Averageprocessingtimeforthemorethan4,000domesticcases

longstandingposturehasbeentoutilizetheopportunityafforded

bytheapplicationsprocesstoencouragebankstodoabetterjob

undertheCRA,thoughnotnecessarilythroughdenials. When

weaknesseshavebeenfoundintherecordofapplicantbanks

whetherornottheparticularapplicationhasbeenthesubjectof

handledbytheSystemin1987and1988was39days. However,the

bulkofcasesincludedinthatfigure some86% weredecided

underdelegatedauthoritybytheReserveBanks. Average

processingtimefortheremaining14%ofcasesrequiringBoard aCRAprotest manyinstitutionshavemadecommitmentsto

action,whichwouldincludemostCRAcases,was76daysin1987, addressthembeforeprocessingiscompleted. Thosecommitments

and72daysin1988. ForCRA-protestedapplications,average

processingtimewas73daysin1987(somewhatlessthanthe

havebeentakenintoaccount,togetherwithexaminationreports,

commentsfromthepublic,andallotherinformationpertinentto

aninstitution'srecordincomingtoadispositionofthe

average),and87daysin1988(somewhatmore).

Oneareaofcontroversyhasbeenourpractice
onrare

ofextendingtheperiodforreceivingcommentsfrom
occasions

application.Roughlyonethirdofthesome150CRA-protested

applicationsapprovedinvolvedsuchcommitments.Thus,focusing

onthenumberofapplicationsdeniedismisleadingastheonly

measureofagencytoughness.

protestants.Ourpolicyonextensionofthecommentperiod

reflectstheBoard'sresponsibilitytoprocessapplicationsina

timelymannerwhilegivingpubliccommentstheattentionthey Becausetheyaddressproblemareasuniquetothecaseat

OnlyinafewinstanceshastheBoardfoundextension hand,commitmentsvarywidely.

deserve.

Thosemademostfrequentlyentail

ofthe30-daycommentperiodwarranted wheretheapplication measuressuchasenhancedadvertisingandoutreach,ofteninways

hasnotbeenpromptlymadeavailableforinspectionbythe thatwillreachanon-Englishspeakingpopulation;theadoption
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ofacorporate-widepolicyforCRA,accompaniedbyparentcompany

reviewofsubsidiaryactivities;andspeciallendingeffortsin

targetneighborhoods. Throughthisprocess,dozensofourmost

record,theycannotcompensateforaseriouslydeficientpast

recordofCRAperformance.

prominentbankingorganizationshavemadeCRAcommitmentsfor

improvedperformance. Alistofmanyofthecommitmentsmade

overtheyearsaspartoftheapplicationsprocessispresented

inAttachmentc. thatContinentalhadadopteditsfirstformalCRAplantailored

tocorrectseriousCRAshortcomings. YetintheBoard'sviewThisapproachhasrecognizedthatanadverseCRAratingor

alimiteddeficiencyinperformancemaynothavewarranteddenial

oftheapplication,particularlyiffinancial,competitive,

managerialandlegalfactorsweighedinfavorofapproval. It

Continental'spastrecord,inlightofitsconsiderablesizeand

resources,failedtoshowthebasicresultsonwhichthatplan,

whichwasinveryearlystagesofimplementation,couldbe

alsorecognizedthatmuchcouldbegainedbysecuringcommitments evaluated. Thedenialhasbeenwell-publicizedand,

forimprovedcreditservices,giventhattheirfulfillmentis surprisingly,hasmetsharpcriticismfromsomeChicagocommunity

oftenmonitoredthroughperiodicprogressreportstoFederal
groups

evenbeforethisSubcommittee whoviewthebank's

ReserveBanksandistakenintoaccountatthetimeofnext performancefromasomewhatdifferentperspective.Nevertheless,

application. thedecisionstandsasalandmarkinsignalingthatinstitutions

Imentionedearlierthattheagencieshaverecentlyissued shouldestablishasoundCRAperformancerecordbefore

consideringexpansion.

---

a
Itskeyelementsareanassertivecommunityoutreachprogram;a

acomprehensiveCRAPolicyStatement.Aproductofmanyyearsof

experiencewiththeCRAandthedifficultissuesitpresents,the

Statementdevotesconsiderableattentiontotheroleofcommit

mentsandsuggestssomethingofadifferentdirectionforthe

future.Itaffirmsthatinstitutionscontemplatingbusiness

expansionshouldhaveCRApoliciesandprogramsinplace,and

workingwell,beforefilinganapplication.Whileitindicates

thatcommitmentsforfutureimprovementareentirelyappropriate

foraddressingspecificproblemsinanotherwisesatisfactory

meansofincorporatinginformationgatheredthroughoutreachinto

thedevelopmentandrefinementofproductsandservices;

marketingandadvertisingwhichreachestheentirecommunity;

periodicanalysisofloanapplicationstoensurethatpotential

borrowersaretreatedinafair,equitablemanner;andanactive
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managerialroleinCRAplanningandoversight.Adoptingsucha

processwillhelpinstitutionsmoreeffectivelyaddresstheirCRA

responsibilitiesasaroutinepartofdoingbusiness.

beenaslimitedortimidasissometimesportrayed.Wehave

givensignificantencouragementtotheprivatesector'spartici

pationincommunitydevelopment,andwebelievewehavemadea

lastingimpressiononthewaythebankingindustryviewsits

properroleinthecommunity.

######

organizationstoreacttothoseexpandedCRAStatements,making

knowntheirconcernsatanearlystagewhentheycanbedealt

withmosteffectivelybybankmanagement.Thesecommentswillbe

reviewedinthecourseoftheinstitution'sCRAexamination.

Communitymemberswill,ofcourse,continuetobeabletosubmit

commentsonapplications,andeachprotestwillbeanalyzed

carefullyandthoroughly.

andrepresentativesofthecommunitiestheyserve,aswellas

faithfultothemandategivenusbytheCongress.Perhapswe

havenotalwaysdoneitperfectly,butneitherhastheeffort
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ATTACHMENTA

SupplementstoCRATestimony
CONFERENCESANDSEMINARS

EstablishedlenderscouncilsinWilmington,DE,Dayton,Ohio,

Camden,NewJersey,Harrisburg,PA,andPhiladelphia,PAto

developstrategiestoaddresslocalcreditneeds.

Cosponsoredover25meetingsforthepromotionofNeighborhood

HousingServicesprogramsinsuchcitiesasBoston,NewYork,

Philadelphia,Richmond,Washington,DC,Dallas,St.Louis,Kansas

City,Minneapolis,St.Paul,SanFrancisco,LosAngeles,and

Miami.

AttachmentA

AttachmentB

1988ConferencesandSeminars

ExamplesofPublications

ExamplesofCommitmentsforImproved

CosponsoredwiththeSmallBusinessAdministrationaseminarin

Denver,Coloradoon"ExpandingPrivateSectorParticipationin

PublicSectorPrograms."

Attachmentc

CRAExaminerTrainingHours AttachmentD

CosponsoredaconferencewiththeGulfCoastEconomicDevelopment

ConferenceinBeaumont,Texaspromotingpublic/private

partnerships.

AverageNumberofHoursSpenton

SponsoredaseminarinYork,PAforcommunitydevelopment

lenders.CRAExaminations AttachmentE

AttachmentE
SponsoredsmallbusinessworkshopsinDallas,AustinandElPaso,

Texas.

CRAExaminationHistory

CRAExaminationStatisticsby

AttachmentG

DispositionofApplications AttachmentH

CosponsoredaconferencewiththeCouncilforUrbanEconomic

DevelopmentinOrlando,FLon"AlternativeApproachesto

FinancingBusinessDevelopment."

CosponsoredaconferencewiththeFederalHomeLoanof

CincinnatiinLouisville,Kentuckyontheopportunitiesin

communitydevelopmentforKentuckybankers.

CosponsoredaconferenceinSyracuse,NYandIselin,NewJersey

on"TenYearsofCommunityReinvestment."

CosponsoredwiththeFederalHomeLoanBankofBostonastatewide

conferenceon"FinancingAffordableHousing."

CosponsoredaconferencewiththeFederalHomeLoanBankof

Seattle,WAinTacoma,WAon"CommunityInvestment'88."

CosponsoredaconferencewiththePittonFoundationandthe

DenverPartnershipinDenveron"CommunityDevelopment

CorporationsEmergingOptionsforCommunityChange."

SponsoredaconferenceinMidwestCity,OklahomaonCommunity

DevelopmentCorporationsandtheFederalReserve.

CosponsoredaconferencewithHUDinBirmingham,ALon"Creative

BusinessInitiativesintheEntrepreneurialAmericanCity."
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SponsoredaconferenceinNewYorkon"CommunityDevelopment

LendingBuildingPartnershipsforRenewal.

SponsoredaconferenceinChicago,ILandDesMonies,IAon

"LookingAheadto1989:HousingProgramsThatWork.

CosponsoredwithSBAaconferenceinGrandJunction,Coloradoon

"RuralSmallBusinessFinancing.

а

CosponsoredaconferencewiththeFederalHomeLoanBankof

CincinnatiinCincinnationcommunitydevelopmentlendingand

communitypartnerships.

SponsoredaseminarinMilwaukee,WIonhousingprogramsand

public/privatepartnerships.

Hosted8forumsoftheNorthernCaliforniaAssociationfor

Non-ProfitHousinginSanFrancisco.

11

CosponsoredaconferencewiththeHUDregionalofficeinElPaso,

Texasoncommunitydevelopmentlending.

Hostedanawardsbanquetforthe20thanniversaryoftheoriginal

NeighborhoodHousingServicesofPittsburgh.

SponsoredaseminarinDetroitoncommunitydevelopmentlending.

SponsoredameetinginSavannah,GAonstateandfederaleconomic

developmenttools.

SponsoredameetinginNewYorkforbankersontherehabilitation

programoftheNewYorkCity'shousingdepartment.

CosponsoredatrainingseminarwiththeEnterpriseFoundationin

Baltimoreonlendingforcommunitydevelopment.

CosponsoredaconferenceinLubbock,TexaswithSBAandTexas

Techoneconomicdevelopment.

CosponsoredwithSBAaseminarinRichmondon"International

ExportDevelopment."

HostedaseminarforbankersinHouston,TexasonMinoritySmall

BusinessInvestmentCorporations.

Sponsoredaseminaronconsumerandcommunityissuesforthe

DelawareValleyfinancialinstitutionsinWilmington,DE.

CosponsoredwiththeFederalHomeLoanBankofDesMonies,IAa

conferenceinDesMoniesoncommunitydevelopmentlending.

CosponsoredwithSBAaseminarinDenver,Coloradoon

"SBA-AssistedMinorityContractingPrograms."

CosponsoredaLendersForuminSt.LouiswiththeFederalHome

LoanBankofDesMonies.

CosponsoredwithHUD,theStateofVirginiaandSBAinRichmonda

seminaroneconomicdevelopment.
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EXAMPLESOEFEDERALRESERVECOMMUNITYAFFAIRS

"PrinciplesandPracticesofCommunityDevelopmentLending"A

bankers"howto"manualforcommunitydevelopmentlending.

Detailsthestepsanddecisionsinvolvedinthecreditanalysis

ofcommunitydevelopmentprojectsandofferssuggestionsfor

alternateand"gap"financingmechanisms.

"CommunityDevelopmentCorporationsandtheFederalReserve"

Definesbankholdingcompanycommunitydevelopmentcorporations,

theireligibleactivities,anddescribestheprocessofstarting

abankholdingcompanycommunitydevelopmentcorporationand

receivingapprovalfromtheregulator.

"ABankersGuidetoHousingOpportunitiesforthePoorin

GentrifyingNeighborhoods"Discussesthecausesof

gentrification,howitoccursandwhatstepsbankscantaketo

lessentheimpactandremedytheeffectsofgentrificationona

community

"OpportunitiesforCommunityandEconomicDevelopment"Separate

catalogsfor:Arkansas;Illinois;Indiana;Kentucky;Mississippi;

Missouri;andTennesseeoffederal,state,andlocalcommunity

developmentprograms.Includesprogramdescriptions,contact

persons,andinformationastohowabankcanutilizetheprogram

initscommunitydevelopmentlendingpractice.

"SmallBusinessResourceGuide"Alistinganddescriptionof

sourcesoffinancingandotherservices(e.g.technical

assistance)availabletosmallbusinessesinNewYorkState.

"DirectoryofCommunityDevelopmentOrganizations"Listingof

communitydevelopmentcorporationsandothercommunitybased

organizationslocatedinMassachusetts.Thisdirectorycanserve

asaresourceforbankersseekingcommunitycontactsforcredit

ascertainmentsandmarketingeffortsorlookingforpartnersin

communitydevelopmentprojects.

W

"MechanismstoFinanceFacilitiesfortheHomeless"Discusses

availableprogramsandfinancingsolutionsforthedifficult

problemofprovidinghomelesshousinginacommunity.

"StartingaseriousCommunityReinvestmentProgram"Guidefor

bankersonthestepsnecessaryforstartingasuccessful

reinvestmentprogram.Thispublicationofferssuggestionsfor

undertakingoutreach,performingcreditascertainments,andbank

involvementincommunitydevelopmentactivities.

"Cascade";"CrossSections";"Profitwise";"Community";

"CommunityForum";"CommunityInvestments"Newsletterswhichare

availablefromtheFederalReserveSystemandofferarticleson

successfulcommunityreinvestmentprogramsandcurrenteventsin

communitydevelopmentlending,andbankingregulations.

"OptionsforInvestinginOurCommunities"Catalogoffederal,

stateandlocalcommunitydevelopmentprogramsfocusingon

Pennsylvania,DelawareandNewJerseywhichcanbeusedasa

resourceinstructuringcommunitydevelopmentprojects.Each

programlistingcontainsthenameandaddressoftheprogram,a

briefprogramdescription,aprogramcontactpersonandasummary

ofhowabankcouldutilizetheprogram.
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EXAPLESOE

ITMENTSTOTHEFEDERALRESERVESYSTE.

FORIMPROVINGCRAPERFORMANCE

December1989

NationalCityCorporation,Cleveland,Ohio

June1979

CommerceBancshares,Inc.,KansasCity,Missouri

Advertiseresidentialloansinlocalneighborhoodmedia

Increaseeffortstoassesscreditneeds

Periodicallymeetwithprotestant

-Implementanadvertisingcampaigndesignedtoinform

May1979

OhioCitizensTrustCompany,Toledo,Ohio

Increaseeffortstocommunicatewithmembersoflow

andmoderate-incomeareas

June16,1982

NationalCityCorporation,Cleveland,Ohio

November1979

MichiganNationalCorporation,BloomfieldHills,Michigan

-

ImproveCRAtrainingofbankpersonnel

Participateinspeciallendingprograms

MeetwithAkronCoalitionforCommunityReinvestmentto

workoutanadvertisingprogramdesignedtoreachlow

andmoderate-incomeneighborhoods

Makebankpersonnelavailabletocounselcommunity

residentsonfinancialmatters

Increaseattendanceatcommunitymeetings

Encourageinputfromcommunitygroupsonhowtoserve

thefinancialneedsofitscommunity,andconsiderthe

feasibilityofestablishingalocalcommunity

developmentcorporation

ReviewCRAeffortsinconcertwithcommunitygroup-Improveitstrainingprogramsforlendingpersonnelto

April1984

BankofNewEnglandCorporation,Boston,Massachusetts

January1980

FirstNationalBostonCorporation,Boston,Massachusetts

October1985

FirstUnionCorporation,Charlotte,NorthCarolina

June1980

ManufacturersHanoverTrustCompany,NewYork,NewYork

Eliminatepolicyofnotlendingonpropertieswith3

and4-familyunits

Offerlong-term,low-downpaymentmortgagesutilizing

privatemortgageinsurance
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November1985

UnitedVirginiaBankshares,Inc.,Richmond,Virginia
Offercreditcounselingservices

Enterjointventurepartnershipwithcommunity-based

organizations

July1986

HiberniaCorporation,NewOrleans,Louisiana

August1986

Marshall&IlsleyCorporation,Milwaukee,Wisconsin

December1986

BanconeCorporation,Colombus,Ohio

Basedondiscussionswithprotestant,M&Icommittedto

undertakeseveralmeasuresinresponsetocommunityconcerns:

November1986

KeystoneFinancial,Inc.,StateCollege,Pennsylvania
April1987

FirstMidwestBancorp,Inc.,Naperville,Illinois
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RepublicBankCorporation,Dallas,Texas

-

Boardnotedapplicant'sagreementswithneighborhood

groupsinDallasandSanAntonioinordertoenhanceitsefforts

inthoseareascallingfor:

October1987

U.S.Bancorp,Portland,Oregon

November1987

ValleyNationalCorporation,Phoenix,Arizona

June1987

NCNBCorporation,Charlotte,NorthCarolina

TostrengthenitsCRAperformanceincertainlow-and

moderate-incomecensustractswithinPhoenixandTuscon,

Applicantagreedto:

1

September1987

FirstInterstateBancorp,LosAngeles,California

October1987

OneNationalBancshares,Inc.,NorthLittleRock,Arkansas

-Createfull-serviceresidentialmortgagelending
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areas

FundFHA,VAandconventionalrealestateloans

andsmallbusinessloansinlow-andmoderate-income

Establishcomprehensivecommunityoutreachprogramto

becoordinatedbyaCommunityServiceOfficerwith

responsibilitymonitoringthebank'scompliancewith

CRAandmaintainingcontactwithcommunity

Strengthenconsumercompliancebyinstitutingmore

extensivetrainingandreviewprocedures

Enhancemarketingandcreditneedsascertainment

effortsinlow-andmoderate-incomeandminority

neighborhoods

Throughmeetingswithcommunityrepresentativesand

cityofficials,moreaggressivelyseekoutcommunity

developmentfinancingopportunities

FilequarterlyprogressreportswiththeFederal

ReserveBankofAtlanta

May1988

Saban,S.A.,PanamaCity,RepublicofPanama
BankwillreassessitscommunitydelineationsinNewYork

City,aswellasthoseofthebankbeingacquired,toensurethey

reflectlendingterritoryanddonotarbitrarilyexcludelow-

andmoderate-incomeareas.Inaddition,BONYcommittedto

undertakeaCRAplanadoptedbyitsBoardofDirectorscalling

for:

June1988

NorwestCorporation,Minneapolis,Minnesota

April1988

SunTrustBanks,Inc.,Atlanta,Georgia

WithrespecttotheperformanceofitsSavannah

subsidiary,SunTrustwill:
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October1988

Cenvest,Inc.,Meriden,Connecticut
Makegovernmentally-insuredloansavailable,including,

FHA,VA,SBAloans

Offerlifelinebankingaccounts

EstablishapublicpolicycommitteeofitsBoardof Continueeffortstoestablisharegularpatternof

contactwithcommunityorganizationsandgovernment

entities

Continueadvertisingandregularcommunitycontactsto

fostergreaterawarenessofcreditservices

Continuetoseekopportunitiestocollaboratewith

governmententities,communitygroups,and/orother

financialinstitutionsoncommunitydevelopment

projects

-AssignvicepresidenttooverseeCRAactivitiesand

ComericaIncorporated,Detroit,Michigan

August1988

FirstBankSystem,Inc.,Minneapolis,Minnesota

InresponsetoCRAexaminationfindingsregardingthe

performanceofaMontanasubsidiarybank,FBScommittedto:

FirstBankSysten,Inc.,Minneapolis,Minnesota

November1988

BankofIreland,Dublin,Ireland
September1988

IntegraFinancialCorporation,Mt. Lebanon,Pennsylvania

Extendparticipationinvariousgovernmentlending

programsanddevelopanewmortgageproductgearedto

low-andmoderate-incomeneighborhoods

Appointcommunitydevelopmentaffairsofficerwith

dutiestoreporttotheBoardofDirectorsonCRA

activities

Filesemi-annualprogressreportswiththeFederal

ReserveBankandCleveland

Withrespecttobankbeingacquired,applicantwillextend

itscurrentendeavors:
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January1989

FirsTierFinancial,Inc.,Omaha,Nebraska

CompleteimplementationofCRAplantoenhanceprovision

ofservicesinOmaha'slow-andmoderate-incomeneighborhoods,

including:

July1989

FortWayneNationalCorporation,FortWayne,Indiana



2
4

CRATRAININGHOURSFORFEDERALRESERVESYSTEMEXAMINERS

Schools 1984 1985 1986 1987 1988 1989 Total

ComplianceI

OTHER:

SeniorExaminer

-

No.Sessions

No.Students

TotalHours

2

24

40.5

2

40

40.5

2

37

40.5

1

12

20

1

19

20

2

57

42

10

189

223.5

18students

19hours

ComplianceII

AdvancedCRA

No.Sessions

No.Students

TotalHours

2

26

11.5

1

12

7.5

1

13

7.5

2

25

1

19

6.5

1*

7

8.5

8

102

66.5

2sessions

45students

80hours16

BankingI

No.Sessions

No.Students

TotalHours

3

111

3

100

4

166

12

3

99

9

4

130

12

2*

50

6

19

656

57

BankingII

3

No.Sessions

No.Students

TotalHours

3

84

9

3

101

3

102

4

141

12

4

142

1*

34

3

18

604

15 57

i BHCApplications

No.Sessions

No.Students

TotalHours

2

43

2

2

41

2

2

38

2

2

36

2

2

39

2

1*

29

2

11

226

12

A
T
T
A
C
H
M
E
N
T

D

୯

*Additionalsessionsarescheduledforlaterintheyear.
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FederalReserveSystenCRAExaminationHistory

1980 1981 1982 1983 1984 1985 1986 1987 19886-30-89

NumberofState

MemberBanks 1011 1046 1060 1075 1075 1096 1108 1092 1081 1073

NumberofCRA

Reviews 8
9
4

894 7
7
0

764 709 765 637 598 626 229

PercentExamined

ForCRA 88% 85% 73% 71% 66% 70% 57% 55% 58% 21%

AverageRating 2.00 1.90 1.97 1.96 1.92 1.90 1.90 1.93 1.99 2.00

PercentRatedLess

ThanSatisfactory3% 5% 3% 2% 1%1% 3%

7% 7
2

A
T
T
A
C
H
M
E
N
T

F
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FEDERALRESERVESYSTEM

CRAExaminationStatistics:1984 1988

1984 1 2
3 4 5

# % # %

%

# % #

%

Boston 1 14 6 86 0 O 0 o 0 O

NewYork 10 33 20 67 0 o 0 0

Philadelphia1 11 7 78 1 11 o

0
0

Cleveland 7 13 43 81 3 6 O O o

Richmond 10 13 70 88 0 o O O 0 O

Atlanta 7 11 55 89 0 0 o o O 0

Chicago 3 2 116 93 5 4 1 1 o 0

St.Louis 1 2 44 96 1 2 0 0 0

Minneapolis13 14
75 83 2 3

0
0

0

0 o

5KansasCity 5 102 95 0 0 0 0

A
T
T
A
C
H
M
E
N
T

G

Dallas 9 21 34 79 0 0 0

7SanFrancisco 12

5
0

88 0 O O0 0
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FEDERALRESERVESYSTEM

CRAExaminationStatistics:1984 1988

1985 1 2 3 4 5

#

%

# % % % # %

Boston 2 40 3 60 O O O o O O

NewYork 12 34 21 60 1 3 1 3 O

Philadelphia6 43 8 57 0 O o 0 o

Cleveland 9 17 44 81 1 2 o O o

Richmond 17 20 65 78 1 1 o o 0

o
o

o
o

o
o

o
o

Atlanta 12 15 66 81 2 2 1 1 0

Chicago 4 3 142 96 2 1 0 oo
oSt.Louis 2 4 47 96 o O 0

Minneapolis10 14 58 84 o 1 1 o

1KansasCity 1 111 99 0 o 0

a
o

o
o

Dallas 10 19 42 81 o 0

o
o

oSanFrancisco8 13 54 86 1 2 O

O
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FEDERALRESERVESYSTEM

CRAExaminationStatistics:1984 1988

2
2
-
1
5
5

O
-

9
0

-
2

1986 1 2 3
4 5

# % # % # % # % #

%

Boston 2 33 4 67 O O O O O o

NewYork 9 27 23 70 1 3 o 0

o
o

O
O

Philadelphia4 40 6 60 0 0 o 0

Cleveland 6 13 38 84 1 2 O 0 0

Richmond 7 12 51 88 O O O O O 0

Atlanta 14 16 70 80 3 3 O O 0 O

Chicago 2 2 114 97 0 O 1 1 0 O

St.Louis 1 2 42 98 0 0 O O O 0

Minneapolis6 12 43 86 0 o 1 2 o 0

KansasCity 2 3 69 97 0 0 O

o o o

Dallas 10 19 43 81 O O

o O o

8 13 55SanFrancisco 86 1 2

O

o O

o
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FEDERALRESERVESYSTEM

CRAExaminationStatistics:1984 1988

1987 1

N

3 4 5

# %

# %

%

# #%

#

%

Boston 1 33 2 67 O O O 0 0 O
ONewYork 8 8 29 19 68 1 4 0 o O o

Philadelphia4

†

36 7 64

O o 0 o 0 o

Cleveland 6 11 46 87 1 2 0 O 0 O

Richmond 9 12 68 87 1 1 O O 0 o

Atlanta 2 3 57 85 8 12 O o O o

Chicago 4 3 134 94 5 3 O 0 0

St.Louis 2 5 41 95 O

o o 0 o o

6 16Minneapolis 31 82 O 0 1 3 0

O

2
u
n

5 40 93KansasCity 1 2 0 o O O

9 29Dallas 22 71 0 o0 0 0 o
o

56SanFrancisco4
93

7

O

O

00 0
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FEDERALRESERVESYSTEM

CRAExaminationStatistics:1984 1988

1988 1

N

3 4 5

# %

#

%

% % #

% #

%

Boston 3 50 3 50 0 0 O O 0 O

NewYork 5 17 20 69 4 14 0 0 0 O

Philadelphia6 35 10 59 1 6 O O o 0

Cleveland 1 3 29 85 3 9 1 3 o o
oRichmond 12 16 65 84 o

O

O

o

0

Atlanta 3 3 70 75 19 20 1 1 O o

Chicago 3 2 118 94 3 2 1 1 0 o

St.Louis 2 5 38 95 0 O O o o o

Minneapolis5 12 34 83 1 2 O 0 1 0

KansasCity 3 4 59 84 7 10 1 1 1 O

Dallas 6 17 30 83

O

0 O o O o
oSanFrancisco6 10 51 88 O 1 2 O
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DispositionofApplications

HandledbyFederalReserveSystem

1984-July1989

AllDomesticApplications CRAProtestedApplications

TotalNo. 13,600 112*

Approved

Denied

Withdrawn**

orReturned

12,777 108

*In32ofthesecases,theapprovalinvolvedcommitmentsforenhancedCRA

**Thisreferstoapplicationswithdrawnbytheapplicant,whichterminates

A
T
T
A
C
H
M
E
N
T

H
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Senator Dixon . Thank you , Mr. Garwood .

Mr. Kluckman .

STATEMENT OF JERAULD C. KLUCKMAN, DIRECTOR OF COMPLI.
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Over the past 18 months we have taken five important steps to

further ourindustry education and examination objectives. I would

like to highlight these five areas for the subcommittee.
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In March 1988, the Board reaffirmed its commitment to commu

nity investment by the adoption of a housing statement that

strongly encouraged the Federal Home Loan Banks to develop pro

grams and supportcredit policies to assist the community invest

ment efforts of thrift institutions.

APPLICATIONS

I would like to talk about applications for a moment. Applica

tions filed by thrift institutions or their holding companies have

historically been infrequent targets of CRA protests by community

groups.

a
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tion specialists we are well on our way to building a sound pro

gram .



3
7

Mr.Chairman,IwouldliketothanktheSubcommitteeforthe

opportunitytotestifyontheFederalHomeLoanBankSystem's

enforcementoftheCommunityReinvestmentAct(CRA).Inresponse

toyourinvitationletter,mytestimonywillfocusonour

complianceexaminationandenforcementprogramwithparticular

emphasisonitsCRAaspects,thetreatmentofCRAmattersinthe

applicationsprocess,andourexperienceswithapplications

protestedonCRAgrounds.

STATEMENTOF FHLBSystenExaminationProgram

JERAULDC.KLUCKMAN,DIRECTOR

DIVISIONOFCOMPLIANCEPROGRAMS,OFFICEOFREGULATORYACTIVITIES

BriefHistory

OFTHEFEDERALHOMELOANBANKSYSTEM

BEFORETHESUBCOMMITTEEONCONSUMERANDREGULATORYAFFAIRS

OFTHESENATEBANKINGCOMMITTEE

JULY31,1989

Priortoearly1989,theSystem'sCRAandcomplianceexamination

responsibilitieswerecarriedoutaspartoftheroutinesafety

andsoundnessexaminationsofthriftinstitutions.These

examinationswereperformedbygeneralistexaminersona6to18

monthtimeframedependinguponthefinancialconditionofan

institution.Inadditiontotheoverallsafetyandsoundness

rating(commonlyknownasthe"MACRO"rating),institutionswere

assignedaCRArating.TheCRAratingsystemuseda5-point

gradingscale,with"1"representingoutstandingperformanceand

"5"representingunsatisfactoryperformance.Iwillelaborate

upontheratingsystemandthedistributionofratingsoverthe

pastseveralyearslaterinthistestimony.

Frankly,CRAandotherconsumerexaminationresponsibilities

typicallytookabackseattootherconcernsasthethriftcrisis

heightenedduringthemid-1980's,andsubstantialexamination

resourcesneededtobedevotedtofinancialmatters.Itwasnot

untilafter1985whentheexaminationstaffwasremovedfromCivil

ServiceandtransferredfromtheFederalHomeLoanBankBoardto

theFederalHomeLoanBanksthatwewereabletomakeplansto

enhanceourcomplianceandCRAexaminationprogram.Wetestified

1
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developedaseriesofbrochuresaddressingregulatoryproblem

areas.
ThefirstbrochureintheserieswasdevotedtotheBank

SecrecyActandwasreleasedinMayofthisyear.

totheSenateBankingCommitteeonthispointtwiceduring1988.

Wealsotestifiedlastyearthatwewereintheprocessof

improvingourperformanceinthisimportantarea.Iampleasedto

beabletotellyouthattheSystemhasadoptedanewcompliance

examinationprogramandtobeabletodescribeforyouthekey

elementsofthenewprogram.

KeyElementsoftheFHLBSystem'sNewComplianceProgram

Second,thedivisionadministersanenforcementprogramwhich

directstheSystem'sexaminationandsupervisionresponsibilities.

Aseparateexaminationprogramforthecomplianceareawas

approvedbytheFederalHomeLoanBankBoardinJanuary1989.

Probablythemostsignificantelementofthenewcompliance

programinvolvestheBoard'sdecisiontoutilizeexaminersthat

specializeinthecompliancelawsandregulationsandCRA.These

examinerswillreceivespecializedtraininginthelawsand

regulationscoveredwithinthescopeofthecompliance

examination.

Toprovideafocusforthedevelopmentofanationalcompliance

examinationprogram,thesystem'sofficeofRegulatoryActivities

(formerlyORPOS)establishedtheDivisionofCompliancePrograms

inOctober1987.Theprimarymissionofthisdivisionisto

developanationalexaminationandsupervisoryprogramtoaddress

compliancematters,includingCRA.Thedivision's

responsibilitiesincludeoverseeingcompliancewiththeconsumer

lawsandregulations,nondiscriminationrequirements,CRA,anda

numberofotherpublic-interestlawssuchastheBankSecrecyAct.

AcompletedescriptionoftheprogramcanbefoundinExhibitA.

Asamatteroffact,thefirstComplianceSchoolisbeing

conductedaswespeak.The30studentsatthistwo-weekbasic

school,whichbeganonJuly24th,willreceiveover20hoursof

instructionontheCRA,communityinvestment,nondiscrimination

lawsandregulations,andapplicableexaminationprocedures.

classroominstructionontheCRAandthenondiscriminationlaws

andregulationsisbeingprovidedbytrained,seasoned

professionalswithfieldexperience,astaffmemberfromthe

Board'sofficeofCommunityInvestment,andaCommunityInvestment

officerfromtheFederalHomeLoanBankofSanFrancisco.
In

addition,onJuly26th,arepresentativefromACORNpresenteda1

and1/2hoursessionontherolethatcommunityorganizationsplay

intheCRAprocess.Anotherbasiccomplianceschoolisslatedfor

December1989,andtwomoreareplannedfor1990alongwithan

advancedschool.

TheDivisionofComplianceProgramshastwobroadgoals.First,

thedivisionperformsaneducationalrolebyassistingmember

institutionsinunderstandingandcomplyingwithlawsand

regulations.Inthisregard,thedivisionpublishedamanual

entitled,"Compliance:ASelf-AssessmentGuide"inJuly1988.

Thisguideisdesignedtoprovidehelpfulinformationtoan

institutionindevelopingaviablecomplianceprogramandin

conductingandreportingcompliancereviews.Theguidealso

includesapolicystatementfromtheFederalHomeLoanBankBoard

thatstronglysuggeststhateverythriftinstitutionestablisha

complianceprogramcommensuratewithitssizeandcomplexity.
It

istheBoard'sfirmbeliefthatitisnotonlyinaninstitution's

bestintereststohaveaviablecomplianceprogram,butabusiness

responsibility.Acopyoftheguidewasprovidedatnocostto

memberinstitutions.About900copiesofthepublicationhave

beensoldinalittleoverayear.Thedivisionhasalso

a

Anothersignificantpartofourexaminertrainingregimenincludes

thedivision'snewResidentInternProgram.Underthisprogram,

complianceexaminersandothersupervisorypersonnelfromthe

DistrictBankscometoourofficesinWashingtonfora3-week

assignment.Duringthistime,theparticipantgainsanin-depth

.

2
3



3
9

educationaboutourfunctionsbybecominginvolvedwithspecial

projects,interviewingstaffmembers,andattendinginteragency

meetingsandthelike.TheprogrambeganinAprilofthisyear

andhasbeenverywellreceivedbyalloftheparticipantssofar.

WehavealsocompletedanddistributedtothestaffattheFederal

HomeLoanBanksandtoeachthriftinstitutioncopiesofour

"ComplianceActivitiesHandbook."Thiseffortrepresentsthe

firsttimethattheSystemhashadallofitsexamination

procedurespertainingtothenondiscrimination,consumer,and

publicinterestlawsandregulationsinahandbookdevoted

exclusivelytothem.Thenewhandbookprovidesexaminerswith

specificguidanceastotheconductofcomplianceexaminations,

textualinformationoneachlawandregulationcontainedinthe

complianceexaminationprogram,andexaminationobjectives,

procedures,andchecklists.Inadditiontoservingasaprimary

examinationtool,thehandbookisalsoaneducationalcenterpiece

forinstitutions.

Attheconclusionofacomplianceexamination,theDistrictBank

preparesaseparate,comprehensiveexaminationreportwritten

primarilyforthebenefitofaninstitution'sboardofdirectors

andseniormanagement.Thereportisallnarrativeandis

designedtobeconsultativeandeducational.Reportcontentis

gearedtowardareasinneedofimprovementandistailoredtoeach

individualinstitution.TheCRAAssessmentportionofthe

examinationreportpresentstheexaminer'sevaluationofan

institution'scompliancewithCRAregulatoryrequirements,andits

performanceinhelpingtomeetthecreditneedsofitscommunity

pursuanttotheCRAexaminationcriteria.TheCRAremarksare

presentedinfoursubparts:DescriptionofCommunityDelineation;

thetwelveCRAAssessmentFactors;Violations;and,CRA

Conclusions.

Thenewcomplianceexaminationprogramshouldbefullystaffedand

implementedbyJanuary1,1991.Currently,examinersarebeing

selectedandassignedtothecomplianceareaateachDistrict

Bank,trainingisbeingprovided,andseparateexaminationreports

arebeingprepared.Thefullspecializedcomplianceprogrammay

wellbecompletelyoperationalsometimebeforethe1991effective

date.

CRARatings

Examinationsunderthespecializedprogramareconductedona

frequencyscheduledrivenbythelowerofeithertheCRAor

Complianceratingassignedatthepreviousexamination.The

intervalbetweenexaminationscanrangebetween6and24months

thelowertherating,themorefrequentlyaninstitutionwouldbe

examined.RatingsassignedduringtheexaminationforbothCRA

andcompliancearebasedona5-pointscalewith"1"representing

themostfavorableperformanceand"5"thepoorest.Ratingsof

"1"and"2"reflectsatisfactoryperformancewhile"3,""4,"and

"5"signifyprogressivelydeepeningdegreesofunsatisfactory

performance.Effectivewithexaminationscommencingonorafter

July1,1989,boththeComplianceandCRAratingsarebeing

disclosedtoaninstitution'sboardofdirectorsandmanagementin

theexaminationreport.

TheCRAratingsystemrequirestheexaminertomakeindividual

assessmentsofsixCRAperformancecategories.Theperformance

categoriesrepresentgroupingsofthetwelveassessmentfactors

containedintheCRAregulations(12CFR563e).Eachperformance

categoryisevaluatedonagradingscaleof1to5.Inassigning

theoverallcompositeCRArating,theindividualperformance

categoryassessmentsareweighedandevaluatedaccordingtohow

welltheinstitutionmeetstheoveralldescriptivecharacteristics

forthatcategory.Thesixperformancecategoriesare:Community

CreditNeedsandMarketing;TypesofCreditofferedandExtended;

5
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CRAExaminationProceduresGeographicDistribution;

illegalCreditPractices;

Factors.

NondiscriminationCompliance; Other

and,CommunityDevelopmentandOther

TheCRAratingsystememployednowissubstantiallysimilarto

thatusedbythebankingagencies.TheFederalHomeLoanBank

Board'soldCRAratingsystembasicallyhad3"passinggrades"in

thata"3"ratingrepresentedsatisfactoryperformance. Useof

thenewratingsystembeganwithcomplianceexaminations

commencingonorafterJuly1,1989.Acopyoftherating

descriptionsfortheoldCRAratingsystemareinExhibitB.

copiesofthenewsystemsusedbyexaminersforassigningboth

complianceandCRAratingsareinExhibitc.

SystemexaminersaredirectedtouseCRAexaminationprocedures

thatrecognizethatanassessmentofaninstitution'sCRA

performancerecordinhelpingtomeetthecreditneedsofalocal

communityisaprocessrequiringabalancedviewpoint.The

proceduresaredesignedtoensurethatinformationfromboththe

institutionandthecommunityareobjectivelyreviewedand

evaluated.Eachinstitutionisevaluatedonthebasisofits

effortstoascertain,anditsactionstohelpmeet,community

creditneedsinthecontextofitsresourcesandlocal

circumstances.Acopyofthesystem'sCRAexaminationprocedures

isfoundinExhibitE.

Peryourrequest,thedistributionofassignedCRAratingsby

FederalHomeLoanBankDistrictfrom1983to1988canbefoundin

ExhibitD.ThisdistributionisbasedontheoldCRArating

system.Anaggregatebetween1983and1988indicatesthat

slightlylessthan2percentoftheinstitutionsexaminedduring

thatperiodreceivedratingsofeither"4"or"5",and5.4percent

receivedratingsofeither"1"or"2".Theoverwhelmingmajority

ofinstitutionsreceivedaratingof"3",whichundertheold

ratingsystemequatedtoaverageperformance.

TheobjectivesoftheCRAexaminationprocessarestraightforward.

First,theexaminermustdeterminewhethertheinstitutionhas

establishedandimplementedpoliciesandproceduresthat

demonstratethatithasrecognizeditscontinuingandaffirmative

obligationtohelpmeetthecreditneedsofitsentirecommunity

andthatitsfacilitiesservethecreditconveniencesandneedsof

itsentirecommunity.Second,theexaminermustdeterminewhether

theinstitution'sdelineationofitslocalcommunityisin

accordancewiththeregulatoryrequirementsandthatthe

institutionisintechnicalcompliancewiththeCRAregulation.

Thereareanumberofreasonsthatmayexplainthehigh

percentagesofsatisfactoryratings.First,thriftinstitutions

havebeenleadingprovidersofhousingfinancewhichisamajor

CRA-relatedactivityandcertainlyaprimaryconcernofmany

communitygroups.

Specifically,theexaminerischargedwithevaluatingthe

institution'seffortsatascertainingandmeetingcommunitycredit

needs.
Furthermore,theCRAexaminationproceduresnowrequire

thatexaminersroutinelyinterviewpartiessuchasrealestate

brokers,communityactiongroups,religiousorpoliticalleaders,

merchant'sorganizations,blockclubs,neighborhoodgroupsand

coalitions,localcivilrights,consumer,minority,and

non-Englishspeakinggroups,housingcounselingservicecenters,

communitydevelopmentcorporations,nonprofithousingdevelopment

corporations,andlocaldevelopmentcorporations.Priortothe

.
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institutioninthesmallestshopscomparedto16.83hourson

averageinthelargestones.Thenationalaverageforallasset

rangeswas7.19hours.

newexaminationprogram,these"outsidecontactsweremade

infrequentlyandusuallyonlywhenspecialcircumstanceswere

apparent.Theseinterviewsenabletheexaminertogainabetter

perspectiveofthecreditneedsofthelocalcommunityaswellas

anunderstandingoftheextenttowhichtheinstitutionhas

endeavoredtoascertainandmeetthosecreditneeds.

ItisinterestingtonotethataverageCRAexaminationhourshave

increasedsignificantlyinnearlyallassetgroupssince1986,the

yeartheBoardtransferredtheexaminerstotheemployofthe

DistrictBanks.Asournewcomplianceexaminationprogrambecomes

fullyoperational,weanticipatethatmorehourswillbedevoted

totheCRAmatters.

JointStatementRegardingtheCommunityReinvestmentAct

Inadditiontoreviewingproceduresandconductinginterviews,

examinersalsoapproachtheCRAexaminationbyusinganumberof

othertools.AspartofanyCRAexamination,examinersmakeuse

ofavailableHMDAinformationtodeterminethegeographic

distributionofaninstitution'smortgageloanportfolio.

Moreover,theyhaveattheirdisposalinformationcollected

throughtheFederalHomeLoanBankBoard'sLoanApplication

Register/DataSubmissionReportSystem(LARS/DSR).This

informationidentifiesmortgagelendingdisparitiesonprohibited

basesfromloanapplicationdatathatarethenexploredaspartof

theexaminationprocess.Theinformationcollectedbythissystem

isusedtohelptheexaminerevaluate,amongotherthings,an

institution'sperformanceunderseveraldifferentCRAassessment

factorssuchas:practicesintendedtodiscourageapplications

fortypesofcreditsetforthintheCRAStatement;thegeographic

distributionofcreditextensions,creditapplications,andcredit

denials;andevidenceofprohibiteddiscriminatoryorother

illegalcreditpractices.

OnMarch21,1989,theFederalHomeLoanBankBoard,alongwith

theotherfederalfinancialregulatoryagencieswithCRA

responsibilities,adoptedajointstatementregardingthe

CommunityReinvestmentAct.Thestatementisdesignedtoprovide

federallyinsuredfinancialinstitutionsandthepublicwith

guidanceregardingtherequirementsoftheCRAandthepolicies

andprocedurestheagencieswillapplyduringtheapplications

processtoreviewaninstitution'sCRAcomplianceandperformance.

ThestatementindicatesthattheCRAexaminationreportwillplay

asignificantroleintheevaluationprocess,thusmakingastrong

examinationprogramaprerequisite.

PublicDisclosureofRatings,ExaminationEvaluationsandNotice

ofExaminationsCRAExaminationHours

RatingsandExaminationEvaluationsExhibitFcontainsatablethatprovidesabreakdownofCRA

examinationhoursforvariousassetsizerangesofinstitutions.

(Assetsizerangesusedare:lessthan$25million;$25to$100

million;$100millionto$500million;and,over$500million.)

clearly,thetableshowsthattheaverageexaminationtimespent

onCRAincreasesastheassetsizeofaninstitutionincreases.

Between1983and1988,Systemexaminersaveraged3.75hoursper

ChairmanWallandBoardMemberWhitehaveindicatedbyletterto

RepresentativeGonzalezthattheagencysupportsamendmentsto

H.R.1278torequirethepublicdisclosureofCRAperformance

ratingsandCRAevaluationsofinstitutions.Thislettercanbe

8
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casualdUUS,
foundinExhibitG.Asindicatedinthatletter, wnichwillincreasepublicinvolvementinthe

examinationprocess.Sometimeshouldbeallowedtoobservehow

thatprocedureoperatesbeforeseriouslyconsideringan

examinationnotificationrequirement.

CommunityInvestmentActivities

NoticeofExaminations

BeforeturningtoadiscussionofCRA'sroleintheapplications

process,Iwouldliketomentionanothersignificantfeatureof

theFederalHomeLoanBankBoard'soverallapproachtofurthering

theobjectivesoftheCRA.ThroughtheBoard'sOfficeof

CommunityInvestmentandtheCommunityInvestmentofficersatthe

FederalHomeLoanBanks,theBoardhasmadeavailabletothe

industry,communitygroupsandstateandlocalofficialstechnical

assistancedesignedtoassistthriftswithinvestmentsinlocal

communities.

TheSystemdoesnotbelievethatprovidingpublicnoticeofCRA

examinationsisnecessaryforseveralreasons.First,thepublic

alreadyhasaregulatoryrighttomakecommentsonany

institution'sCRAperformance.Thesecommentsmustbemaintained

byaninstitutioninapubliccommentfileandbereadily

availableforpublicinspection.Inaddition,thepublichasthe

righttoreviewpubliccommentsmaintainedbytheBoardorthe

DistrictBanks.Thecommentsaretakenintoaccountaspartof

theexaminationprocess.Thepublicmayalsofilecomplaintswith

eithertheBoardortheDistrictBanks.Second,ourexaminersare

nowmakingamoreconcertedefforttoconductinterviewswith

communitygroupsandorganizationsasaroutinepartofthe

examination.Inaddition,ourexaminerswillalsointerview

membersofthepublicthathaveexpressedaninterestinspeaking

withanexamineraboutaCRAconcern.Third,thepublicis

notifiedanytimeanapplicationisfiledbyaninstitutionandis

invitedtosubmitcomments.Fourth,weenvisionanynumberof

administrativeproblemsthatmightsurfaceaspartofthe

notificationprocesssuchascostassociatedwithnewspaper

notices,meansofnotificationinruralareasnotserved,for

example,bydailynewspapers,andpublicconfusionorconcern

aboutsafetyandsoundnessofaninstitutionthatmayresultfrom

misinterpretingtheintentofthenotification.Finally,it

appearsthatCongresswillapprovethereleaseofCRAratingsand

In1978,theSystemalsoestablisheda5-year,$10billion

CommunityInvestmentFund(CIF).Thisfund,whichhasexpired,

provided$7.9billioninspeciallypricedadvancestothrifts

involvedincommunityinvestmentactivities.Over40percentof

ourthriftmembersparticipatedinthisvoluntaryeffortthat

assistedinfinancingmorethan500,000housingunits.

OnMarch21,1988,theBoardreaffirmeditscommitmenttoastrong

communityinvestmentprogrambyissuingapolicystatementon

communityinvestment.ThisstatementurgestheFederalHomeLoan

Bankstodevelopprogramsandcreditpoliciestosupportthe

communityinvestmenteffortsofmemberinstitutions.TheSystem

hasrespondedbytheadoptionofspeciallypricedCommunity

Investmentadvancesin10ofour12DistrictBanks.Todate,over

$345millioninCIFadvanceshavebeenmadetomember

institutions

1
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CRA'SRoleintheApplicationsProcess O
theapplicant'snameandlocationofitshomeoffice;

o
adescriptionofthetypeofapplication;

o
thelocationofanybranchofficethattheapplicantproposes

toopenorrelocate;

Bylegislativedirection,CRAperformancemustbeconsideredby

theagenciesaspartoftheirdispositionofcertaintypesof

applicationsinvolvingfederally-insuredinstitutions.Generally,

satisfactoryCRAperformanceisarequiredregulatorycriterionin

holdingcompanyacquisitions,mergers,branchingactivity,charter

conversions,insuranceofaccounts,changeinlocationand

applicationsinvolvingachangeincontrol.UnsatisfactoryCRA

performancecanbethebasisfordenialorconditioningofan

application.

o
thedeadlineforcomments;

o
anexplanationofthecircumstancesunderwhichtheagencywill

hearoralargumentsabouttheapplication;

o

instructionsabouthowtosubmitcomments,includingthe

addresstowhichtheyshouldbesent.

CRAperformanceisconsideredaspartofcertainholdingcompany

acquisitionsthroughtheconvenienceandneedsanalysis.Ifthe

mostrecentCRAexaminationratingofaninstitutioncontrolledby

theacquiringentityislessthansatisfactory,theacquireris

askedtocommittoappropriatecorrectiveactionsandreflect

thoseactionsinitsbusinessplantothesatisfactionofthe

Board.Inthecaseofmergersbetweentwoormoreinstitutions,

orbranchingactivities,themostrecentCRAexaminationreports

forallentitiesinvolvedarereviewed.Ifamergerwouldcreate

asurvivinginstitutionwithalessthansatisfactoryCRArating,

thesurvivinginstitutionmustsetforthplanstorectifytheCRA

deficiencies.Tomeettheregulatorycriteriaassociatedwitha

changeincontrolapplication,theinstitutionmusthavea

satisfactoryCRAperformancerecord.

Inthecaseofaproposedmerger,eachinstitutioninvolvedmust

publishanotice.Holdingcompaniesmustpublishanoticeinthe

communityservedbythehomeofficeofanyinstitutionthecompany

proposestoacquire.Theymustalsopublishanoticeinthe

communityservedbythehomeofficeoftheholdingcompany's

largestfederally-insuredsubsidiary.

TheFederalHomeLoanBanksalsomakenoticesofapplications

filedbythriftinstitutionsavailabletothepublicintheir

respectivegeographicareasuponrequest.Thepublicisalso

invitedtoexamineallapplicationsandrelateddocuments(subject

tocertainrestrictions)duringnormalbusinesshoursatthe

appropriateFederalHomeLoanBank.PublicNotice

PublicCommentsTheBoardrequiresanapplicanttopublishanewspapernoticeof

anyapplicationcoveredbytheCRA.Thenoticemustappearina

newspaperofgeneralcirculationinthecommunityservedbythe

applicant'shomeofficeandinanynewlocationswherethe

applicantproposestodobusiness.Allnoticesmustcontain:

Thepublicisinvitedtosubmitwrittencommentsonany

applicationtotheappropriateFederalHomeLoanBankas

stipulatedinthepublicnotice.Generally,commentsmustbe

submittedwithin10calendardaysafterthenewspapernoticehas

12 13
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o
asummaryofthereasonsfortheprotest;

o
specificitemsintheapplicationtowhichtheprotestant

objectsandthereasonsforeachobjection;

appeared.Requeststomakeanoralargumentmustalsobe

submittedwithinthe10dayperiod.Sevendayextensionsofthe

commentperiodwillbegrantedtothosewishingtoprotestthe

applicationiftherequestfortheextensionismadewithinthe

initial10daycommentperiod.Ifanapplicationinvolvesa

o
factssupportingtheprotest,includingeconomicorfinancial

data;and,

o
anyadverseeffectsontheprotestantwhichmayresultfrom

approvaloftheapplication.

CRAandProtestedApplications

ThePSA'sdeterminationonwhetheraprotestisconsidered

"substantial"isconsideredfinal.Allapplicationsinvolving

"substantial"protestsmustbeforwardedtotheBoardforaction.

TheFederalHomeLoanBankBoard'sprotestandoralargument

proceduresarecontainedin12CFR543.2(e).Theseprocedures

applytoapplicationsinvolving:achangeofofficelocation;

establishmentofabranchoffice;permissiontoorganize;

insuranceofaccounts;conversionfromastate-Chartered

institutiontoaFederally-Charteredinstitution;merger;anda

purchaseofbranchofficeortransferofsavingsaccounts.

OralArguments

"Substantial"Protests

Anypartyprotestingamergerorbranchingactivityapplication

canaskthatameetingbeheldfororalargumentsonthemeritsof

theapplication.Thisrequestwillbegrantediftheprotestis

considered"substantial."ADistrictBankcanalsodecide,absent

arequestforameeting,thatonebeheldifitwouldassistthe

Boardinitsevaluationoftheapplication.Themeetingsare

usuallyheldinorneartheFederalHomeLoanBankinthe

applicant'sdistrict.

ThePrincipalSupervisoryAgent(PSA)ateachFederalHomeLoan

Bankhasbeendelegatedtheauthoritytodeterminewhether

protestsare"substantial."ThePSAmustmakethisdetermination

within10daysofreceiptoftheprotestandsonotifythe

protestantandapplicantofhisfinding.Theapplicantmaysubmit

arebuttaltoanyprotestupuntil10daysafterthelastdatefor

filingaprotest.

Briefly,eitheraSupervisoryAgentfromthelocalFederalHome

LoanBankoranotherindividualappointedbytheBoardwill

presideattheoralargument.Eachsideisgenerallygivenone

hourtopresenttheirargument.Cross-examinationbytheparties

involvedisnotpermitted.Argumentspresentedbyprotestantsand

applicantsmustbebasedonwritteninformationalreadysubmitted

Aprotestisconsidered"substantial"onlyif:(1)itisin

writingandfiledinatimelymanner;and(2)thereasonforthe

protestisconsistentwithatleastoneofthecriteriafor

denyinganapplication,includingCRA.Theprotestshouldalso

contain:
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byeitherpartyregardingtheapplication.However,the

individualpresidingoverthemeetingmayletthepartiespresent

newinformationthatisrelevanttothewrittenprotest.Ifthis

isallowed,theopposingpartywillbegivenareasonabletimeto

replyortosubmitmaterialinresponse.Awritčentranscriptof

theoralargumentwillbesuppliedtotheapplicantandthe

protestantandbeputintheapplicationfilethatisforwardedto

theBoardinWashington,D.C.

CRA-relatedconditionsand2weredeniedonCRAgrounds.The

Boardalsodeniedaprotestedapplicationin1989.Thenumberof

CRAprotestedapplications(9)asapercentageofapplications

processed(3515)isminiscule.Webelievethatthrift

institutionshavenotbeenthesubjectofmuchprotestactivityas

aresultoftheirtraditionalroleasprovidersofhousing

finance,amajorfocusofCRA.

.

AnalysisandDecision

AlthoughtheBoardhasanapplicationstrackingsystem,the

averagedifferenceintimetoprocessprotestedversus

non-protestedapplicationsisnotreadilyaccessible.Onthe

basisofourexperience,however,itissafetosaythat

processingtimeforhandlingapplicationsprotestedonCRAgrounds

ismuchgreaterthanfornon-protestedapplications.

TheFederalHomeLoanBankBoarddecidesallapplications

involvingprotests.First,agencystaffwillreviewandanalyze

theapplicationfile,theapplicant'sCRAassessmentrecord,any

writtenprotestsorcomments,thetranscriptoftheoralargument,

andanyotherrelevantinformation.Thestaffthenmakesaformal

recommendationtotheBoardforapprovalordenialofthe

applicationbaseduponitsanalysisoftheentirerecord.The

staffsummaryoftheapplication,togetherwithitsanalysisand

recommendation,arepresentedtotheBoardfordecision.

ConditionalApprovals

TheBoardwillbaseitsdecisiononallinformationavailable.

TheBoardmayeitherapproveordenytheapplication,oritmay

approvetheapplicationwithconditionsthattheinstitutionwill

takespecificactionstoimproveitsCRAperformance.

TheBoardhasusedconditionalapprovalsasameansofassuring

thefuturesatisfactoryCRAperformanceofanapplicant.

CompliancewithconditionsimposedbytheBoardismonitoredby

theappropriateDistrictBankthroughthenormalexamination

processandthroughsupervisoryreviewsofinstitutionresponses

toreportingrequirementsfrequentlyimposedaspartofa

condition.Ifaninstitutiondoesnotfulfillthetermsofa

condition,theBoardcaninvokeitsceaseanddesistauthority,if

necessary,tocompelthecorrectionofanydeficiencies.
withthe

adventofournewcomplianceexaminationprogram,wewillbe

placingemphasisonthemonitoringofCRA-relatedconditions.

ProtestActivity

Between1984and1988,theSystemreceived9substantialCRA

protests.TheBoardapproved4oftheseprotestswithout

conditionsand5withconditions.(Unfortunately,wehaveno

reliablemeansofdeterminingthenumberofwithdrawnprotests

overthe5yearspan.
1988dataindicatesthat3protestswere

withdrawnafterthepartiesreachedasettlement).Inaddition,3

applicationsthatwerenotprotestedwereapprovedwith
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ShiftingCRA'SFocusfromthe

ApplicationstotheEnforcementProcess

Inclosing,itshouldbeapparentfromthistestimonythatthe

SystemhasmadeseveralsignificantimprovementstoitsCRAand

complianceexaminationenforcementprogramoverthepast18

months.Weareverypleasedwiththeprogresswehavemadebut

alsorecognizethatourjobisnotfinished.Ournewexamination

program,balancedwithouractivitiesaimedatprovidingindustry

educationandguidance,serveasthekeystonesofamajorthrust

toimproveourperformanceintheseareas.WetakeourCRA

enforcementresponsibilitiesseriouslyandfullysupportthe

intentandobjectivesofthelaw.

WewouldmuchprefertoseetheenforcementoftheCRAbemorea

partoftheexaminationprocess.Webelievethatthe"Joint

StatementoftheFederalFinancialSupervisoryAgenciesRegarding

theCommunityReinvestmentAct"makesitclearthatan

institution'spastrecord,asdocumentedthroughtheexamination

processanddetailedinexaminationreports,shouldbegivengreat

weightintheapplicationsprocess.Infact,theBoardreliedon

thisfactorasonebasisfordenyinganapplicationonCRAgrounds

onJuly19,1989.Consistentwiththejointstatement,wealso

believethattheagencyshouldplace,inappropriate

circumstances,someweightoncommitmentsofferedbyanapplicant

torectifydeficienciesinanotherwisesatisfactoryCRA

performance,and,ofcourse,monitorthosecommitments.

ShiftingCRA'senforcementfocustotheexaminationprocesswould

alsoservetopromotetheobjectivesofCRAamongall

institutions,notjustthosewhoareinterestedinexpansion.

withCRA'sleveragebeinglimitedtotheapplicationsprocess,

thelawprovideslittleincentiveforaninstitutionthatdoesnot

intendtofileaCRA-coveredapplicationtoaggressivelypursue

CRA-relatedactivities.Thisshiftingofemphasis,however,

cannottakeplacewithoutacomprehensiveexaminationsystem.

believethatournewcomplianceexaminationprogramplacesusin

thepositiontobeabletomorevigilantlyassurethatall

institutionsdevelopstrongCRAprograms.Werecognizethatthe

applicationsprocessistheprimarymethodcurrentlyenablingthe

BoardtoenforcetheCRAandwewillcontinuetousethat

mechanismtogetherwithourenhancedexaminationprogram.

We
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XHIBITA

Handbooks

SPECIALIZEDPROGRAMFORCOMPLIANCEANDTRUSTMATTERS

TheComplianceActivitiesandTrustActivitiesHandbooks,which

arepartofthesystem'sRegulatoryHandbookSeries,embodythe

writtenprinciplesandproceduresofthisnewprogram. In

additiontoprovidingmaterialsrelevanttotheconductof

examinations,thehandbookshavealargerroleaseducational

centerpiecesforbothexaminersandmemberinstitutions.

Staffing

TheFederalHomeLoanBankBoardhasestablishedanewspecialized

examinationprogramforcomplianceandtrustmatters.'

ImplementationofthisnewprogramwillbeginJanuary1989.

EachDistrictBankwillhaveastaffofdedicatedspecialists

whoseprimaryresponsibilitywillbetheconductofcomplianceand

trustexaminations.Theseindividualswillbedrawnfirstfrom

theexistingexaminationstaffandthenfromoutsidesources,and

beindividualswhohavetheprofessionaldesire,motivation,and

capabilitytohandleexaminationsinvolvingacomplexsetof

dynamiclaws,regulations,andfiduciaryprinciples.Individuals

whobecomepartofthisspecializedprogramwillbeprovideda

careerpathcomparabletothatforgeneralthriftexaminers.

SignificantFeaturesoftheNewSpecializedProgram

Training

areas.

Generally,thesignificantfeaturesofthenewexaminationprogram

involvetheuseofspecially-trainedexaminationpersonnelwho

willconductseparateexaminationsforthecomplianceandtrust

Allexaminationpersonnelinvolvedinthespecializedprogramwill

receivetrainingbothintherudimentsofthelawsandregulations

andinexaminationapproachandphilosophy.TheSystemwill

sponsorperiodictwo-weekbasicschoolsforcomplianceandtrust

matters,supplementedbyone-weeksecondarylevelschools.

Topicalseminarswillbeconductedperiodicallyasimportant

issuesarise.

1
SeeAttachmentAforadetailedlistingoftheapplicable

lawsandregulationscoveredbythisprogram.

ExaminationConduct

Specializedcomplianceandtrustexaminationswillbeconducted

usinga"top-down"examinationapproach.Thisapproachshiftsthe
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examinationandsupervisoryattention.
examinationfocusawayfromindividualtransactions,toabroad

basedreviewofinternalpolicies,procedures,andreview

programs.Thisreviewissupplementedbyandevaluationofthe

integrityoftheseinternalsystemsthroughhypothesistesting.

ThisapproachisdetailedintheComplianceActivitiesandTrust

ActivitiesHandbooks.

ReportsofExamination

Basically,"1"ratedinstitutionsreceivearegularexaminationon

a2-yearcycle,withatargetedexaminationconductedeyeryother

2yearsthatfocusesonnewandemergingregulatorytrendsor

requirementsaswellasthecontinuedreliabilityofthe

institution'sbasicoperationalsystems.Institutionsrated"2"

receivearegularexaminationona2-yearcycle.Institutions

rated"3"and"4"receiveregularexaminationsona1-yearcycle.

Institutionsrated"5"shouldreceivearegularexaminationonat

leasta6-monthinterval,asdeemedappropriatebytheDistrict

Bank.
Additionally,theDistrictBankswillhavetheflexibility

toextendtheseintervalsinresponsetounusualcircumstances.

Separatereportstoamemberinstitution'sboardofdirectorswill

bepreparedforexaminationsconductedunderthisspecialized

program.Thesereportswillbecomprehensiveinnatureanddetail

examinationfindingsinanarrativeformatthatgivesthereadera

thoroughanalysisoftheintegrityoftheinstitution'ssystems

andtheirstrengthsandweaknesses.Thesereportswillbesigned

bythepersonwholedthespecializedexamination.

.

Ratings

Inconnectionwithcomplianceexaminations,examinerswillassign

tworatingstotheinstitutiononeforcomplianceitself,and

oneforCRAperformance.Theseratingsystemsbothinvolveafive

pointgradingscale.

Examinationsunderthisspecializedprogramcanbeconducted

concurrentlywith,orseparatelyfrom,safetyandsoundness

examinations,atthediscretionofeachDistrictBank.Further,a

DistrictBankmaydecideontheappropriatenessofaconcurrentor

separateexaminationascircumstancesapparentinconnectionwith

anindividualinstitutionmaydictate.insituationswhere

concurrentexaminationsareconducted,theintervalbetween

examinationsistobedrivenbythelowestratingassigned.For

example,ifaninstitutionreceivesa"2"MACROratinganda"4"

complianceratingataconcurrentexamination,accordingtothe

frequencyschedulethenextexaminationwouldbeconductedinone

year,theintervalthatcorrespondstoa"4"compliancerating.

Inconnectionwithtrustexaminations,examinerswillassigna

ratingtotheoveralltrustarea.Similarly,thisratingsystem

involvestheuseofafivepointgradingscale.

OrganizationalStructure

ExaminationFrequency

Bothcomplianceandtrustexaminationswillfollowthesamebasic

frequencyschedule.Thefrequencyofexaminationsisprimarily

dependentupontheratingassignedatthepreviousexamination.

Thelowertherating,themorefrequentlytheinstitutionistobe

examined,thusassuringthatlimitedexaminationresourcesare

directedtothoseinstitutionsthatareinmostneedof

Duetothewidevarietyoforganizationalstructurespresentin

theDistrictBanks,decisionsastotheplacementandsupervision

ofthespecializedexaminationfunctionwithintheDistrictBank

arematterslefttolocaldiscretion.Itisessential,however,

thatindeterminingtheplacementandsupervisionofthefunction,

specialconsiderationbegiventoexaminationscheduling,report

review,oversight,qualityassurance,technicalsupportandthat
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ATTACHMENTA

appropriatefollow-upmeasuresaretakeninconnectionwithpoorly

performinginstitutions.Thesedutiesshouldbeassignedtoan

individual(withstaffasneeded)whoshouldbegiventhe

necessaryresponsibilityandauthoritytofulfillthem.

Attachment
LawsandRegulationsCoveredUnderthe_SpecializedExamination

Compliance

-

BankSecrecyAct

BankProtectionActof1968(Part563a)

CivilRightsActof1964

CivilRightsActof1968

CommunityReinvestmentActof1977

DelayedFundsAvailabilityProvisionsofCEBARegulationcc

EconomicSanctions

ElectronicFundTransfersAct-RegulationE
EqualCreditOpportunityAct(includingtheLARSsystem)

EqualEmploymentOpportunity

FairCreditReportingAct

FairDebtCollectionPracticesAct

FHLBBAdjustableRateMortgageDisclosureRegulations(Parts

Trust

TrustPowersofFederalAssociations(Part550,545.102)
Relevantprovisionsofthe:

HomeOwnersLoanActof1933(Section5(n))

EmployeeRetirementIncomeSecurityActof1974
SecuritiesActof1933

TrustIndentureActof1939

SecuritiesExchangeActof1934

InternalRevenueCodeof1986
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EXHIBITB (::::$sen:io pis::19:321:) AttachmenttoAB-35

Federal

HomeLoan

Bank

Board

Memo
1700GSimo:kW

Washington,DC20557FEDERALSAVINGSANDLOANINSURANCECORPORATIO

INTER-OFFICECOMMUNICATION FederalHomeLoanBankBoard
TeorialHomeloanloniSusiem

federalhomeLoanMonc.peCoor's:

IederalSavingsandloaninsvianceCoirn.

March30,1979
FROM: RobertJ.Moore DATE: April18,1979

TO: SUBJECT:DepartmentofExaminations

ProfessionalStarr

CRARatings

RaymondA.Elliott,Supervisoryagent

FederalHomeLoanBankBoard

FederalHomeLoanBankofBoston

PostorriceBox2196

Boston,Massachusetts02106Attachedforyourinformationandguidanceisacopyofalettersent

bytheorriceofDistrictBankstotheSupervisoryagents.Theletter

includessoneuseful'guidelinesforassigningCRAratings.
Re: CRLRatings

DearRay:
Untilformalguidelinesaredevelopedandagreedtobyalltheenforcing

agenciespleaseusetheattachedguidelinesinyouroverallassessments

oftheperformanceofassociationsinregardtoCRA.

Robertfhone

DeputyDirector

Asmentionedin
my

December15,1978memorandum,theInterAgency

CoordinatingCommitteehasdetermined
thateachagencywill
Tate

institutions'CRAperforwanceonascaleofIto5basedontheexaminers'

assessmentofsuchperformanceassetforthinreportsofexaminations.

The"AssociationEvaluation(Rating)"(Foro648)andthe"Transmittaland

AnalysisSheet"(Form16,8)arebeingrevisedtoprovidefortheCRArating.
DepartmentofExaminations

Attachment
TheCoordinatingCommiiteeoecidedthatonlyoneratingshouldbeassigned:

basedonagivenreportofexamination.ForthisAgency,thismeansthat

whiletheEIC,DistrictDirectorandSupervisoryAgentwilleachbe

requiredtoindividuallyrateaninstitution'sperformance,theymustall

agreeontherating.ShouldtheEIC,DistrictDirectororSupervisoryagen:

beunabletoreachagreementontheappropriaterating,theDistric:

DirectorandSupervisoryagentmustsubmitajointmemorandumsummarizing

theissuestotheDeputyDirector,DepartmentofSupervisionandtothe

DeputyDirector,FieldOperations,DepartmentofExaminationsforafinal

decision.

ForassociationswhichreceiveaCPAratingof4or5,thereisaneedto

monitortheassociations'progress,orlackthereof,ini-provingtheirchih

persorcancebetweenexaminations.hccordingly,theSupervisoryagent,

arterconsultingwiththeDistrictDirector,willberesponsiblefor

submittingtotheregionalDirectorabriefmemorandumsummarizing(a)the

factorswhichledtothe4
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AttachmenttoAB-35
AttachmenttoAB-35

par.9:10H.Ellio::,Spervisorymennt

ce2

FernandE.Ellio::,Supervisoryhsen:

Page3

iniericsiatusreportmustbefiledwiththeregionalDirector.

SatisfactoryTheassociation'sconmunitydelineationappearsreasonable
andithastakenstepstoidentifyandhelpmeetthecreditneedsofits
entirecommunity.Theassociation'slendingrecordinitscommunity
appearsadequatewhenlegal,economicorbusinessgroundsaretakeninto

consideration.Theassociation'sloanpoliciesandpracticesmustcomply
withthebankBoard'snondiscriminationregulations.Complaintsalleging
discriminationorunacceptableCRAperformancemusthavebeenresolvedin
theassociation'sfavorortheinstitutionmusthavetakenappropriate

correctiveaction.

.

Otherthanassigningthewords"Outstanding","Good","Satisfactory",
"peedsImprovement"and"Unsatisíactory"tothenumericalratings,the
CoordinatingCommitteehasnotreachedagreementonthecriteriatobeused
inassigningtheoverallrating.Obviously,theratingmusttakeinto
considerationeachofthetwelvefactorslistedinSection563e.7.This
requiresthataninstitution'sperformanceunderonefactordeweighed

subjectivelyintermsofitsperformanceundertheotherfactors.However,
materialviolationsoftheBankBoard'snondiscriminationregulations
cannotbemitigatedbyotherCRAperformance.Unlesscorrected,such
violationswillresultinanunsatisfactoryratingof5.Pendingthe
issuanceofmorespecificguidelinesbytheCoordinatingCommittee,youmay
findhelpfulthefollowingdiscussionofsomeofthefactorswhichI

believeshouldbeconsideredinassigningtheoverallrating.

NeedsImprovementTheassociation'scompunitydelineationdoesnot

appearconsistentwiththespiritandintentorCRAand/ortheassociation

hastakenrew,ifany,productivestepstoidentifyandhelpmeetthe

creditneedsoritscommunityortheassociation'seffortsaresorecent

thattheirprobableimpactcannotbeadequatelyassessed.Theexamination

reportdoesnotdiscloseanycaterialviolationoftheBankBoard's

nondiscricinationregulationornumerous,repetitiveviolationsofthe

technical/proceduralrequirementofthenondiscriminationorCraregula

tion.
Althoughtheinstitutioncannotfullyjustifythelackoflendingin
itscommunity,particularlyinlow/moderateincomeneighborhoods,there
areclearindicationsthattheinstitutionisbecomingincreasinglyaware

oritscoquunityresponsibilitiesandthatimprovementsinitsCRhperform

ancecanbereasonablyanticipated.

Unsatisfactory-Anassociationshouldnormallyberated"Onsatisfactory"
becauseofeitherofthefollowingreasons:

OutstandingTheassociationhasassumedanactiveleadershiprolein
furtheringtheobjectivesofCRA.Thiswillbeusuallyevidencedbyits
aggressiveerrortsactinginconcertwithvariousgovernmentaland

communitygroupstoidentifythespecialcreditneedsofitscommunity,
particularlyinthelow/moderateincomeneighborhoods,andbyitsefforts
inhelpingtomeetsuchcreditneedsthroughavarietyofeffective,and
ofteninnovative,marketing,lendingandredevelopmentprograms.The
associationnormallywillhavedevisedprudentprogramstohelpmeetthe

creditneedsofitscommunityeveninthefaceoflegaloreconomic

impedimentsandwillhavecommittedsubstantialmanagerialresourcesto

itserrorts.

1. Theexaminationreportdisclosesmaterial,unresolvedviolationsof

theBankBoard'snondiscriminationregulationsornumerousrepetitive
violationsofthetechnical/proceduralrequirementsofthenondiscrim

inationorCRAregulations,or

2. Theassociationcannotprovideanyreasonablejustificationforits
communitydelineation
oritslackoflendinginitscommunity,
particularlyinlow/moderateincomeareas,andwaterialimprovements

initsCRAperformancecannotbereasonablyanticipatedinlightof

management'sattitude.

а

Good

Ifyouhaveanysuggestionsregardingtheforegoingcomments,pleaseletus

know.Hopefully,wewillhavetimetodiscusstheCRhratingatourfansas
CityDoetingonApril201handlith.

Sincerely,

fun

ZavesW.Mcbride

Director

CC:
DistrictDirectorSeacan
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Introduction

Thissectionisdividedintotwoparts:PartA-Com

plianceRatingSystem,andPartB-CRARatingSys

tem.Unlessthescopeofanexaminationis

specificallyalteredtoeliminateonephase(e.g.,fora

specialortargetedexamination),eachcompliance

examinationwilladdressboth(1)generalcompli
ancewithnondiscrimination,consumerprotection,

andotherpublicinterestlawsandregulations,

exceptfortheCommunityReinvestmentAct

("CRA"),and(2)performanceundertheCRA.Sep

arateratingsaregiventothesetwoareas,respec

tively;althoughtheCRARatingalsotakesinto

accountthegeneralComplianceRatingwithregard

toviolationsofnondiscriminationandconsumer

creditprotectionregulations.

reflect,inacomprehensiveanduniformfashion,the

natureandextentofaninstitution'scompliancewith

civilrightsandconsumerprotectionstatytesand

regulations.TheFHLBB'simplementationexpands

thatcoveragetoencompasscompliancewithanum

berofotherpublicinterestregulations.Amongthese

aretheBankSecrecyAct,BankProtectionAct,Equal

EmploymentOpportunity,economicsanctions,and

advertising.

SinceinstitutionsreceiveseparateCommunityRein

vestmentAct(CRA)ratings(seePartBofthisSec

tion110-2),theComplianceRatingSystemdoesnot

includeortakeintoaccountaninstitution'sperfor

mancerecordwithrespecttotheCRAstatuteand

theBankBoard'simplementingregulations.Note

alsothataninstitution'sperformanceintheareaof

trustactivities,oftenreferredtoaspartofthe"com

pliance"arena,isthesubjectofaseparateexamina

tionreportandrating.Foradditionalinformation,

refertotheFHLBS'sTrustActivitiesHandbook.

TheprimarypurposeoftheComplianceRatingSys

temistohelpidentifythoseinstitutionswhosecom

pliancewithcivilrights,consumerprotectionand

otherpublicintereststatutesandregulationsdis

playsweaknessesrequiringspecialsupervisory

attentionandiscauseformorethananormaldegree

ofsupervisoryconcern.Toaccomplishthisobjective,

theratingsystemidentifiesacentralcategoryof

institutionsthathavecompliancedeficienciesthat

warrantmorethannormalsupervisoryconcern.

Theseinstitutionsarenotdeemedtopresenta

significantriskoffinancialorotherharmtoconsu

mers,butdorequireahigherthannormallevelof

supervisoryattention.Institutionsinthiscategory

aregenerallyrated"3."Institutionsdisplayingsatis

factoryandexceptionalperformanceincompliance

mattersmayberated"2"or"1,"respectively.Con

versely,institutionswhoseweaknessesaresosevere

astorepresent,inessence,asubstantialorgeneral

disregardforthelawmaybe,dependinguponthe

natureanddegreeoftheirweaknesses,rated"4"or

"5."

Rating1

Aninstitutioninthiscategoryisinastrongcompliance

position.Managementisclearlycommittedtoand

capableof,andstaffissufficientfor,effectuating

compliance.Aqualifiedcomplianceofficerorother

specifiedpersonnelapptopriatefortheinstitution

havebeengivenresponsibilityforcomplianceassu

rance,eitheroverallorforspecificareasofopera

tions.Aneffectivecomplianceprogram,including

anefficientsystemofinternalproceduresandcon

trols,hasbeenreducedtowritingandsuccessfully

implemented.Theinstitutionprovidesadequate

trainingforitsemployees.Changesinrelevantstat

utesandregulationsarepromptlyreflectedinthe

institution'spolicies,proceduresandcompliance

training.Ifanyviolationsarenoted,theyrelateto

relativelyminordeficienciesinformsorpractices

thatareeasilycorrected.Thereisnoevidenceofdis

criminatoryacts,practices,orpolicies;reimbursable

violations;oruncorrectedpracticesresultinginrepe

titionofpreviouslycitedviolations.Violationsand

deficienciesarepromptlycorrectedbymanagement.

Asaresult,theinstitutiongivesnocauseforsuper

visoryconcern.

Theinstructionsinthissectionshouldguidethe

examinerinassigningappropriateComplianceand

CRAratings,andindevelopingthenarrativerating

justificationsthatwillappearintheConfidential

Sectionoftheexaminationreport.Theywillalsobe

usefulasareferencethroughouttheexamination

andreportwritingprocessinregardtodetermining

therelativeimportanceofvariousfindings.

11-24

PartA-ComplianceRatingSystem

TheratingcategoriesadoptedbytheFHLBSforits

ComplianceRatingSystemaresubstantiallyidenti

caltothecategoriesadoptedbyotherregulators

undertheFFIĚC-approvedsystem.Theuniform

identificationofinstitutionsgivingcauseformore

thananormaldegreeofsupervisoryconcernwill

helpensure:

the

Background

Auniform,interagencycomplianceratingsystem

wasfirstapprovedbytheFederalFinancialInstitu

tionsExaminationCouncil(FFIEC)in1980.During

thenextyear,thesystemwasadoptedbyeachofthe

FederalagenciesrepresentedontheCouncil,with

theexceptionoftheFHLBSwhichatthetimeelected

tocontinueitspracticeofincludingconsumercom

plianceasacomponentofitsoverallMACROrating.
WiththeFHLBS'sdecisiontoseparateconsumer

complianceexaminationreportsfromsafetyand

soundnessexaminationreports,itisappropriatethat

theratingsalsobeseparated.Therefore,theFHLBS

hasadoptedaComplianceRatingSystemsubstan

tiallyequivalenttotheFFIEC-approvedinteragency

complianceratingsystem.

TheFHLBSComplianceRatingSystemdiffersfrom

theinteragencyversionprimarilyintermsof
scope.

Therangeofregulationscoveredundertheterm

"Compliance"bytheFHLBSissomewhatbroader

thanwascontemplated,atleastinitially,bythe
FFIEC.TheFFIECratingsystemwasdesignedto

TheComplianceRatingSystemisbaseduponascale

of"1"through"5,"inincreasingorderofsupervi

soryconcern.Aratingof"1"indicatesexcellence,

whilearatingof“5"representsthelowest,mostcrit

icallydeficientlevelofperformanceandthehighest

levelofsupervisoryconcern.TheComplianceRat

ingSystemisasingle-valueratingsystem,unlike

theMACROratingwhichisacompositeof

Thatsupervisoryattentionandactionare,tothe

extentpossible,administereduniformlyand

consistently,regardlessofthetypeofinstitution

ortheidentityoftheregulatoryagency;and

Thatappropriatesupervisoryactionistaken

withrespecttothoseinstitutionswhosecompli

anceproblemsentailthegreatestpotentialfor

financialorotherharmtoconsumersandthe

Rating2

Aninstitutioninthiscategoryisinagenerallystrong

complianceposition.Managementisdeemedcapable

ofandcommittedtoadministeringaneffectivecom

plianceprogram.Appropriatepersonnelhavebeen

identifiedasresponsibleforcomplianceassurance,

andthecomplianceprogramreducedtowriting:

Compliancetrainingisgenerallysatisfactoryand

conductedroutinelytokeepstaffinformedofcur

rentrequirements.Althoughthecompliancepro

gramincludesasystemofinternaloperatingproce

duresandcontrolstoensurecompliance,violations

havenonethelessoccurred.Theseviolations,how

ever,involvetechnicalaspectsofthelaworresult

fromoversightonthepartofoperatingpersonnel.

Modificationsoftheinstitution'scomplianceand

trainingprogramsand/ortheestablishmentofaddi

tionalreview/auditproceduresshouldeliminate

mostofthedeficienciesresultingintheseviolations.

Thereisnoevidenceofdiscriminatoryacts,prac

tices,orpolicies;reimbursableviolations;oruncor

rectedpracticesresultinginarepetitionofprevi

ouslycitedviolations.

ComplianceRatingsaredefinedanddistinguished

asfollows:

Offlaof

RegulatoryActivities
Omad

March1989 FHLBSRegulatoryHandbook 110-2.1
110-2.2ComplianceActivities March1989

RegulatoryActivities
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Rating3 mayenabletheinstitutiontocorrectitsdeficiencies

andimproveitscomplianceposition.

Whenratingtheinstitution,theexaminershould

considerandaddressthetopicslistedbelow.Amore

detaileddiscussionofthesesubjectsfollows.

Doesmanagementhavethecapabilityofoperat

ingtheinstitutionwithinthescopeoftheregula

tions?Or,aretheproblemareascitedinthe

examinationreportbeyondmanagement'scapa

bilities?

Rating5

(a)Management

Aninstitutioninthiscategoryisinalessthansatisfac

torycomplianceposition.Itisacauseformorethan

normalsupervisoryconcernandrequiresimmediate

supervisiontoremedydeficiencies.Violations,while

predominatelytechnicalinnature,maybenumer

ous.Inaddition,previouslyidentifiedpractices

resultinginviolationsmayremainuncorrected.

However,overcharges,ifpresent,involveonlyafew

consumersandareminimalinamount;andthereis

noevidenceofdiscriminatorypoliciesorpractices.If

oneormoretechnicaldiscriminatoryactsarefound,

theyareclearlyisolatedinstancesinconsistentwith

thepoliciesandpracticesoftheinstitutionandnot

indicativeofapatternofdiscrimination.Although

managementmayhavetheabilitytoeffectuatecom

pliance,increasedcommitmentandeffortareneces

sary.Thenumerousviolationsdiscoveredarean

indicationthatmanagementhasnotdevoted

sufficienttimeandattentiontoitscompliance

responsibilities.Operatingproceduresandcontrols

havenotproveneffectiveandrequirestrengthening.

Thismaybeaccomplishedby,amongotherthings,

designatingacomplianceofficer,anddeveloping

andimplementingamorecomprehensive,effective

complianceprogramandtrainingeffort.Byidentify

inganinstitutionwithmarginalcomplianceearly,
additionalsupervisorymeasuresmaybeemployed

tominimizefutureviolationsandpreventfurther

deteriorationintheinstitution'slessthansatisfac

torycomplianceposition.

Knowledge:

(b)Compliance

-natureandextentofviolations

Aninstitutioninthiscategoryisinneedofthestrongest

supervisoryattentionandmonitoring.Itissubstantially

innoncompliancewithseveralofthecivilrights,

consumer,andpublicintereststatutesandregula

tions.Theseverityofitsnoncompliancecreateslegal

andfinancialexposureofsignificantrisktotheinsti

tution.Managementhasdemonstrateditsunwilling

nessorinabilitytooperatewithinthescopeofthese

statutesandregulations.Previouseffortsonthepart

oftheregulatoryauthoritytoobtainvoluntarycom

pliancehavebeenunproductive.Discrimination,

substantialoverchargesorpracticesresultinginseri

ousrepeatviolationsarepresent.

ComplianceRatingAssessmentGuidelines

TheComplianceRatingscalehasbeenpresentedin

anarrativeformatdescribingthelevelofcompliance

foreachofthefiveratings.Whenassigningarating,
theexaminershouldchoosethecategorywhose

descriptionbestreflectstheinstitution'soverallcom

plianceposition.Inmany,ifnotall,casesaninstitu

tion'scomplianceposturemaynotreflectallthefac

tors comprising

Attitude:

Doesmanagementhaveapositiveattitude

towardregulatorycompliance?

Thefollowingquestionsaremeantsolelyasguide

linesfortheexaminer.Answerstothesequestions,

aswellasresponsestotheexaminer'schecklists,

shouldaidtheexaminerindeterminingtherating

andtargetingareasfordiscussion.

Onceidentified,arecauses
ofviolations

promptlycorrected,oraretheremanyrepeat

violations?

a single

•

Management

Rating4

Aninstitutioninthiscategoryrequiresclosesupervisory
attentionandmonitoringtopromptlycorrecttheserious

complianceproblemsdisclosed.Numeroussubstantive

aswellastechnicalviolationsofoneormorestat

utesorregulationsarepresent.Overcharges,ifany,

affectasignificantnumberofconsumersand
involveasubstantialamountofmoney.Often,prac

ticesresultinginviolationsandcitedatprevious

examinationsremainuncorrected.Discriminatory

acts,practices,orpoliciesmaybeinevidence.

Clearly,managementhasnotexertedsufficient

efforttoensurecompliance.Itsattitudemayindicate

alackofinterestinadministeringaneffectivecom

plianceprogramwhichmayhavecontributedtothe

seriousnessoftheinstitution'scomplianceproblems.
Internalproceduresandcontrolshavenotproven

effectiveandareseriouslydeficient.Stafftraining

willgenerallybefoundnon-existentorhaphazard.
Promptactiononthepartofthesupervisoryagency

Managementisthemostimportantcomponentofa

well-runorganization.Operationofasuccessful

complianceprogramdependslargelyuponmanage

ment'sability,knowledge,andsupport.Therefore,

ananalysisofmanagementisessentialindetermin

ingarating.Whenevaluatingmanagement,thefol

lowingshouldbeconsidered:

Ability:

Theinstitution'scompliancerecordandtheinternal

routinesandcontrolsusedtopreventviolationsare

directlyrelatedtomanagementandtotheemphasis

managementplacesoncompliancematters.There

fore,theexaminer'sratingnarrativeshouldcom

mencewithadiscussionofmanagement.Thenarra

tiveshouldthenbrieflydiscusstheproblemareas

withintheinstitution,whytheviolationsoccurred,

includingdeficienciesininternalroutinesandcon

trolprocedures,andmanagement'sproposedcorrec

tions.Othermatterspertinenttotheexaminationnot

appropriatefortheopenreport,aswellasthenames

ofpersonsinattendanceatthefinaldiscussionor

boardmeetings,maybeincludedintheconfidential

section.

Doesmanagementemphasizetheimportanceof

compliancewithcivilrights,consumerand

otherpublicinterestlaws?Designationofappro

priate

Ismanagementabletointerpret(understand)

andimplementtherelevantlawsandrevisions

tothelaws?Or,doesmanagementrelyheavily

ontheexaminerstosupplyguidanceinunder

standingthelaws?

Officeof

RegulatoryActivities
March1989 FHLBSRegulatoryHandbook 110-2.3

110-2.4ComplianceActivities
Officeof

RegulatoryActivities
March1989
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lationssignaltheextentofaninstitution'sproblems

andarethereforeofparamountimportanceindeter

miningarating.Whenratingtheinstitution,the

examinershouldconsiderthefollowing:

Arethereanyrepeatviolationsreflectingacon

tinuingpolicyorpracticenotedinprevious

examinationreportsyetstilluncorrected?How

oftenweretheviolationsrepeated?

Ifacomplianceofficerhasbeendesignated,has

theofficerbeengrantedsufficientauthorityand

resourcestoeffectivelycarryoutthefunctions

assigned?

Natureandextentofviolations:
.

Aretheremanyviolationsofthesametype,thus

constitutinga“pattern"ofnoncompliance?

Whataremanagement'splansforcorrection?

Aretheseplanslikelytocorrectthecause(s)of

theviolations?

Aretheviolationsprimarilytechnicalinnature

andeasilycorrected?Examplesinclude:failing

toincludethetelephonenumberofa"required

provider"onagoodfaithestimate;failingtodis

playan“EqualHousingLender"posterina

branchoffice;providingthewrongFederal

HomeLoanBankaddressonadverseaction

notices;omittingtheFederalHomeLoanBank

addressinaCommunityReinvestmentAct

Notice;failingtocross-outoldearlywithdrawal

penaltynoticesplacedonthebackofCDforms

whennewpenaltynoticesaregiventothecon

Audit/reviewedures:

InternalComplianceProgram

sumer.

Managementisdirectlyresponsiblefortheestablish

mentofaneffectivecomplianceprogram.Thispro

gramwillincludethedesignationofcompliance

responsibilities,assureproperoperatingprocedures

andpolicies,establishasystemofinternalroutines

andcontrols.Suchasystemmaypreventmanycom

plianceviolationsandcanusuallybeimplemented

withlittlecosttotheinstitution.Assistancetomem

berinstitutionswishingtoestablishorevaluatetheir

internalcomplianceprogramshasbeenprovidedby

theFHLBSinthehandbook,"Compliance:ASelf

AssessmentGuide,"distributedbytheOfficeofReg.

ulatoryActivities.*

.
Aretheviolationsconcernedwithpracticesand

proceduresthatmaybemoredifficulttocorrect?

Theseviolationsmayhaveagreaterdirect

impactontheconsumerormaysubjecttheinsti

tutiontoliability.Forexample,thefailureto

establishseparatecredithistoriesorthefailure

togiverescissionnoticesmaydirectlyharmthe

consumer.

Trainingprograms:

temindicatesCRAperformancethat,overall,falls

shortof"satisfactory"duetoproblemsinoneor

moresignificantareas.Thischangemakesthe"3"of

the5-pointCRAratingscaleconsistentwiththe"3"

ofthe5-pointscalesusedbytheBankSysteminits

currentMACRORatingSystem,andinitsnewCom

plianceRatingSystemandTrustRatingSystem.

ThefivegradationsoftheBankSystem'snewCRA

ratingscalearealsofunctionallyequivalenttothose

oftheCRAratingsystemproposedin1981bythe

FederalFinancialInstitutionsExaminationCouncil

("FFIEC“).Thus,implementationofthisratingscale

willhavetheaddedbenefitofachievingalignment

withtheCRAratingsusedbythethreeFederalbank

regulatoryagencies,allofwhichadoptedtheFFIEC

systemearlier.

CommunityReinvestmentActAssessment

RatingSystem

Thepurposeofthisratingsystemistoprovidea

comprehensiveanduniformsystemforevaluating

andratingtheperformanceofinsuredmemberthrift

institutionsexaminedunderthevariousassessment

factorsoftheBankBoard'sregulationsimplement

ingtheCommunityReinvestmentAct.

ACRAratingisassignedtoeachinstitutionbased

uponthatinstitution'sperformanceinhelpingto

meetthevariouscreditneedsofitslocalcommunity,

includinglow-andmoderate-incomeneighbor

hoods,consistentwithsafeandsoundoperation.

Ordinarily,theCRAevaluationwilladdressperfor.

mancesincetheinstitution'slastfullCRAexamina

tion.Insituationswherearecentlyformedentityis

beingexamined,itmaybesufficienttoassessperfor

manceonlysincethenewchartertookeffect.How

ever,knowledgeoftheCRAperformanceofprede

cessorinstitutionsmaybehelpfulinevaluating

performanceofthecurrententityinpropercontext.

Theratingsystemranksinstitutionsonascalefrom

1through5,witha"5"representingthelowestlevel

ofperformanceundertheActand,therefore,the

highestdegreeofconcern.Level"3"reflectsflawed

performancethatfallsshortofsatisfactorydueto

problemsinoneormoresignificantareas,although

deficienciesarewellwithinmanagement'scapabili

tiestocorrectifgivenreasonableattention.Level"1"

representsstrong,superiorperformance.

Anexaminershouldbegintoevaluatetheinstitu

tion'srecordinhelpingtomeetcommunitycredit

Whenevaluatingtheeffectivenessofaninstitution's

program,theexaminershouldfocusonitsresults

ratherthanitsspecificstructure,whichmaybequite

variedbetweeninstitutions.Thefollowingareas

shouldbeconsideredwhenevaluatinginternalrou

tinesandcontrols:

Doestheprogramencompassenoughemploy

ees,orisitlimitedtoonlyafewemployees?

Whatisthecauseoftheviolations?Aretheythe

resultofestablishedpracticesandprocedures?

Isaparticularindividualprimarilyresponsible?
AdditionalComments:

Howwidespreadaretheviolations?Arethey

restrictedtoisolatedinstances?

Aretheviolationsinadvertentorwillful?Avio

lationcommittedinintentionaladherencetoan

establishedprocedurethatisitselfinerrormay

beconsideredinadvertentif(1)creationofthe

proceduralerrorwasinadvertentand(2)the

violationisnotobviousinitsexecutionand

thereforemaybecarriedoutwithnointention

toviolatethelaw.

Designationofcomplianceresponsibilities:

Commentsmayincludesubjectsthatarenot

detailedspecificallyelsewhereintheConfidential

section.Examplesincludeananticipatedchangein

certainmanagementpositionsorownershipofthe

institution,orthesignificanceofoverchargestocapi

tal.Ifappropriate,commentsshouldalsoinclude

nameofindividualsorothersourcesresponsiblefor

substantiveviolations.

PartB-CRARatingSystem

Typesofviolations:

Isthedesignatedperson(s)knowledgeable

aboutthecivilrights,consumer,andpublic

interestlaws?Howmuchtimedoesthisperson

(s)devotetocomplianceassurance?Howmuch

autonomydoesthisperson(s)possess?
Aretheviolationssubstantive?

Effectivewithexaminationscommencedonorafter

July1,1989,ratingsforaninstitution'sperformance

undertheCommunityReinvestmentAct("CRA")

willbeassignedundertherevisedCRAAssessment

RatingSystemdescribedbelow.Themostsignificant

differencebetweentheBankSystem'scurrentCRA

ratingscaleandthenewCRAratingscaleeffective

July1,1989,isthata"3"ratingunderthenewsys

Aresubstantialoverchargesandreimburse

mentsinvolved?

Copiesofthe"Guide"maybeorderedforS20prepaidfromtheOfficeof

RegulatoryActivities,Publications,80117thSt.,N.W.,Washington,DC

20006.

Arediscriminatorypracticesinvolved?
.

Officeof

RegulatoryActivities
Officeof

RegulatoryActivities March1989 FHLBSRegulatoryHandbook 110-2.5
March1989110-2.6ComplianceActivities
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CRARating(4)
needsbyfirstreviewingitsfinancialcondition,size,

legalimpediments,andlocaleconomicconditions,

includingthecompetitiveenvironmentinwhichit

operates.Thetypeofcommunityinwhichtheinsti

tutionislocatedwillalsohaveasignificantbearing

onhowtheinstitutionfulfillsitsCŘAobligationsin

thecommunity.Communitycreditneedswilloften

differwiththespecificcharacteristicsofeachlocal

community,resultinginavarietyofwaysaninstitu

tionmaymeetthoseneeds.Tomaintainabalanced

perspective,examinersmustcarefullyconsider

informationprovidedbyboththeinstitutionandthe

community.

CRARating(1)

Aninstitutioninthisgrouphasastrongrecordof

helpingtomeetcommunitycreditneeds.Boththe

boardofdirectorsandmanagementtakeanactive

partintheprocessanddemonstrateanaffirmative

commitmenttothecommunity.Directandindirect

supportoflocalcommunityreinvestmentisviewed

asanimportantaspectofroutineoperationsand

policies.Institutionsreceivingthisratingnormally

placehighinallPerformanceCategories.Suchinsti

tutionshaveacommendablerecordofperformance

andleadership,andpresentnosupervisoryconcern

inCRAmatters.

Aninstitutioninthisgroupischaracterizedby

eitheracriticaldeclineinCRAperformanceor,more

commonly,acontinuingpoorrecordofhelpingto

meetcommunitycreditneeds.Superficialefforts
consistentwithŚRAobjectives,ofteninresponseto

supervisorycriticism,maybeevident.Nevertheless,

theboardofdirectorsandmanagementgiveinade

quateconsiderationtothecreditneedsoftheinstitu

tion'scommunityandtocompliancewithroutine

requirementsoftheCRAregulations.Institutions

receivingthiscompositeratinggenerallyplace

poorlyintwoormoreofthePerformanceCatego

ries,andlackstrongcompensatingperformancein

theremainingCategoriessufficienttoachievean

overallratingof(3).Suchinstitutionsrequirestrong

cncouragementtohelpmeetcommunitycredit

needs.Unresolveddeficienciesinregardtonondis

criminationlawsandregulations(asindicatedbyan

assessmentof"4"underPerformanceCategoryIV)

mayalsoresultina(4)rating,regardlessofsatisfac

toryperformanceinotherCRAcategories.

six"PerformanceCategories."Theremainingassess

mentfactor,listedintheregulationasfactor(k),

addressesaninstitution'sability,orpotential,to

helpmeetcommunitycreditneedsbaseduponits

financialcondition,size,legalimpediments,local

economicconditions,andothersimilarfactors.This

factorshouldbeconsideredinconjunctionwitheach

ofthesixPerformanceCategories.Aninstitution

thatperformssignificantlybelowitspotential,as

evaluatedunderassessmentfactor(k),shouldbe

ratedlowerinallimpairedPerformanceCategories;

whereaslegitimateconstraints,alsorecognized

underfactor(k),shouldnot,ofthemselves,

adverselyaffecteitherPerformanceCategoryassess

mentsorcompositeCRAratings.ThesixPerfor

manceCategoriesare:

1.CommunityCreditNeedsandMarketing

CRARating

CRARating(2)

TheCRAratingisactuallyacompositedeveloped

fromindividualassessmentsofsixCRAPerfor

manceCategories.ThePerformanceCategoriesrep

resentgroupingsofthetwelveassessmentfactors

containedintheimplementingregulationfortheAct
(12CFR563e).EachPerformanceCategoryisevalu

atedonagradingscaleof1to5,witha"5"repre

sentingtheworstperformance.Thesesixcategories

arediscussedinthenextpart.

Aninstitutioninthisgrouphasasatisfactoryrecord

ofhelpingtomeetcommunitycreditneeds,consis

tentwithitsresourcesandcapabilities.Although

lessaggressiveininitiatingcommunitycontactsand

inpursuingspecialprogramsthana1-ratedinstitu

tion,managementandtheBoardofDirectors

Theinstitutionisevaluatedinthisfundamentalcate

goryonitseffortsindeterminingthecreditneedsof

itscommunityandinmarketingitsservices.

Includedinthiscategoryareassessmentfactors(a),

(b),and(c),aswellasevaluationofhowwellthe

institutiondelineateditscommunityandofitscom

pliancewithrequirementsforpostednoticesand

maintenanceofpublicfiles.

CRARating(5)

InassigningtheoverallcompositeCRArating,the

individualPerformanceCategoryassessmentswill

beweighedandevaluatedaccordingtohowwellthe

institutionmeetstheoveralldescriptivecharacteris

ticslistedbelow.ThesixPerformanceCategories

shouldnotbeautomaticallyaccordedequalweight.

Rather,therelativeweightsappliedinorderto

arriveatthecompositeratingshouldbebasedupon

theexaminer'sunderstandingoftheinstitution's

individualcircumstances.Inmanyinstances,apar

ticularstrengthorweaknesswilldirectlyaffectthe

assessmentundermorethanoneCategory.

II.TypesofCreditOfferedandExtended

2
CRARating(3)

Institutionsinthisgrouphaveaseverelydeficient

recordofhelpingtomeetcommunitycreditneeds,

particularlyinlow-andmoderate-incomeareas.The

boardofdirectorsandmanagementappeartogive

littleconsiderationtothecreditneedsoftheinstitu

tion'sentirecommunityinestablishingpoliciesand

programs,despiteprevioussupervisorycriticism.

İnstitutionsreceivingthisratinggenerallyplaceat

the"4"and"5"levelsinmostorallPerformance

Categories.Suchinstitutionsrequirethestrongest

supervisoryencouragementtoberesponsivetocom

munitycreditneeds.Patternsorpracticesjudgedto

besubstantiveviolationsofnondiscriminationlaws

andregulations(indicatedbyanassessmentof“5"

underPerformanceCategoryIV)mustresultina(5)

ratingregardlessofperformanceinotherCRAcate

gories.

Theinstitutionisevaluatedinthiscategoryonthe

typesandamountsofcreditextendedthroughoutits

community,andthedegreetowhichthoseloansare,

infact,helpingtomeetthecommunity'sneeds.

Includedinthiscategoryareassessmentfactors(i)

and(j),plustheinstitution'sCRAstatement.

Aninstitutioninthisgroupexhibitsmarginalinter

estintheobjectivesofCRAandhas,overall,an

unfavorablerecordofhelpingtomeetcommunity

creditneeds.Despitemorepositiveresultsthanevi

dentata4-ratedinstitution,theboardofdirectors

andmanagementgenerallydonotplacestrong

emphasisoncommunitycreditneedsinestablishing

policiesandprograms.Activitiesspecificallyrespon

sivetoCRAresponsibilitiesarerarelyinitiatedby

theinstitutionwithoutsupervisoryprompting.Insti

tutionsreceivingthisratinghavemixedperfor

manceresults,surroundingthemid-rangelevelsof

thePerformanceCategories,despitetheresources

andcapabilitytoperformatahigherlevel.Such

institutionsrequireencouragementtohelpmeetthe

creditneedsoftheircommunities.

However,aninstitutionfoundtobeincontinuing

violationofnondiscriminationregulationsshould

normallynotreceiveacompositeCRARatinghigher

thana"4."Apatternorpracticeofsubstantiveviola
tions(asdefinedunderPerformanceCategoryIV)of

nondiscriminationrequirementsmustresultina

compositeratingof"5."Thus,iftheassessmentfor

CRAPerformanceCategoryIVisa"4"or"5,"that
CategorywilloutweighallotherCategoriesin

assigningthecompositeCRArating.Thisemphasis

onnondiscriminationcomplianceasafactorinCRA
evaluationscontinuesBankBoardpolicyimple

mentedin1979.

PerformanceCategories

III.GeographicDistribution

Thegeographicdistributionoftheinstitution'sloans

andanypracticesmeanttodiscourageapplications,

aswellastheimpactoftheopeningorclosingof

anyofficesandtheservicesofferedatthosefacilities,

areconsideredinthiscategory.Thiscategorycovers

assessmentfactors(d),(e),and(g).

IV.NondiscriminationCompliance

Theinstitution'scompliancewithnondiscrimination

lawsandregulationsisevaluatedinthiscategory.

Thecategoryaddressesthenondiscriminationpor

tionofassessmentfactor(f).

InsuranceRegulation12CFR563econtains,inaddi

tiontoCRAregulatoryrequirements,twelve

"assessmentfactorsthataretobeconsideredinrat

inganinstitution'sCRAperformance.Forpurposes

ofthisratingsystem,elevenofthetwelveassess

mentfactorslistedinsection563e.7aregroupedinto
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V.OtherIllegalCreditPractices uponbytheinstitutionconsistentwithitsCRA

responsibilities,mayinclude:

requirements,ifany,werecorrectedduringthe

courseoftheexamination.

community.Theremaybesignificantconcernabout

thecommunitydelineation.ViolationsofCRAregu

latoryrequirementsmayexistandremainunre

solvedatthecloseoftheexamination.
AssessmentLevel3

Compliancewithcreditprotectionlawsandregula

tions,excludingthenondiscriminationrequire

ments,isevaluatedunderthiscategory,whichcov

ersthe"otherillegalcreditpractices"portionof

assessmentfactor(h).

a)identifyingthedemographicmakeup(racial/

ethnicgroupsandlow-andmoderate-incomeareas)

ofitscommunityandmakingmeaningfulcontacts

withareasonablyfullrangeoforganizations(civil,

religious,neighborhood,minority,etc.)toassistin

determiningthecreditneedsofallsegmentsofits

community;

II.TypesofCreditOfferedandExtended

AssessmentLevel1VI.CommunityDevelopmentandOtherFactors

Theinstitutionisevaluatedinthiscategoryonits

participationincommunitydevelopmentand/or

otherfactorsrelatingtomeetinglocalcreditneeds.

Includedinthiscategoryareassessmentfactors(h)

and(1).

b)takingintoconsiderationcommentsinthepublic

filewhichdescribeexistingunmetcreditneeds;or

Theinstitution'sactivitiestodeterminecommunity

creditneedsarelimited.Theinstitution'semployees

mayserveasvolunteersoncommunityorganization

boardsandcommittees;however,theinstitutionhas

notestablishedasystematicmethodtodetermine

howorifitsemployee'svolunteerismassiststhe

institutioninmeetingitsCRAgoals.Theinstitu

tion'smarketingeffortsmaybeprincipallydeposit

oriented.Inaddition,theinstitutiongenerallyhas

madenoeffortstomarketitsservicesonanequal

basistoallsegmentsofitscommunity.Marketing

andcredit-relatedprogramsdonotincludeamecha

nismforreachinglow-andmoderate-incomeareas

withinthedelineatedcommunity.Theinstitution's

marketingeffortdoesnotadequatelyfocusonmar

ketingthetypesofcreditforwhichtheinstitution

hasidentifiedaneed(orforwhichaneedisother

wiseapparent).Theremayalsobesomeconcern

aboutthecommunitydelineation.Minorviolations

ofCRAregulatoryrequirementsmayremainuncor

rectedatthecloseoftheexamination.

c)contactinglocalgovernmentofficialstoidentify

anyneedsforprivatelenderparticipationinexisting

orprospectivecommunitydevelopmentorredevel

opmentprograms.

Theinstitutionhasactivelyandeffectivelyunder

takenmarketingandcreditrelatedprogramsappro

priatetothesizeandcapacityoftheinstitutionand

thenatureandlocationofthecommunity.These

programsreachallsegmentsofitscommunity.Com

munitysegmentswouldincludelow-andmoderate

incomeresidentsand,whereapplicable,smallbusi

nessesandsmallfarms.Managementhasalsoestab

lishedworkingrelationshipswithrealestatebrokers

andotherswhoservelow-andmoderate-income

areasandwhomayprovideassistanceforsmallor

minoritybusinesses.Thereisevidencethatsenior

managementisawareofcommunityconcernsand

activities.Thecommunitydelineationisreasonable.

NoviolationsoftheCRAregulatoryrequirements

areevident.

PerformanceCategoryAssessmentSystem

EachofthePerformanceCategoriesandthelevelsof

performancerelatingtoeachCategoryaredescribed

ingreaterdetailbelow.AlthoughtheCRAassess

mentfactorsaregroupedhereintoreasonably

relatedCategories,thefactorsandgroupsarenot

mutuallyexclusive.Often,aparticularstrengthor

weaknesswilldirectlyaffectperformanceinmore

thanoneCategory.Forexample,aweaknessingeo

graphicdistributionunderCategoryIIImayrelate

directlytoaweaknessinmarketingeffortsunder

CategoryI.Insuchcases,theexaminershouldstrive

forconsistencyinevaluatingactualperformance

overthefullrangeofPerformanceCategories.

Theinstitutionhasinvestigatedtheneedfordiffer

enttypesofcreditwithinitscommunitysuchasresi

dentialmortgageloans,housingrehabilitationand

homeimprovementloans,andsmallbusinessor

farmloans,includingtheneedforprivate,aswellas

government-insured,guaranteedorsubsidized

formsofsuchloans.Ithasthenmadeanexplicit

efforttoassurethatitsloanpoliciesareresponsive

toidentifiedneeds,consistentwithitsresourcesand

capabilities.TheCRAStatementaccuratelyandcom

pletelydescribesthetypesofcreditoffered.The

involvementbytheinstitutioninthemakingofeach

typeofloanlistedinitsstatementdemonstratesan

affirmativeeffortinhelpingtomeetexistingcom

munitycreditneeds.Theinstitution'sCRAState

mentmayalsoincludesomeoralloftheoptional

informationencouragedby12CFR563e.4(c).

AssessmentLevel4

AssessmentLevel2

a

AssessmentLevel2

Wherereferenceismadetotypesofcreditoffered,

housing,business,andfarmcreditmaybelisted

withequalemphasis.However,theCRAevaluation

shouldrecognizethatitisappropriateforthriftinsti

tutionstoemphasizeresidentiallendingoverlend

ingforbusinessorfarmpurposes.Inaddition,

remembertoapplythe“ability"assessment,factor

(k),toeachofthesixCategories.SeeExamination

Procedure8inSection220ofthisHandbookfora

detaileddescriptionofalltwelveCRAassessment

factors.

Theinstitution'seffortstodeterminecommunity

creditneedsareverylimitedandfailtoaddress

majorsegmentsofitscommunity.Managementhas

notestablishedadialoguewithorganizationsrepre

sentativeofthecommunity,includinganywhich

representlow-andmoderate-incomeorminority

neighborhoodswithinthedelineatedcommunity.

Theinstitution'smarketingandcreditrelatedpro

gramsarelimitedorpoorlyconceived.Seniorman

agementisunawareofspecialneedsoflow-and

moderate-incomeresidents,smallbusinessand

smallfarms.Theremayalsobeconcernaboutthe

communitydelineation.ViolationsofCRAregula

toryrequirementsmayexistandremainunresolved

atthecloseoftheexamination.

Theinstitution'sCRAStatementandloanportfolio

indicatethatithasinvestigatedtheneedforresiden

tialmortgageloans,housingimprovement/

rehabilitationloans,smallbusinessandfarmloans,

andprivate,aswellasgovernmentinsured,guaran

teed,orsubsidizedformsofsuchloanswithinits

community.Ithasmadeanexplicitefforttoassure

thatitsloanpoliciesareresponsivetotheneeds

found,consistentwithitsresourcesandcapabilities.

Theinstitution'sperformanceinthiscategoryisdis

tinguishedfroma1-ratedinstitutionprimarilyinthe

extenttowhichitismakingcreditavailableand/or

inthedegreetowhichthetypesandvolumeof

loansbeingmadematchthecommunity'smost

pressingcreditneeds.
1.CommunityCreditNeedsandMarketing

AssessmentLevel5

Theinstitutionhassuccessfullyundertakenactivities

todetermineitscommunity'screditneeds.Asa

resultoftheseactivities,theinstitutionisgenerally

awareofthecreditneedswithinitscommunity,

includinglow-andmoderate-incomeareas.The

institutionhasinitiatedadialoguewithcommunity

representativessuchaslocalgovernment,neighbor

hood,religious,andminorityorganizations,or,as

applicable,smallbusinessandsmallfarmorganiza

tions.Theinstitutionhasundertakenmarketingand

creditrelatedprograms,includingprogramsinlow

andmoderate-incomeneighborhoods,butthepro

gramsarenotongoingorcomprehensive.Senior

managementdemonstratesanawarenessofcommu

nityconcernsandactivities.Thecommunitydelinea

tionisreasonable.ViolationsofCRAregulatory

AssessmentLevel3

.
AssessmentLevel1

Theinstitutionhasachieved,andcontinuesto

activelyandeffectivelypursue,acomprehensive

determinationofitscommunity'screditneeds.Its

activities,conductedtoobtaindatathatisthenacted

Theinstitutionhasnotundertakenanymeaningful

effortstodeterminecommunitycreditneeds.Man

agementhaslimitedknowledgeregardingthecom

munity'sdemographiccharacteristics.Theinstitu

tion'smarketingandcreditrelatedprogramsare

cithernon-existentorhaverepeatedlyexcludedlow

andmoderate-incomeareaswithinthedelineated

Theinstitutionmaynotbeofferingoneormore

typesofcreditlistedinitsCRAStatementorother

wiseidentifiedasbeingneededinthecommunity,

despitethecapacitytodoso.Loanportfolioanalysis

ordatafromothersourcesmayindicatethatthe

institution'svolumeinatypeortypesofresidential,
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previouslycited,meaningfulcorrectiveactionhas

notbeentaken.

smallbusiness,orsmallfarmcreditneededinthe

community,includinginlow-andmoderate-income

areas,isunjustifiablysmallrelativetodemandand

theinstitution'sresources.Theinstitutionmaybe

underutilizingavailableprivateandgovernment
insured,guaranteed,orsubsidizedloanprogramsto

helpmeetidentifiedcreditneeds,andcanofferno

reasonableexplanationforfailuretotakebetter

advantageoftheseresources.

neighborhoods.However,suchdisparityappearsto
beunintentional,andnotanoverallpatternorprac

tice.Managementreadilyagreestoaddressallareas

ofconcernregardingpatternsofcreditactivityand

distributionofservices.

IV.NondiscriminationCompliance(Assessment

•

AssessmentLevel4

ofactivityfromparticularneighborhoodsorareas,

especiallylow-ormoderate-incomeareas,theinsti

tutionhasrevieweditsmarketingpracticestodeter

minewhat,ifany,impacttheymayhavehadonthe

distribution.Whereappropriate,theinstitutionhas

reviseditsmarketingpracticesorlendingpolicies,or

both,andhasimplementedspecialprogramstarget

inglowactivityareas.Theinstitution'sofficesare

reasonablyaccessibletoallsegmentsofitscommu

nityandofficehoursaretailoredtomeettheconven

ienceandtheneedsofitscustomers.Theinstitution

adherestoastatedpolicyofconsidering,inadvance,

thepotentialimpactofopeningandclosingoffices

onitsabilitytoofferequalservicesthroughoutits

community,andoftakingspecialcaretoavoid,

whereverreasonabletodoso,reductionsinservice

tolow-andmoderate-incomeneighborhoods.

.
AssessmentLevel4

.
AssessmentLevel2

Theinstitution'srecordofofferingandofmaking

loansrevealsthatitisdoingrelativelylittletohelp

meetknownordemonstratedcreditneedsforresi

dential,smallbusinessorsmallfarmcredit,particu

larlyforresidentsoflow-andmoderate-income

areas.Itsparticipationinprivate,aswellasgovern
ment-insured,guaranteedorsubsidizedloanpro

gramsiseitherperfunctoryornonexistent,under

circumstanceswherethecommunity'sneedforsuch

loanshasbeenclearlyidentifiedandthelendercan

articulatenoobjective,supportablereasonforits
lowlevelorlackofparticipation.Institutionperson

nelmaybepoorlytrainedtopursueincreased

involvementinprivateandgovernmentsponsored

programs.Theinstitution'sCRAStatementmaybe

outofdateorotherwiseinaccurate.

Thegeographicdistributionofcreditapplications,

approvals,anddenialsrevealsmateriallyunequal

lendingpatterns,withsignificantlydepressedlevels

ofactivityinlow-andmoderate-incomeneighbor

hoodsorareasofracial/ethnicconcentration.The

geographicdistributionofapplicationsmayindicate

prescreeningapplicationsorothermeansofdiscou

ragingapplicantsfromcertainareas.Managementis

unabletojustifytheseunequalpatterns.Theinstitu

tion'srecordofopeningandclosingofficesandthe

provisionofservicesatitsofficesmaysuggestapat

tern
disparatetreatmentadverseprimarilyto

minorityorlow-andmoderate-incomeneighbor

hoods.Therecordmightportrayaninstitutionthat

hassoughttoclose,orcurtailservicesat,primarily

thoseofficesservingminorityorlessaffluentneigh
borhoods,whileopeningnewofficesindeveloping,

non-minority,orupper-incomeareas.Concernsover

creditand/orservicepatternsorpracticesraisedin

priorexaminationshaveresultedinlessthanade

quateresponsesbytheinstitution.

Theassessementundertakenhereshouldreflectthe

resultsofthenondiscriminationportionsofthe

examination.Itwill,therefore,benecessaryto

reviewtheworkpapers,checklists,andcomments

developedforthoseareas.IninstanceswhereaCRA

Ratingisbeingassignedintheabsenceofaconcur

rentfull-scopeexamination,theexaminermust

makeanindependentdeterminationoftheinstitu

tion'scompliancewithnondiscriminationrequire

ments.Inanyevent,theexaminershouldbealertfor

indicationsofprohibiteddiscriminatorypractices

broughtoutbytheCRAexaminationprocedures

thatmaynothavesurfacedduringtheregularexam

ination.Ifsuchindicationsarefound,theyshouldbe

reportedimmediatelytotheEICorappropriateDis

trictBanksupervisor.

Forpurposesofthisassessment,asubstantiveviola

tionofnondiscriminationlawsandregulationsis

anyviolationoftheFairHousingActortheEqual

CreditOpportunityAct,orimplementingregula

tions(includingprovisionsofBankSystemregula

tion12C.F.R.Part528),wheretheinstitutionhas

usedcreditcriteriainaprohibiteddiscriminatory

mannerinevaluatinganapplication,hasfailedto

furnishseparatecredithistorieswhenrequired,has

failedtoprovideanadequatenoticeofadverse

action,hasengagedinprohibitedappraisaloradver

tisingpractices,orhas,onaprohibitedbasis,discou

ragedordeclinedanapplicant,requiredacosigner

orguarantor,orimposeddifferentcreditterms.

Thegeographicdistributionoftheinstitution's

creditapplications,approvals,anddenialsindicates

thatthelenderismakingcreditavailabletoallareas

withinitscommunity.Thedistributionrevealsno

patternssuggestingthatapplicationsfromparticular

geographicalareasarediscouraged.Althoughspe

cialmarketingprogramstotargetareasoflowactiv

itymaybeminimal,theinstitutionhastakenposi

tivestepstoaddressanyclearlydisparatelending

patternsidentifiedpreviouslybyexaminersorby
internalreviewofcreditactivity,policiesorprac

tices.Whilenoexplicitpolicymayexist,theinstitu

tion'srecordofopeningandclosingofficesandthe

provisionofservicesatitsofficesdonotreflectany

adversetreatmentofminorityorlow-andmoder

ate-incomeneighborhoods.Officefacilitiesandser

vicesarereasonablyaccessibletoallsegmentsofits

delineatedcommunity.

AssessmentLevel5

AssessmentLevel5

Theinstitutionisunwillingtoadaptitscreditoffer
ingstoservedemonstratedunmetcreditneedsinits

community,particularlyforhousing,smallbusiness

orsmallfarmcredit,andinlow-andmoderate

incomeareas.Theinstitution'sCRAStatementmay

beseriouslydeficientormisleading.Thisassessment
wouldbeparticularlyappropriatewherethe

lender'sfailuretomeettheseneedswascitedina

previousexamination.

III.GeographicDistribution(Assessment

AssessmentLevel1

AssessmentLevel3

Thegeographicdistributionofcreditapplications,
approvals,anddenialsrevealslendingpatternspor

trayinganextensiveandsystematicavoidanceof

creditactivityinlow-andmoderate-incomeor

minorityareasofthecommunity.Thegeographic
distributionofapplicationsindicatestheprobability

ofprescreeningapplicationsorotherwisediscourag

ingapplicantsfromcertainareas.Theinstitutionhas

adopted,formallyorotherwise,loanpoliciesand

procedures,suchasrestrictionsbasedonthe

AssessmentLevel1

Thegeographicdistributionoftheinstitution's

credit

Theinstitutionisfoundtobeinfullcompliancewith

nondiscriminationlawsandregulations.Ithas

adoptedexplicitpolicystatementssupportingnon

discriminationinlendingandhasimplemented

stronginternalprogramstoassureitscontinuing

compliancethroughstafftraining,writtenpolicies

andprocedures,andinternalreviewandmanage

mentreportingmechanisms.

Theinstitutionismakingitscreditproductsuni
formlyavailabletoallareaswithinitscommunity,
Thereisnoindicationthatapplicantsforanytypeof

creditarebeingdiscouragedonthebasisofgeo
graphicallocationoranyotherprohibitedbasis.The

institutionperiodicallyreviewsthegeographicdis
tributionofitscreditapplications,approvals,and

denials.Wherethatreviewhasdisclosedalowlevel

. AssessmentLevel2

Theinstitutionisfoundtobeinsatisfactorycompli

ancewithnondiscriminationlawsandregulations.It
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AssessmentLevel1hasadoptedinternalpoliciesandproceduresto

assurecontinuedcompliance,althoughtheprogram

isnotasextensiveasthatcitedunderLeveli.

identifiable"otherfactors"shouldnot,ofitself,be

seenasnegative.

AssessmentLevel3

AssessmentLevel1

AssessmentLevel3

Theinstitutionisfoundtobeinfullcompliancewith

creditprotectionlawsandregulations.Ithasimple

mentedstronginternalprogramstoassureitscon

tinuingcompliancethroughstafftraining,written

policiesandprocedures,andinternalreviewand

managementreportingmechanisms.

Theinstitutionisinlessthansatisfactorycompliance

withnondiscriminationlawsandregulations.Inter

nalpoliciesandproceduresareinadequatetoassure

compliance.Violationsfoundaresporadic,technical

innature,anddonotappeartorepresentapattern

orpracticeofprohibiteddiscrimination.

Theinstitutionisonlyvaguelyawareofthecommu

nitydevelopment/redevelopmentactivitiesinits

community.Theinstitutionhastakenlittle

affirmativeactiontobecomeinvolvedincommunity

developmentortolearnthespecificfeaturesofdif

ferentprograms.Managementappearsreceptiveto

becominginvolvedorinvestinginoneormorepro

grams,butpreferstowaitforarequesttobeini

tiatedbycommunityofficials.Atsuchtime,the

institutionwillconsiderpossibleparticipation.Man

agementhasperiodicallydiscussedvariousefforts

torespondtocommunitycreditneeds,butaspecific

planhasnotbeendeveloped.

AssessmentLevel2

AssessmentLevel4

Theinstitutionhastakenaffirmativestepstobecome

awareofthefullrangeofcommunitydevelopment

andredevelopmentprogramswithinitscommunity.

Itisactivelyparticipatinginthedevelopmentor

implementationofsuchprogramstoanextentcon

sistentwithitssize,capacity,andthenatureand

locationofthecommunity.Innon-MSAs,theinstitu

tionhascontactedappropriategovernmentandnon

governmentrepresentativestodeterminethelevelof

communitydevelopmentneedsinitsarea.Ithas

thendeterminedwhatareasareappropriateforits

involvementandhasinitiatedsuchinvolvementor

hasundertakenothertypesofactivitiesnotprevi

ouslycovered,whichintheexaminer'sjudgment

reasonablybearupontheextenttowhichtheinstitu

tionismeetingthecommunitycreditneeds.

Theinstitutionisfoundtobeinsatisfactorycompli

ancewithcreditprotectionlawsandregulations.It

hasadoptedinternalpoliciesandproceduresto

assurecontinuedcompliance,althoughtheprogram

isnotasextensiveasthatcitedunderLeveli.

.
AssessmentLevel4

.
AssessmentLevel3

Theinstitutionhasanunsatisfactoryrecordofcom

pliancewithnondiscriminationlawsandregula

tions.Althoughaclearpatternorpracticeofprohib

iteddiscriminationmaynotbeindicated,individual

violationsarenumerousandmayincludeanumber

ofsubstantiveviolationsaswellastechnicalmatters.

Someviolationsofnon-discriminationlawsandreg

ulationscitedinpastexaminationsmaystillbeevi

dent.

Theinstitutionisinlessthansatisfactorycompliance

withcreditprotectionlawsandregulations.Internal

policiesandproceduresareinadequatetoassure

compliance.Violationsfoundaresporadic,technical

innature,anddonotappeartorepresentapattern

orpracticeofnoncompliance.

AssessmentLevel2

Managementisunawareoftheexistenceornature

ofcommunitydevelopmentprogramswithinits

communityandhasexpressednointerestinpursu

ingthisarea.Managementhasnotdevelopedany

otherprograms,whichwerenotcoveredpreviously,

tohelpmeetcommunitycreditneeds.Management

maybeunawareoftheCRAregulation'sencourage

mentofinstitutioninvolvementincommunity

development/redevelopmentprograms.

AssessmentLevel5

AssessmentLevel4
.

Theinstitutionisinsubstantialnoncompliancewith

nondiscriminationlawsandregulations.Violations

aresubstantiveandnumerous,indicativeofapat

ternorpracticeofprohibiteddiscriminationinone

ormorelendingactivities,orhavecontinuedwith

outcorrectiondespiteprevioussupervisorycriti

cism.

AssessmentLevel5

Theinstitutionisawareofcommunitydevelop

ment/redevelopmentprogramswithinitscommu

nity.Ithasadvisedappropriatecommunityofficials

ofitsinterestinparticipatinginsuchprogramsand

isalreadyinvolvedinsomeaspectsofprogramplan

ningorimplementation.Or,theinstitutionisplan

ningtoundertakeaspecificactivitydesignedtohelp

meetcommunitycreditneeds,whichhasnotbeen

coveredinothercategories,withinsixmonths.

Theinstitutionhasanunsatisfactoryrecordofcom

pliancewithcreditprotectionlawsandregulations.

Althoughaclearpatternorpracticeofviolations

maynotbeindicated,individualviolationsare

numerous.Someviolationsofcreditprotectionlaws

andregulationscitedinpastexaminationsmaystill

beevident.

Managementhasrepeatedlydemonstrateditslack

ofinterestindeterminingifcommunitydevelop

mentprojectsexistinitscommunity.Ithasnot

expressedaninterestindevelopingitsownresponse

tocommunitycreditneeds.
V.OtherIllegalCreditPractices

AssessmentLevel5

Theassessmentundertakenhereshouldreflectthe

resultsofexaminationproceduresaddressingcredit

protectionlawsandregulations,otherthannondis

crimination_(e.g.,TruthinLending,FairCredit

Reporting,FairDebtCollection,RESPA,andBank

Systemregulation12C.F.R.Part535).Itwill,there

fore,benecessarytoreviewtheworkpapers,check

lists,andcomments

Theinstitutionisinsubstantialnoncompliancewith

creditprotectionlawsandregulations.Violations

aresubstantiveandnumerous,indicativeofapat

ternorpracticeofnoncomplianceinoneormore

lendingactivities,orhavecontinuedwithoutcorrec

tiondespiteprevioussupervisorycriticism.

VI.CommunityDevelopmentandOtherFactors

Note:Underassessmentfactor(I),aninstitutionmay

receivefavorableconsiderationforactivitiesthatdo

notfallundertheotherassessmentfactors,but

whicharedeemedtohelpmeetthecreditneedsof

itsentirecommunity.However,theabsenceof

Officeof Omaeof
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CHAPTER:Nondiscrimination

SECTION:CommunityReinvestmentAct
EXHIBITE

Section220 SECTION:CommunityReinvestmentAct Section220

Introduction CRARegulation ofthatfactandwillbeofsubstantialassistanceto

theexaminerinassessingtheirperformance.

TheCommunityReinvestmentAct(CRA)is

intendedtoencouragelenderstohelpmeetthe

creditneedsoftheirentirecommunities,including

low-andmoderate-incomeneighborhoods,while

preservingtheflexibilitynecessaryforinstitutionsto

operateinasafeandsoundmanner.

Theregulationrequirestheboardofdirectorsof

eachinstitutiontoadoptandatleastannually

reviewaCRAStatement.Thestatementmust

include:

Inessence,theregulationencouragesinstitutionsto

becomeawareofthefullrangeofcreditneedsof

theircommunitiesandtoofferthetypesofcredit

andcredit-relatedservicesthatwillhelptomeet

thoseneeds.However,theregulationdoesnot

requireinstitutionstoofferparticulartypesor

amountsofcredit.

BackgroundforExaminations

adelineationonamapofeachlocalcommunity

servedbytheinstitution.

alistofthespecifictypesofcreditthattheinsti

tutionispreparedtoextendineachlocalcom

munity.

TheBankBoardisrequiredbytheCRA:

General

.
acopyoftheCRANotice.

toassess,inconnectionwithitsexamination,an

institution'srecordofhelpingtomeetthecredit

needsofitsentirecommunity.

Theregulationencourageseachinstitutiontoalso

includeinitsCRAStatementadescriptionofits

effortstoascertainandhelpmeetcommunitycredit

needs.

totakethatrecordintoaccountinevaluatingan

applicationforacharter,depositinsurance,

branchorotherdepositfacility,officerelocation,

merger,orholdingcompanyacquisitionofareg

ulatedfinancialinstitution.

Inconnectionwithexaminations,theBankBoardis

requiredtoassessaninstitution'sCRArecord.The

cxaminerplaysamajorroleinthisassessmentpro

cess,withotherpersonnelsuchassupervisory

agents,communityinvestmentsofficersandapplica

tionsstaffusingtheexaminer'sfindingsinmaking

judgmentsonapplications.

JudgmentalProcess

Communitycreditneedsdiffersomewhatwiththe

specificcharacteristicsofeachlocalcommunity,and

institutionsmayservetheselocalcreditneedsina

varietyofways.Eachinstitutionshouldbeevalu

atedonthebasisofitswillingnesstoascertain,and

itsdeterminationtohelpmeet,communitycredit

needsinthecontextofitsresourcesandlocalcir

cumstances.

Institution'sFinancialConditionandSize,andLegal

ImpedimentsandLocalEconomicConditions

Aninstitution'sabilitytohelpmeetcommunity

creditneedsisinfluencedbyitsfinancialcondition

andsizeaswellasbylegalimpedimentsandlocal

economicconditionsunderwhichitoperates.An

examinermusttaketheseconsiderationsinto

accountinreviewingtheinstitution'sperformance.

TechnicalCompliancewiththeRegulation

Theexaminerwillcheckfortechnicalcompliance

withtherequirementsoftheregulation.However,

compliancewithproceduralrequirementsdoesnot

implythatalenderhasbeenservinglocalcredit

needs.Theconverseisalsotrue;noncompliance

withatechnicalrequirementdoesnotnecessarily

meanthataninstitutionisnothelpingtomeetcom

munitycreditneeds.Theexaminermustnotlose

sightoftheintentofthestatuteincheckingfortech

nicalcompliancewiththeregulation.Theentire

CRAexaminationisdesignedprimarilytodeter

minetheextenttowhichalenderhashelpedandis

helpingtomeetcommunitycreditneeds.

Communication,CommunityDevelopment,andLow

andModerate-IncomeNeighborhoods

Inreviewingtherecord,theexaminershouldbearin

mindthespecialemphasisplacedbyCRAoneffec

tivecommunicationandcommunitydevelopment

activities.Withrespecttocommunication,theprem

iseisthatcommunityneedswhichcanbemetona

safeandsoundbasisaremorelikelytobemetwhen

thecommunityisawareofthetypesofcreditavaila

bleandthelenderiswellinformedaboutcommu

nitycreditneeds.Hence,effortstoascertaincommu

nitycreditneedsandtopublicizeavailablecredit

services,includingmeasurestoidentifythecredit

needsof,andtoadvertisein,low-andmoderate

incomeneighborhoods,areencouraged.

BalancedViewpoint

AninstitutionmustprovideineachofficeaCRA

Notice,theexactwordingofwhichisprescribedin

theregulation.Thepublicnoticeindicatesthatthe

CRAStatementisavailable,thatwrittencomments

ontheCRAStatementandtheinstitution'scommu

nitylendingperformancemaybesubmittedtothe

institutionoritssupervisoryagency,thatafileof

suchcommentsispubliclyavailable,andthatthe

publicmayrequestfromthesupervisoryagency,

announcementsofapplicationscoveredbyCRA.

EachinstitutionmustkeepapublicfileofCRA

StatementsforthepasttwoyearsandCRA-related

publiccommentsreceivedduringthepasttwo

years.

Theregulationsetsforthalistoftwelvefactorsthat

theagencywillconsiderinconnectionwithits

examinationinmakingitsassessmentofeachinsti

tution'srecordofhelpingtomeetcommunitycredit

needs,includingthoseoflow-andmoderate-income

neighborhoods.Thelistoffactorsindicatesthekinds

ofactivitiestobeconsidered.Institutionsarenot

requiredtoadoptparticularactivitiesonthelist

sincetheregulationisdesignedtoalloweachinstitu

tionconsiderableflexibilityindetermininghowit

canbesthelptomeettheneedsofitsentirecommu

nityinviewofitsparticularskillsandresources.

ProponentsoftheCRAwereconcerned,among

otherthings,withsituationsinwhichlocallenders

reportedlyexportedlocaldepositstootherareas

despitesoundlocallendingopportunities.Suchdis

investmentwasconsideredathreattocommunity

andneighborhoodvitality.Lendersare,therefore,

encouragedtogiveincreasedattentiontolocalhous

inganddevelopmentneedsofurbanandrural

areas.Increasedlendersensitivitytosuchlending

needswouldhelppreserve,rehabilitate,andrevital

izesuchneighborhoods.Moreover,eventhough

creditforlocalhousingandcommunitydevelop

mentwasemphasized,itwasrealizedthatother

typesofcreditprovidecommunityfacilitiesandser

vicesnecessaryforneighborhoodvitalityand,more

generally,ahealthylocalcommunity.

Theexaminershouldmaintainabalancedperspec

tiveinconductingaCRAexamination.Theexam

inercannotnormallyconcludeonthebasisofany

onefactorthataninstitutionisorisnothelpingto

meetthecreditneedsofitslocalcommunityorcom

munities.Norcantheexamineradequatelyassessa

lender'sperformanceonthebasisofanyonesource

ofinformation,data,oropinion.Forthatreason,the

procedurescontainedinthissectionaredesignedto

ensurethatinformationfromboththeinstitution

andthecommunityareobjectivelyreviewedand

evaluated.

OutsideContacts

CRAisnotintendedtoinjecthardandfastrulesor

ratiosintotheexaminationorapplicationprocesses.

Rather,thelawcontemplatesajudgmentalevalua

tionofalender'srecordinordertoaccommodate

varyingcircumstances.NordoesCRArequireinsti

tutionstomakehighriskloansthatjeopardizetheir

safety.Rebuildingandrevitalizingcommunitiesare

viewedasbeneficialforbothcommunitiesand

financialinstitutions.

Institution'sInput

Theassessmentofaninstitution'sCRArecordwill

betakenintoaccountinevaluatingavarietyof

applicationsbytheinstitution.

Theexaminationproceduresgiveeachinstitution

theopportunitytosupplyinformationindicating

thatitishavingabeneficialinfluenceonitslocal

communityorcommunities.Institutionsthatare

helpingtomeetcommunitycreditneedsareproud

Theexaminingstaffshouldnormallyconductinter

viewswithcommunitymemberstodeterminethe

localperceptionofcommunitycreditneeds.Such

membersmightincludelocaldevelopmentcorpora

tions,nonprofithousingdevelopmentcorporations,

communitydevelopmentcorporations,housing
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counselingservicecenters,minorityandnon

Englishspeakinggroups,coalitionsofneighborhood

organizations,consumer,localcivilrights,religious

organizations,merchantsassociations,thePTA,and

customersoftheinstitution.

Becausemanyfactorsinfluencethesizeandshapeof

alender'scommunity,theregulationallowsthree

acceptablemethodsofdelineationandprovides

guidelinestoassisteachinstitutionindefiningits

localcommunityorcommunities.

ble;thatistosay,theinstitutioncanprovideasensi

blerationaleforthedelineationandhasnotarbitrar

ilyexcludedanylow-andmoderate-incomeneigh

borhoods.

and

CRAalsofocusesonactivitiesthatfosterdevelop

mentwithintheentirecommunity,includinglow

SomeRulesofThumbonReasonableness

Theexaminershouldquestiontheappropriateness

ofasharplyasymmetricallocalcommunity.Thatis

nottosay,however,thatanirregularlyshapedcom

munitycannotbejustified.

Ofcourse,thenumberandlocationofofficesinan

areainfluencethesizeoftheinstitution'slocalcom

munity.Forsimilarsizeinstitutions,thoseinrural

areastendtoservealargergeographicarea(because

ofthelowerpopulationdensity)thanthoseinurban

areas.

greaterthan80percentbutlessthanorequalto95

percentoftheMSAmedianincome.

Computerprintoutsidentifyinglow-andmoderate

incomeareaswithinMSAsareavailabletotheDis

trictBanksforthoseinstitutionsthatarelocatedin

MSAs.Theprintoutsarebrokendownintothree

groups,thefirsttwogroupsrepresentthelow

incomeandmoderate-incomecensustractsas

definedabove.Thethirdgroupconsistsofthosecen

sustractswhichhavemedianincomesgreaterthan

95percentoftheMSAmedianincome.Thethird

groupisavailablesincetheexaminermayfindthat

somecensustractshavedeclinedinmedianincome

since1980andthus,eventhoughtheydidnotqual

ifyaslow-ormoderate-incomein1980,theydo

now.Theexaminershouldconsiderthispointin

reviewinganinstitution'sactivitiesinlow-and

moderateincomeareas.

SelectedFeaturesofCRAExaminations

Thefirstmethodsuggeststheuseofwidelyrecog

nizedexistingboundariessuchasthoseMSAsor

countiesfordelimitinganinstitution'slocalcommu

nityorcommunities.Suchboundariesfrequently

constituteareasonableapproximationoftheinstitu

tion'slocalcommunity.

Ingeneral,alocalcommunitybasedonexisting

boundariesshouldbenolargerthananentireMSA

oracountyinanon-MSAarea.Ifaninstitutionhas

officesinmorethanonesucharea,itwillhavemore

thanonelocalcommunity.Whenaninstitutionhas

anofficeneartheboundaryoftheMSAorcounty,it

shouldincludethoseportionsofadjacentcounties

thatitserves.Inruralareas,alocalcommunitymay

sometimesencompassmorethanonecounty,but,

generally,institutionsshouldnotusestatesor

regionsofstatestodelineatelocalcommunities.A

smallinstitutionthatservesanareasmallerthanan

MSAorcountymaydefineitscommunitytobea

partoftheMSAorcounty.Theinstitutionmay

makeadjustmentsinthecommunitydelineationin

thecaseofareasdividedbystateborders,or

significantgeographicbarriers,orareasthatare

extremelylargeorofunusualconfiguration.

CRAStatements

Otherfactorswhichinfluencetheshapeofaninstitu

tion'scommunityincludetrafficpatterns,natural

andartificialbarrierssuchasariveroranairport,

legalboundariessuchasstateborders,andtheinsti

tution'ssize.

AninstitutionmustprepareaseparateCRAState

mentforeachlocalcommunityitserves,includinga

delineationoftherelevantlocalcommunity.Itdoes

notnecessarilyfollow,however,thattheCRAState

mentpreparedforeachlocalcommunitymustcon

tainauniquelistofavailablecredits.Alenderserv

ingseverallocalcommunitiesmayelecttoprepare

CRAStatementswhichcontainlistsofcreditswhich

aresimilaroridenticalforthelocalcommunities

served.Sincecreditneedsmaybecommontomany

localcommunities,suchanapproachmaybeconsis

tentwiththeintentofCRA.Thereareotherwaysfor

amulti-communitylendertosatisfythisrequire

ment.Theexaminerneednotbeespeciallycon

cernedwiththespecificmethodemployedbya

multi-communityinstitutionsolongasitmakesa

good-faithefforttoinformmembersofeachlocal

communityabouttheircommunity'sboundaries

andthetypesofcreditextendedthere.

ReasonablenessofCommunityDelineation

Thedatacolumnsappearingontheprintoutsare

self-explanatorywiththeexceptionofthefifthcol

umn.Thiscolumnismeanttoindicatewhethera

particularcensustractis"substantiallyminority"as

definedintheinstructionsforpreparationofthe

loanapplicationregister."Substantiallyminority

censustractsarethoseinwhichtheminorityresi

dentsconstitute25percentormore(eitherBlackor

Hispanic)ofthetotalpopulationinthecensustract.

Thiscolumncanbeusedtochecktheinformation

containedintheinstitution'sloanapplicationregis

ters.

Ifaquestionremainsregardingthereasonableness

ofaninstitution's

Low-andModerate-IncomeNeighborhoods

Eachinstitutionmustdelineatethelocalcommunity

orcommunitieswhichitserves.Forinstance,astate

widebranchinginstitutionwouldserveanumberof

"localcommunities"thetotalofwhichwouldconsti

tuteits"entirecommunity."Further,morethanone

officeofaninstitutionmayservethesamelocalcom

munity.Forexample,aninstitutionmayhaveoffices

throughoutacityanditssuburbsandconsiderthat

entiremetropolitanareatobethelocalcommunity

forthoseoffices.Eachcommunitydelineationmust,

ofcourse,includethecontiguousareassurrounding

eachofficeorgroupofoffices.

Thesecondmethodproposestheuseofeffective

lendingterritory.Effectivelendingterritorymeans

thatareaaroundeachofficewherethelendermakes

asubstantialportionofitsloansandallotherareas

equallydistant.Evenifaninstitutionemploysits

effectivelendingterritory,itisencouragedtofollow

existingboundarieswherepractical.

Oneshouldnotconcludefromthisguidelinethat

eachofficenecessarilyservesaseparateanddistinct

localcommunitybecauseeachofficetypicallyhasa

different,thoughpossiblypartiallyoverlapping,

effectivelendingterritory.Ifaninstitutionisrepre

sentedthroughoutatradeormarketarea,itmaybe

morereasonabletosupposethatareacomprisesits

localcommunity

Finally,theregulationallowsaninstitutiontouse

anyotherreasonablydelineatedarea.Aninstitution

isthusgivensubstantialleewayinspecifyingits

localcommunitysolongasthedefinitionisreasona

Indeterminingwhetherthecommunitydefinitionis

reasonable,theexaminermustbealerttosituations

wherelow-andmoderate-incomeneighborhoods

aregerrymanderedoutofadelineatedarea.Moreo

ver,inreviewinganinstitution'srecord,theexam

inermustfocusparticularattentiononthelender's

performanceinlow-andmoderate-incomeneigh

borhoodswithinalocalcommunity.

ForneighborhoodslocatedinMSAs,low-andmod

crate-incomeneighborhoodsaredefinedbythe

FHLBBasfollows:low-incomeneighborhoodscon

sistofthosecensustractswhichhavemedian

incomeswhicharelessthanorequalto80percentof

theMSAmedianincome;moderate-incomeneigh

borhoodsarethosewhichhavemedianincomesof

Theexaminerwillnotethatmanyofthecensustract

printoutsincludethefollowingfootnote:“Thesecen

sustractsincludedgroupquarters."Groupquarters

aredefinedbytheU.S.DepartmentofCommerceas

follows:"Groupquartersarelivingarrangements

forinstitutionalinmatesorforothergroupscontain

ingfiveormorepersonsnotrelatedtothepersonin

charge.Groupquartersarelocatedmostfrequently

ininstitutions,boardinghouses,militarybarracks,

collegedormitories,fraternityandsororityhouses,

hospitals,monasteries,convents,andships.Ahouse

orapartmentisconsideredgroupquartersifitis

sharedbythepersoninchargeandfiveormoreper

sonsunrelatedtohim,orifthereisnopersonin

charge,bysixormoreunrelatedpersons.Informa

tiononthehousingcharacteristicsofgroupquarters

wasnotcollectedinthecensus."Housingcharacter

isticscolumnsonthedataprintoutsarethefollow

ing:OccupiedHousingUnits;PercentageBlack

Occupied,PercentageBlackOwner;Percentage
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OwnerOccupied;PercentageUnitsBuilt1939orear

lier;and1-4FamilyStructures.Thesecolumnsdo

notincludeinformationongroupquarters.

thatitsfacilitiesservethecreditconveniences

andneedsofitsentirecommunity.

needsofitscommunityorcommunities.Deter

minethatthecommentsdonotcontainany

materialspecificallyprohibitedbytheregula

tion.However,theexaminershallconsiderlet

terscontaininganysuchmaterial.

Requestexplanationsforanydifferences.Iffeasi

bleandappropriate,reviewthelistofavailable

creditspreparedbycomparablelocalinstitu

tions.

c.determinethatacopyoftheCRAPublicNotice

Todeterminewhethertheinstitution'sdelineationof

itscommunityisinaccordancewiththeregulatory

requirements.

Todeterminetheinstitution'scompliancewithstat

utoryandregulatoryrequirementsandpolicystate

ments.

Ifacensustracthasgroupquarters,itisflaggedas

havinggroupquartersregardlessofwhetherdata

weresuppressedtoavoiddisclosinginformationon

individuals.However,datasuppressionforthecen

sustract,insuchcases,maybeindicatedifthe

medianincomeisshownaszeroand/orthenumber

ofoccupiedhousingunitsislessthan50.

b.anyresponsestothecommentorsthattheinsti

c.allCRAStatementsineffectduringthepasttwo

ExaminationProcedures

•

Theprintoutsdohavecertainlimitations.Mostof

thedatacomesfromthe1980censusandthusis

ratherold.Somecensustractsmayhaveradically

changedsincethen.Theexaminerwillhavetorely

onhisorherownknowledgeofthearea,discus

sionswithmanagement,realestatebrokers,city

officials,andneighborhoodgroups,morerecent

localstudies,propertyinspections,etc.,inresolving

anycontroversiesoverthecurrentdemographicsof

thecensustracts.

1.Ascertainfrominstitutionpersonnelwhatsteps

theinstitutionhastakenorplanstotakewhichindi

catewhetheritishelpingtoservethecreditneedsof

itslocalcommunityorcommunities.

(Inherentintheprocessofreviewingpublicfiles

istheoptionofcontactingcommentorstothe

d.analyzeanyofthefollowingoptionalinforma

tionthattheinstitutionmayhaveincluded:

2.Obtainthefollowing:

a.minutesoftheboardofdirectors'meetings,par

Non-MSAareas,especiallyruralareas,presenta

particularprobleminidentifyinglow-andmoderate

incomeneighborhoods.Examinershavetorelyon

personalknowledgeofthearea,physicalinspection

asnecessary,discussionwithinstitutionpersonnel,

localstudies,oracombinationofthese.

b.theinstitution'spubliccommentfilesandrecent
6.Determineiftheinstitution:communityboundariesthataresharply

asymmetrical,toonarrowlydrawn,orso

broadthattheinstitutionfailstofocusonits

localcommunityc.
commentlettersreceivedbytheFederalHome

LoanBank.

SmallBusinessLending

d.theinstitution'sloanandinvestmentpolicyand
whetheranylow-andmoderate-income

neighborhoodshavebeenarbitrarily

excluded.

a.providestheCRAPublicNoticeinamanner

Smallbusinessloansrepresentonetypeofcredit

thatisdirectlyrelatedtothepurposesofCRA.In

considereingsmallbusinesslending,theexaminer

shouldnotbeconcernedwithanyhardandfastor

precisedefinitionofwhatconstitutesasmallbusi

ness.Instead,theexaminershouldregardassmall

businesslendinganyloanstolocalfirmswhose

accesstocreditislimitedtolocalsourcesbecauseof

thefirm'ssize.

3.Reviewminutesofdirectors'meetingsandver
publiccommentsspecificallyrelatingtothe

reasonablenessoftheinstitution'sdelinea

tion.

a.adoptedaCRAStatementforeachdelineated

.

anyrelevantinformationobtainedfrom

otherworkprogramsthathavebeenper

formed.

b.reviewedeachstatementatleastannually.

7.Reviewtheinstitution'screditunderwritingand

appraisalcriteriaandtermsandconditionsofloans

todetermineiftheyarebeingusedforexclusionary

purposes,contrarytotheobjectivesofCRA.

8.Theinstitution'sactivitiesindeterminingcredit

needsandinhelpingtomeetthecreditneedsofits

community.

ExaminationObjectives
C.

acteduponanymaterialchangeineachstate

mentatthefirstregularmeetingoftheboardfol

lowingthechange.

Ifaquestionremainsregardingthereasonableness

ofthecommunitydelineation,areviewofthecom

munityboundariesdrawnbycomparablelocalinsti

tutionsmayprovideusefulinformation.Todeterminewhethertheinstitutionhasestablished

andimplementedpoliciesandproceduresthatdem

onstrate:

a.

4.Reviewandanalyzethepublicfilesfor:

thatithasrecognizeditscontinuingand

affirmativeobligationtohelpmeetthecredit

needsofitsentirecommunity;and,

a.anysignedwrittencommentsreceivedfromthe

Activitiesconductedbytheinstitutiontoascer

tainthecreditneedsofitscommunity,including

theextentoftheinstitution'seffortstocommuni

catewithmembersofitscommunityregarding

thecreditservicesbeingprovidedbytheinstitu

tion.

b.reviewandanalyzeforcompletenessspecific

Officeof

RegulatoryActivities

Officeof
220.5 220.6FHLBSRegulatoryHandbook ComplianceActivities

RegulatoryActivities
March1989

March1989
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SECTION:CommunityReinvestmentAct Section220 SECTION: CommunityReinvestmentAct
Section220

(2)mortgagecounselingprogramsand
pro thecreditneedsofitsentirecommunity,

includinglow-andmoderate-incomeneigh

borhoods.

Ascertainfromrecordsandthroughinterview

ingmanagementandasamplingofcommunity

leadersandinterestgroupstheextenttowhich

theinstitutionhascommunicatedwithmembers

ofitslocalcommunityorotherwisehas

attemptedtodeterminesuchneed.Pertinentfac

torsmayinclude:

(1)managementreviewofwritten,signedpub

(3)developmentandparticipationinmortgage (3)whetherloanofficersareawareofthetypes

ForloansmadeoutsideMSAs,particularlywith

respecttoinstitutionsthatarenotlocatedin

suchareas,interviewmanagementandreview

internalfilestodeterminetheextentofhousing

relatedlendinginlow-andmoderate-income

neighborhoodsandtheextenttowhichtheinsti

tutionhasnotextendedsuchcreditinthose

areas.

(4)creditandcredit-relatedservicesinlow-and

(2)studiesconductedorreviewedbytheinsti (5)useofinstitutionrepresentativesforseeking

(4)whetherpubliccontactpersonnelareaware

Reliancemaybeplacedongeocodingofcredit

extensions,creditapplications,andcreditdeni

als.Theexaminerwillreviewtheloanapplica

tionregisterstodeterminethegeographicdistri

butionofloans,applicationsanddenials.In

conjunctionwithothernondiscriminationexami

nationprograms,itmaybenecessarytoanalyze

furtherthegeographicdistributionofsmallbusi

nessloans,includingloanstosmallfarmswithin

theinstitution'slocalcommunity.(6)theextenttowhichtheinstitutioniswilling

f.Evidenceofprohibiteddiscriminatoryorother

(7)availabilityofconvenienthoursinoffices
Inconnectionwiththenondiscriminationexami

nationprograms,determinetheextenttowhich

theinstitutioniscurrentlycomplyingwiththe

law.

(8)useofinformationalbrochuresandpartici (7)whetherloanofficersorotherpubliccontact

c.

(3)theextentoftheinstitution'seffortstocom

Theextentofparticipationbytheinstitution's

boardofdirectorsinformulatingtheinstitu

tion'spoliciesandreviewingitsperformance

withrespecttothepurposeoftheCRA.

d.Anypracticesintendedtodiscourageapplica

e.Thegeographicdistributionoftheinstitution's

Reviewothernondiscriminationexamination

programs,particularlyastheypertaintointer

viewingandprescreening.Additionally,ascer

tainthefollowing:

(1)whetheradministrativeloanpersonneland

Determinewhetherthereisanyindicationofa

geographicdistributionofcreditextensions,

applicationsforcredit,andcreditdenialswhich

wouldsignifyfailuretoserveselectedareasof

localcommunities,particularlylow-andmoder

ate-incomeneighborhoods.Initialreliance

g.Theinstitution'srecordofopeningandclosing

(2)whetherlendingofficersareawareofthe

•

Officeof

RegulatoryActivities
March1989 FHLBSRegulatoryHandbook

220.7

Officeof

RegulatoryActivities
220.8

ComplianceActivities
March1989

1
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SECTION:CommunityReinvestmentAct Section220 SECTION:CommunityReinvestmentAct Section220

d.deficienciesorexceptionsinpoliciesorpractices.
k.Theinstitution'sabilitytomeetvariouscommu inglow-andmoderate-incomeneighborhoods,con

sistentwithsafeandsoundoperation.

.

12.Prepareanarrativestatementfortheexamina

tionreport(seeSection110-1).
10.CompletetheCRAChecklist(CA220).

13.Assignaratingof1to5basedontheinstitution's

overallČRAperformance(seeSection110-2).

•

Localneighborhoodpreservationefforts.

CommunityDevelopmentCorporations.

FinancingforLocalDevelopmentCorporations.

NeighborhoodHousingServices.

Investmentsin,orcoordinationwith,Minority

EnterpriseSmallBusinessInvestmentCorpora

tions(MESBICs)orSmallBusinessInvestment

Corporations(SBICs)inprovidingloanstobusi

nessforwhichequityorsubordinateddebtis

providedbyMESBICorSBIC.

Thefinancialconditionoftheinstitutionmaybe

ascertainedfromdiscussionwithotherexamin

ersorreviewofexaminationworkpapersand

reports.

11.Reviewthefollowingwithmanagement:

a.theextenttowhichtheinstitutionishelpingto

References

Regulations

b.suggestionsthatmightbetterenabletheinstitu

12CFR563e FederalHomeLoanBank

BoardRegulations

PurchaseofsecuritiesofStateandlocalhousing

agencies. c.proceduralviolationsoftheregulations. (SeealsoNondiscriminationGeneral,Section200.)

Smallinstitutionsmaynothavethespecified

stafforfinancialresourcesneededtoparticipate

insomeloanprograms.Legalrestrictionsonper

missibleactivities,interestrates,andbranches

mayaffectalender'sabilitytohelpmeetcom

munitycreditneeds.Adverseeconomiccondi

tionscausedbylocalorgeneraleconomic

difficultiesmayforceaninstitutiontotemporar

ilycurtailitslendingactivities.Otherfactors

mayaffectaninstitution'sabilitytohelpmeet
i. Theinstitution'soriginationofresidentialmort

gageloans,housingrehabilitationloans,home

improvementloans,andsmallbusinessorsmall

farmloanswithinitscommunity,orthepur

chaseofsuchloansoriginatedinitscommunity.

Reviewtheinstitution'sfinancialstatements,

otherappropriaterecordsincludingHMDA

Statements,itswrittenlendingpolicyandpro

ceduralmanuals,andinterviewlendingperson

neltoascertainwhethertheinstitutionhasorigi

natedorpurchasedsuchloansorhasplanstodo

Pertinentfactorsmayinclude:

so.

j.Theinstitution'sparticipationingovernmen

purchasesofstateandmunicipalbonds,sec

ondarymortgagemarketsecuritiesorsuch

otheractivitieswhentheyfurtherspecial

purposesinthecommunity,suchasthecon

structionorrehabilitationoflow-andmod

erate-incomehousingorotherneighbor

hoodorcommunitydevelopment,orare

issuedbymunicipalitiesorotherlocalpub

licfinancingunitswhichdonothaveaccess

tothecapitalmarkets.
Thisinformationmaybeobtainedinwayssimi

lartotheonesinassessmentfactor(i)above.

Examplesofsuchgovernmentloanprograms

include:
whethertheinstitution'spoliciespromote

effortstoassistexistingresidentsinneigh

borhoodsundergoingaprocessofreinvest

mentandchange.

FHA/VA/FMHAmortgageloanstomem

bersofitscommunityorcommunities.

FHATitleIhomeimprovementloans.
. anyotherrelevantfactors.

•

SBAloanguarantyprograms.
9.Determineiftherecordofperformanceofthe

institution'sfacilitiesdemonstratesitsrecognitionof

itscontinuingandaffirmativeobligationtohelp

meetthecreditneedsofitsentirecommunityinclud
.

SimilarprogramsconductedbyStateor

localagencies.

Officeof

Officeof

RegulatoryActivities

RegulatoryActivities March1989 FHLBSRegulatoryHandbook220.9
220.10 ComplianceActivities March1989
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Community Reinvestment Act

Yes No
Yes No

1. Has the Board of Directors adopted its

2. Is the CRA Statement clear and concise ? ...

3. Have all changes in the Statement been

12. Are public files readily available for public

4. Do the minutes indicate annual review of

5. Does the Statement contain :

a. A delineation of the institution's entire

15. Does the lender's delineation of commu

b. A list of the types of credit the institu

18. Are the kinds of loans made by the institu

c. The required notice either as a part of

6. Is a notice providedin the public lobby of

8. Are the CRA Statements readily available

19. Are all lending personnel informed of the

23. Did the institution review the CRA State

Note: These items are not required to be included in the CRA State

ments. Such inclusion is only encouraged by the Regulation .

Reviewed

By

CA 220 ( 03/89)
Community Reinvestment Act 1 of 2
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Community Reinvestment Act

Yes No Yes No

a. Residential mortgage ? ; .24. Does the institution consult with members

b. Housing rehabilitation ? ; ..

c. Home improvement/equipping ? .........

d. Small business ?;

e . Small farm ? ..........

Comments

Reviewed

By Date

CA 220 ( 03/89) Community Reinvestment Act 2 of 2
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EXHIBIT F

Average CRA Hours Per Examination

By Asset Size Ranges

< $ 25M

Avg . Hrs .

$ 25-100

Avg . Hrs .Year

$ 100-500

Avg . Hrs .

$ 500+

Avg . Hrs .

Total

Avg. Hrs.

1983

1984

1985

1986

1987

1988

3.66

3.09

2.91

4.17

3.57

4.84

4.82

3.91

4.57

5.88

5.20

6.24

6.83

6.62

6.47

9.40

7.12

9.12

11.46 5.87

5.46

5.82

8.20

7.92

8.89

Total 3.75 5.21 7.67 16.83 7.19

NOTE : Asset size ranges are in millions of dollars
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EXHIBIT G
1700 G Stroot. N.W.

Washington, D.C. 20552

Federal Home Loan Bank Board
Foderal Home Lom Bank System

Federal Home Lom Mortgage Corporation

Federal Savings and Lom haurence Corporation

July 17 , 1989

The Honorable Henry B. Gonzalez

Chairman

Committee on Banking , Finance

The next logical step in data collection , reporting , and

analysis relating to equal housing lending is to make such

requirements mandatory for all lenders . Such an expansion will

improve our knowledge and allow targeting of programs to meet

individual and community credit needs .
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We do suggest that some provision be made for the monitoring

of reporting by newly-covered mortgage lenders . A federal agency

should be assigned clear authority to monitor and enforce the

reporting requirements of lenders not currently regulated by a
federal financial regulatory agency .

At the same time , we urge the Congress to recognize the

financial markets are constantly becoming more national , and even

international , in scope and that regulatory efforts to confine

financial institutions to serving only limited , localized

geographic areas can make these institutions more vulnerable to

fluctuations in local economic fortunes . Such efforts are thereby

in conflict with the important goal of promoting the safe

soundness of these institutions . What is needed is a balanced

approach--one that avoids allowing lenders to diversify carelessly

into new product lines or geographic areas , thereby endangering

safety and soundness and ignoring local customers , but also one

that avoids confining these lenders to uneconomic activities or

insufficient diversification .

såncerely ,

Denn Shell
M. Danny Wall

Chairman

Jawane prite
Lawrence J. White

Board Member

1
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Senator Dixon. Thank you, sir.

Mr. McDowell.

STATEMENT OF JOHN H. McDOWELL, DIRECTOR OF CONSUMER
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The examiners then review the bank's loan policies and credit

approval standards to ensure that, considering its resources and fi

nancial condition, it is helping to meet those needs.

BANK RATINGS

Banks may be given CRA ratings ranging from 1 to 5. The top

rating a bank can receive is 1. A rating of 3 is given to banks

whose CRA performance is less than satisfactory. A 5 rating repre

sents a substantially inadequate record of helping to meet commu

nity credit needs.
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formance, the OCC will of course make the necessary adjustments

to comply with the act.
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ForRelease:

July31,1989,2:00p.n.
.

implemented.Duringexaminations,wemonitorwhetherthebanks'

systemswork,andwerequirechangeswhennecessary.Ourdual

strategyofrequiringsystemsforbankcompliancewiththelawand

monitoringtheperformanceofthosesystemsunderliesoursupervisory

process,notonlywithregardtotheCRA,butwithregardtoall

assessmentsofbankcompliance.

TESTIMONYOF

JOHNH.MCDOWELL,DIRECTOR

TheComplianceProgram

Introduction

Mr.Chairman,IamheretodaytodiscusstheOfficeofthe

ComptrolleroftheCurrency's(OCC)effortsundertheCommunity

ReinvestmentAct(CRA)andtorespondtothespecificquestionsposed

inyourJuly6,1989letter.TheOCCsupportstheobjectivesofthe

CRAandoverseesbankperformancethroughaprogramthatencourages

positiveactionbythenationalbanks.Cooperationamongtheocc,

thebanks,andthebankingpublicisessentialtothiseffort.

Eachyear,weselectastatisticallyvalidrandomsampleof

nationalbankswithassetsoflessthan$1billionforanin-depth

reviewoftheircomplianceeffortsandaccomplishments.National

bankswithassetsinexcessof$1billionareexaminedeveryother

year.Althoughwedonotexamineeverybankeveryyearfor

compliance,webelievethesamplesizeissufficientlylargetoallow

ustodeterminewhethernationalbanksare,ingeneral,meetingtheir

CRAresponsibilities.Thosebanksthatwedonotexamineina

particularyearhaveanincentivetocomplywiththelawbecauseof

theuncertaintyassociatedwithbeingselectedinthesample.

OCC'sSupervisionforCRA

Theocc'sresponsibilitiesunderCRAaredischargedinaccordance

withouroverallsupervisoryphilosophy.Firstandforemost,a

bank'sperformanceistheresponsibilityofitsboardofdirectors

andmanagement.Banksmustestablishpoliciesandprocedures

consistentwiththespiritandintentoftheCRAandsystemsof

controltoensurethatthosepoliciesandproceduresareeffectively
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208enforcementactionsweretakenpartiallyonthebasisof

complianceproblems.Bystrictlyrequiringcorrectiveactionfor

detectedproblems,wearedeterringnoncompliance.

OureffortsalsoincludeOCCparticipationinformalindustry

educationprograms.In1987and1988,theOcc,throughitsConsumer

ActivitiesDivision,providedspeakersforover60seminarsand

trainingsessionssponsoredbytradeandstatebankingassociations

andforindividualbankspromotingcompliancewithconsumer

protectionlawsandregulations.TheOCCmaintainsanongoing

programofactivitiestofacilitateincreasedbankingindustry

sensitivitytocustomerandcommunityneeds.Theseactivities,

carriedoutprincipallythroughtheCustomerandIndustryAffairs

Division,aredesignedto:

TheOCC',CRAEfforts

CRAExaminations

o

Provideinformationtobanksthroughconferences,

roundtablesandpublicationshighlightingavarietyof

positiveapproachesandprogrammodelsbankscananddouse

tohelpmeetspecialcreditneedsintheircommunitiesand

fulfilltheirCRAresponsibilities;and

Promotetheuseofbankcommunitydevelopmentcorporations

andcommunitydevelopmentinvestmentsasonetooltohelp

banksmeetcommunitycreditneeds.

CompliancewiththeCRAisassessedthroughconsiderationofa

numberofbothpositiveandnegativefactors.Theyinclude:

activitiesconductedbythebanktoascertaincommunitycreditneeds;

theextentofthebank'smarketingeffortstomakecommunitymembers

awareofcreditservices;participationbythebank'sboardof

directorsinformulatingthebank'spoliciesandreviewingitsCRA

performance;theexistenceofpracticesintendedtodiscourage

applicationsforcreditfromthelocalcommunity;geographic

distributionofthebank'screditextensions,applications,and

denials;evidenceofprohibiteddiscriminatorypractices;thebank's

recordofopeningandclosingoffices;participationinlocal

developmentprojects;andthebank'soriginationofloarsfor

residentialmortgages,homeimprovement,housingrehabilitation,and

smallbusinessesorsmallfarms.

o

AdditionalinformationconcerningtheOCC'seducationaland

communicationsactivitieswhichsupplementtheCRAexaminationand

corporateapplicationprocessesisattachedasAppendix1tothis

testimony.

AnotheraspectoftheComplianceProgramconsistsofeffortsto

simplifycompliancewithregulations.Forexample,wedevelopeda

microcomputerprogramthatmakesitmucheasiertocomputeaccurate

annualpercentagerates,inconformitywithFederalReserve

Regulation2.ThisprogramwasdistributedtoallOCCexamining

staff,theFDIC,theFederalReserveBoard,theFederalHomeLoan

BankSystem,andvariousstatebankingregulators.Itisalsomade

availabletothebankingindustrythroughtheOCCandtheAmerican

BankersAssociation.

.

Examinersassessabank'sCRAperformancebyreviewingitsCRA

Statement,ensuringtheaccuracyandcompletenessofproductsand

servicesoffered,andreviewingwhetherthecommunitydelineatedby

thebankiseithertoonarrowlyorbroadlydrawn.Indiscussions

withlineofficersandmanagementassignedtocoordinateCRArelated

activities,andbyreviewingthebank'sdocumentedevidence,

examinersdeterminethebank'seffortstoascertainthecreditneeds

ofitsentirecommunity.Theexaminersthenreviewthebank'sloan

policiesandcreditapprovalstandardstoensurethat,considering

itsresourcesandfinancialcondition,itishelpingtomeetthose

needsandthatsuchpoliciesandproceduresdonothaveanadverse

effectonanyconsumer.Boardminutesarealsoreviewedtoensure

thatthedirectorsareinformedofthebank'sCRA-relatedactivities,

areactiveinformulatingappropriateCRA-relatedpolicies,

participateinmonitoringthebank'sperformance,andthattheCRA

Statementisannuallyreviewedandapproved.Asappropriate,

examinersalsoconductmeetingswithlocalcommunitygroupsto

determinewhataretheirperceptionsofthecommunity'screditneeds

andwhethernationalbanksinthecommunityarehelpingtomeetthose

needs.

Afterthecompletionofthefirstcycleofcompliance

examinationsinApril,1988,weanalyzedtheextensiveexamination

datacollectedfromthebanksexamined.Themostimportantobjective

oftheanalysiswastodevelopinformationtoimproveindustry

compliance.Ouranalysisshowedthat,ingeneral,financial

performanceandsizeofthebankareunrelatedtocompliance

performance.Theresultsofthisanalysiswillenableustodevelop

moreeffectivesupervisorytools.

Finally,whenwedetectviolations,wetakeappropriateactionto

requirecorrectionofdetectedproblems.Forthetimeperiod

beginningwiththeinceptionoftheComplianceProgramthrough

year-end1988,17enforcementactionsweretakenagainstnational

bankssolelyonthebasisofidentifiedcomplianceproblems.Another

Attached,asAppendix2tothistestimony,isatableshowingthe

twelveassessmentfactorsusedbynationalbankexaminersin

evaluatingabank'sperformanceundertheCRAandgeneralexamination

proceduresusedforeachfactor.
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CRARatingsByDistrict

(1985) Ratings 1 2 3 1 5

Northeastern

Southeastern

Central

Midwestern

Southwestern

Western

Totals

27

40

116

61

50

22

316

36

126

337

253

470

177

1399

I
n

@
W
O
N

р
N
P
o
o
o

1

2
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ܘ

ܘ
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ܘ
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8

5

19 3

(1986) 247

329

552

ExaminationResults:CRARatings

Northeastern

Southeastern

Central

Midwestern

Southwestern

Western

Totals

56

65

180

118

6

5

6

7

13

599 1

1

0

0

1

2

2

Р
p
o
P
o
o
o

921

468

3116
1

(1987) Northeastern

Southeastern

Central

Midwestern

Southwestern

Western

Totals

23

25

134

56

34

11

283

138

181

551

421

469

176

1806

7

11

12

N
P

P
o
o
o
o

o
o
o
o
o
o
o

1

62 2

(1988) Northeastern

Southeastern

Central

Midwestern

Southwestern

Western

Totals

0

11 99

118

328

172

160

128

1005

10

22

11

10

33

9

95

1

2

1

0

u
l
o

P
O

P
N
P

O
O
O
O
o
o
o

(1/89-6/89) 0Northeastern

Southeastern

Central

Midwestern

Southwestern

Western

Totals

2

5

19

2

38

36

134

60

77

52

395

5

2
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n
n
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n
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2

1

32 41
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ExaminationResults: ReportstoBankManagamant

Anintegralpartoftheexaminationisthereportprovidedto

bankdirectorsandmanagementsummarizingtheresultsofthe

examination.Thereportnormallycontainstheexaminer'sassessment

ofthebank'sCRAperformanceandrecommendationsforimprovingthat

performance.Theserecommendationstoenhanceorimproveperformance

arealsodiscussedwithmanagementandtheboardofdirectorsatthe

conclusionoftheexamination.Thisguidancehelpspromoteahigh

levelofCRAperformance.

Allexaminersarerequiredtotakeacomplianceself-studycourseand

a40-hourtutorialonconsumerprotectionlawsproducedbytheoccin

cooperationwithabankingtradeassociation.Additionally,an

eight-dayconsumerschoolisrequiredforallexaminers.

Thefollowingtablereflectsthenumberofexaminerswhohave

receivedconsumertraining,includingCRA,from1986throughyear-end

1988.Themajorityoffiguresinthechartreflectexaminerswho

werehiredsince1985.Manyotherexaminersreceivedconsumer/CRA

trainingpriorto1986.ExaminationTimeDevotedtoCRA

No.ofField No.ofExaminers

District

Inyourletterofinvitation,Mr.Chairman,youaskedfor

informationonCRAexaminations,examinationtime,andexaminer

training.InotedpreviouslythatCRAperformanceisassessedby

examinersduringallcomplianceexaminationsthatweconductand

duringtargetedCRAexaminations.TheOCCdoesnothaveprecise

informationontheamountoftimedevotedspecificallytoon-siteCRA

examinations.However,weestimatethatapproximately20percentof

thetimespentontheconsumerprotectionportionofanon-site

complianceexaminationisdevotedtoCRA.Basedonthisestimate,we

havecalculatedtheamountoftimetheOCChasspentexaminingfor

compliancewithCRA.Thosecalculationsarepresentedinthe

followingtable.

Southeastern

Western

Midwestern

Northeastern

Southwestern

Central

239

273

308

313

501

353

122

124

194

202

249

197

WorkdaysDevoted CRAExaminationsbyBank

AssetSize

WorkDaysPerBankExamined

1987

Under$50million

$50millionto$100million

$100millionto$300million

$300millionto$1billion

$1billionto$10billion

Over$10billion

2.5

2.5

3.0

4.5

9.0

16.5

2.0

2.7

3.4

5.6

8.1

21.0

EncouragingCRAPerformancethroughtheApplicationProcess

ExaminerTraining

OCCpoliciesandproceduresforthedispositionofcorporate

applicationsofferextensiveopportunitiesforpubliccomment.Those

opportunitiesmaybefoundincertainprovisionsofourregulation:

12CFRPart5,"Rules,policies,andproceduresforcorporate

activities."
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Inparticular,section5.8ofthatregulationrequiresan

applicanttonotifythepublicofitsapplicationbypublishinga

noticeina"...newspaperofgeneralcirculationinthecommunityin

whichtheapplicantproposestoengageinbusiness.Thenoticeshall

statethatanapplicationisbeingfiledasofthedateofnotice,

andthenoticeshallcontainthenameoftheapplicant(s)andthe

subjectmatteroftheapplication."Inadditiontotherequirement

forpublicnoticebytheapplicant,theOCCpublishesanotification

ofreceiptanddispositionofapplicationsinitsWeeklyBulletin.

TheOCChasapprovedapplicationswithspecificconditions

requiringtheapplicantbankstostrengthentheirCRAperformance.

Undersuchcircumstances,thebankscannotconsummatethe

transactionsinquestionuntiltheyprovideconcreteevidencetothe

OCCthattheirCRAperformancehasbeenstrengthened.Asaresult,

theconditionalapprovalapproachprovidestheoccwithsubstantial

enforcementleveragebyexplicitlytyingimprovementofabank'sCRA

performancetoitsachievementofadesiredobjective.This

procedureproducesresults,andcommunitiesbenefitthroughthe

improvementsmadeinresponsetotheocc-imposedconditions.If,on

theotherhand,theapplicationwassimplydenied,thebankmaynot

implementCRAperformanceimprovementsandthecommunitywould

experiencenobenefitfromthedenial.

Aninstitution'sCRAassessmentismeasuredbyitspast

performanceinhelpingtomeetitsdelineatedcommunity'scredit

needs.Ingeneral,commitmentsmadeduringtheapplicationprocess

cannotbeusedtoovercomeaseriouslydeficientrecordofCRA

performance.

.
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CommunityReinvestmentActProtests

TypeofYearof

Action

Numberof

Protests

Ave.Processing

Time

TargetProcessing

Time

Cond.

Appl. Approved W/D

1985 Branch 2 72days 45days 2

1986 2
Charter

Branch

Merger

6

2

.3

287days

94days

76days

120days

45days

45days

4

2

1 2

1987
Charter?

13

5Branch

Merger

u
u
w

339days

158days

113days

120days

45days

45days

2

5

5

1988
Charter

3 2

Branch

Merger

718days

268days

218days

120days

45days

45days

1

4

1 3

Notes
ProcessingTimes

-
l
l

-

1. Targetprocessingtimefordistrictprocessingofanapplicationunderdelegatedauthority.Applicationswitha

substantiveprotestcannotbedecidedbythedistrictunderdelegatedauthority,butmustbedecidedinWashington

bytheSeniorDeputyComptrollerforCorporateandEconomicPrograms.ThetargetprocesingtimeforWashington

processingofthosecasesis45days,whichisinadditiontothedistricttargetprocessingtime.

2. ThecharterapplicationsrepresentapplicationsforDistrictofColumbiachartersprotestedbytheD.C.Reinvestment

Alliance.Delaysindecisionswererelatedprimarilytosignificantlegalissuesassociatedwiththesecharters.

'Notes-Decisions

3. Inaddition,during1987,theOCCconditionallyapproved8applicationsbasedonCRAconsiderationswherethe

applicationwasnotprotested.

Inaddition,during1988,theOCCconditionallyapproved8anddenied2applicationsbasedonCRAconsiderations

wheretheapplicationswerenotprotested.
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Decisions AllCorporateApplicationsCoveredbyCRA

Numberof

Actions

Conditionally

Year Approved Denied Withdrawn

1987 2,195 2,085 49 17 54

1988 2,483 2,321 69 19 74

OtherCRAIssues

StatementoftheFederalFinancialSupervisoryAgenciesRegardingthe

CommunityReinvestmentAct

DisclosureofCRARatingsandRelatedExaminationComments

InMarchofthisyeartheOfficeoftheComptrollerofthe

Currency,theFederalDepositInsuranceCorporation,theFederalHome

LoanBankBoard,andtheFederalReserveBoardadoptedthisCRA

PolicyStatementtoprovideguidancetoinstitutionsandcommunity

groups,andtoclarifyanumberofissuesthathavearisenin

enforcingtheCRA.

Forinstance,institutionsarepresentlyrequiredbyregulation

toprepare,annuallyupdate,andmakeavailableforpublicreviewa

CRAStatementlistingtheloanproductstheyarewillingtooffer.

ThenewPolicyStatementencourageseachinstitutiontosignificantly

expanditsCRAStatementtomoreaccuratelyreflecttheinstitution's

overallapproachtoCRA,describingstrategiesformarketingand

advertising,creditneedsassessmentandnewproductdevelopment,

includingpastaccomplishmentsandfutureplans.Thesize,resources

andlocationofaninstitutionwillinfluencethedegreeofdetail

andthescopeincludedintheexpandedCRAStatement.

OneofthemainpurposesoftherevisedPolicyStatementisto

shifttheemphasisawayfromthecorporateapplicationprocessto

buildstrongerandmoreongoingmechanismsforoutreachandservice

byinstitutionstotheircommunities.Webelievethattheexpanded

CRAStatementisabettervehiclefordoingthatbyfocusingthe

attentionofaninstitution'smanagement,andofthepublicatlarge,

ontheinstitution'srecordonacontinuingbasis,andonanyareas

needingimprovement.

InadditiontothecommunicationeffortsencouragedintheCRA

PolicyStatement,theoccissuedBankingCircular238,"Disclosureof

CRA-relatedCorporateApplicationDecisions,"onJune15,1989. The

circularrevisesproceduresfordisclosureofcorporateapplication

decisionswhereCRAperformancewasraisedasaconcernandprovides

easieraccesstotheinformationfornationalbanksandthepublic.

Theoccwillpublishitsdecisionletterwhencorporateapplications

fromnationalbankshavebeenconditionallyapprovedordeniedon

groundsrelatedtotheCRA.TheOfficebelievesthatpublicationof

CRA-relateddecisionletterswillfacilitatebroaderbankandpublic

accesstoinformationonactionstakenbytheofficewithrespectto

itsstatutoryresponsibilities.Thedecisionswillalsoprovide

bankswithadditionalguidanceabouthowtheOfficeusesassessments

ofbankCRAperformancewhendecidingcertaincorporateapplications

IntherevisedPolicyStatementwehaveencouragedcommunity

organizationstotakeadvantageoftheexpandedCRAStatementsasa

startingpointfordiscussion,bringingtheirconcernstothe

attentionofaninstitution'smanagementandtotheappropriate

supervisoryagencyastheyarise,ratherthanintheadversarial

atmosphereofaprotestatthetimeofacorporateapplication.
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PublicationofCRAExaminationSchedules

OTHEROCCACTIVITIESRELATEDTOTHECRA
TheSubcommitteehasaskedforourcommentsontheproposalto

publish,inadvance,theagency'sCRAexaminationschedule. We

assumethatthepurposeofthisproposalistoprovidegreater

opportunityforpublicinputintheCRAexaminationprocess.We

believe,however,thatcurrentprocedures,includingtheuseofa

bank'spubliccommentfile,examinersinterviewswithcommunitygroup

members,andtheuseofexpandedCRAStatementsasencouragedbythe

newCRAPolicyStatement,provideadequateopportunitiesforthe

publictocommunicatetheirconcernsaboutbankCRAperformanceboth

tobanksandtheirsupervisoryagencies.Thisprocesswouldnotbe

enhanced,however,bythepublicationoftheCRAexamination

schedule.

Inadditiontouseoftheexaminationandcorporateapplication

processes,theocc,primarilythroughitsCustomerandIndustry

AffairsDivision,alsoprovidesencouragementtobanksthrough

anongoingprogramofeducationalandcommunicationsactivities

tohelpincreasebankingindustrysensitivitytocustomerand

communityneeds.Theseactivitiesaredesignedto:

oIdentifyandassesskeyissuesandconcernsraisedbybank

o

Theschedulingofexaminationsisaveryfluidprocess,subject

toconstantchangeandadjustment.Whennewissuesorpriorities

arise,banksupervisorsmusthavetheflexibilitytoassignexaminers

toaddressthem.Publicationofanexaminationschedulewouldplace

theofficeintheuntenablepositionofrestrictingthisneeded

flexibility.

SummaryandConclusion o
Promoteuseofbankcommunitydevelopmentcorporationsand

communitydevelopmentinvestmentsasonetooltohelpbanks

meetthecommunitycreditneeds
Theocchasdevelopedacomprehensiveprogramtoencouragenational

bankstohelpmeetthecreditneedsoftheirlocalcommunities.We

believethatwehavedevelopedaprogramthatstrikestherightbalance

betweenthecompetingdemandsforoursupervisoryresources.Weuse

on-siteexaminationprogramstomakesurethatnationalbankscomply

withthelaw.Wetrainourexaminerstoassessnationalbanks

complianceeffortsandaccomplishments.Weconsidertheresultsofour

assessmentsinevaluatingcorporateapplicationsandarerequiring

nationalbankstostrengthentheirCRAperformance.Wemaintain

contactswithcommunityandbankinggroupstohelpensurethatall

partiesunderstandtheneedsandresourcesofeachother.

Webelievethatmostnationalbankshelpmeetthecreditneedsof

theirlocalcommunitiesintheordinarycourseofdoingbusiness. The

OCChasnotfounditnecessarytodenymanyapplicationsonCRA

grounds.Denialsarealastresort.Theyareusedonlywhenthefar

moreeffectivetacticofconditionalapprovalhaslittle,ifanychance,

ofimprovingbankperformance.

OutreachActivities

Aspartoftheencouragementprocess,theOCCalsocoordinates

activitiestoincreaseoutreachwithconsumerandcommunity

groups,monitorCRA-relatedissuesandofferfeedbacktothe

bankingindustryonissuesandtrends,includingthoserelated

totheCRA.Theseactivitieshelptheoccidentifykeyissues

concerningCRAenforcementandbankperformance.

Formalizedin1984,OCC'soutreachandmonitoringprogram,

throughtheCustomerandIndustryAffairsDivision,includes:

(1)regularcontactwithnationally-basedbankcustomergroups

(2)specialmeetingsandbriefingsfocusedonkeyissues,(3)

developmentofpublicationsandotherinformationtoalert

bankstoissuesandencouragetheirresponsiveness,and(4)

assistancetocustomergroups,bankingorganizations,

governmentofficialsandothergroupstodeveloptheirown

programsfocusingonbanaparticipationinhousing,community

andeconomicdevelopmentfinance.

Inaddition,theOcc'ssixDistrictOfficesestablished

outreachprogramsforcontactingconsumerandcommunitygroups,

anbankers.
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O

Majoroutreachactivitieshaveincluded: developandimplementpoliciesforbranchclosingsto

minimizeadverseeffectsonthebank'scommunity;

BankingCircular206,"BasicBankingServices,"which

encouragednationalbankstoprovidebasicbanking

servicestotheircustomers,includinglow-and

moderate-income,youngandretiredpersonswhomaybe

unabletopayregularchargesforconventionalbanking

Eachyear,theOCCassistsmanycustomerorganizations

todevelopconferencesandpublicationswhichfeature

sessionsonbankCRAobligationsandbankparticipation

incommunityfinancingprograms.Suchassistance

includes,provisionofOccspeakersandinformational

materials,andadviceonbankprogramsandspeakers

whichcouldbefeatured.Amongtheorganizations

BankingCircular189,"BranchClosingsandReductions

inService,"whichencouragedeachnationalbankto

}
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basedontheroundtableproceedingswassenttoall

nationalbanks.

assistedin1987and1988weretheNationalCouncilfor

UrbanEconomicDevelopment,theNationalLeagueof

Cities,theSouthernGrowthPoliciesBoard,theBlack

BusinessInvestmentBoardofFlorida,theNational

CenterforPolicyAlternatives,NationalPeoples

Action,ACORN,andtheConsumerFederationofAmerica.

eccConferencesandPublications

Inaddition,theOCCsponsorsanumberofconferencesand

roundtablesforbankersonCRA-relatedissuesandcommunity

lendingopportunities.Oneoftheprimarypurposesofthese

meetingsistodevelopandprovideinformationtonational

banksaboutthesuccessfulapproachesbankshaveusedin

meetingcommunitycreditneeds.Ineachcase,apublication

basedonproceedingsofthemeetingisdevelopedandprovided

bytheOCCtonationalbanks.Overthelastfewyearsthese

meetingsandpublicationshaveincluded:

OpportunitiesandIssuesforBanksinAffordableHousing,

wasaroundtablesponsoredbytheOCCInDecember1986.

ThepurposesoftheRoundtablewereto(1)heightenthe

awarenessofbankersregardingopportunitiesforinvestment

inaffordablehousingprogramsand(2)tohighlightseveral

effectivefinancingprogramsofferedbybanksorthrough

partnershipsinwhichbanksparticipate.Theroundtable

attractedmorethan100participants,thegreatmajorityof

whomwerebankers.Threepanelsaddressedinnovative

approachesforbankers,publicandotherprivatesector

leaderstoworktogethertoprovidehousingforloveand

moderate-incomepeople.Apublicationsummarizingthe

proceedingswassenttoabout2,000nationalbanksand

almost1,000additionalrequestsforthepublicationhave

beenfilledtodate.

o
IssuesandBankInitiativesinLow-andModerate-Income

HousingandFairLending.Thismajorconference,heldon

June15,1989,broughttogetherover200bankers,bank

tradeassociationandregulatoryagencyparticipantsto

discusskeyissuesbanksfaceandmodelbankprogramsused

toaddresslow-andmoderate-incomehousingcreditneeds.

ComptrollerClarkewasthekeynotespeaker.Apublication

basedontheproceedingsisnowbeingdevelopedandwillbe

distributedtoallnationalbankslaterthisyear.

The_ChangingShapeofRetailBanking:Respondingto

CustomerNeedswasamajornationalconferencesponsoredby

theOCCinJune1985.Over220peopleattendedincluding

bankers,community,consumerandsmallbusinessleadersand

banktradeassociationrepresentatives.Thegoalofthe

meetingwastohelpparticipantsadapttochangeand

understandtheevolvingroleofthebankcustomer. Itwas

alsomeanttoassisttheoccinunderstandingtheconcerns

andneedsoftheindustryandcustomergroups.

Conferencepublicationwasmadeavailabletocustomergroup

andbankingorganizations,andwassenttoapproximately

1,500nationalbanks.CommunityDevelopmentFinance:ToolsandTechniquesfor

NationalBanks.Thispublication,developedbyOCCstaff

describesavarietyoffinancingtechniquesand

organizationalmodelsusebyfinancialinstitutionstohelp

meetimportantcommunitycreditneedsinsuchareasas

lowerincomehousing,smallandminoritybusiness

developmentandneighborhoodrevitalization.The

publicationwassenttoallnationalbanksandOCCoffices

inMarch1989.AsofJuly1,1989,over1,000additional

copieshavebeendistributedinresponsetorequestsfrom

banksandothers.

SmallBusinessLendingandPrivateSecondaryMarkets.This

roundtable,cosponsoredwiththeNationalFederationof

IndependentBusiness(NFIB),inApril1984,highlighted

innovativebankprogramstomakeavailablelong-term

fixed-ratefinancingtosmallerbusinesses.Thepurposeof

theprogramwastoeducatebankersandleadersinthe

publicandprivatesectorsaboutopportunitiesandnew

approachesinsmallbusinessfinanceandtoencouragethem

toworktogethertoimplementcreativelong-termfinancing

programs.Itaddressednewdevelopmentsinthelending

fieldwithbanksservingbothasloanoriginators,andas

sellersofloanstootherinvestorswithlong-term

investmenthorizons,suchaspensionfunds.Approximately

50leadersfromthebanking,smallbusinessand

governmentalsectorsparticipatedinthemeeting.A

publicationbasedontheroundtablewasproducedbyNFIB

andwasprovidedto2,000nationalbanks.

o
BankFinancingofCommunityBusinessDevelopment.This

roundtable,heldinJune1988,addressedeffective

strategiesforservingsmallbusinesses,particularlythose

ownedandoperatedbyminoritiesandwomenandthose

locatedineconomicallydistressedareas.Theroundtable

broughttogetherbankersandsmallbusinessgroupsto

discusskeyfinancingissuesfacedbysmallbusinessesand

strategiesbankscanusetoaddressthem.Apublication
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OCC'CommunityDevelopmentCorporationProgr) forinformation.Theseinformationpiecesincluded:

Bankcommunitydevelopmentcorporationsandcommunity

developmentinvestmentscanbeausefultoolinhelpingbanks

meetcommunitycreditneeds.TheOfficeoftheComptrollerof

theCurrencyadministersandpromotestheCommunityDevelopment

CorporationProgramwhichallowsnationalbankstomakedirect

equityandotherinvestmentsincommunitydevelopment

corporations(CDCs),businessventuresorcommunitydevelopment

projectsservingpredominantlycivic,communityorpublic

purposes.

ThroughJuly1,1989,over65nationalbankCDCsandcommunity

developmentprojectinvestmentshavebeenapprovedbytheocc.

Currently,thereare35activeCDC'sandprojectsinwhichover

130bankshavemadeinvestmentsundertheCC'sprogram.A

numberofCDCshavemultiplebankinvestors.

NationalbankCDCsandcommunitydevelopmentinvestmentshave

focusedonlow-andmoderate-incomehousingdevelopmentand

rehabilitation,downtownandneighborhoodcommercial

revitalization,industrialdevelopmentandredevelopment,small

andminoritybusinessassistance,neighborhoodmarketing,and

training,technicalassistance,researchandplanningfor

nonprofitdevelopmentgroups.

TheOCChasinitiatedanumberofactivitiesdesignedtoinform

nationalbanksaboutcommunitydevelopmentcorporationsand

investments.RecentCDCactivitiesbytheOCChaveincluded

thefollowing:

DistributedinitiallyinMarch1987,thepackagehasbeen

usedextensivelybytheOCCtorespondtoagrowingnumber

ofbankrequestsforinformationaboutCDCsandcommunity

developmentinvestmentoptions.Inaddition,uponrequest,

thepackage,orindividualpieces,wereprovidedto

customergroups,federal,state,andlocalgovernment

agencies,andavarietyofbankandcustomergrouptrade

associationsforuseattheirconferencesandother

programs.Todate,over4,000packageshavebeen

distributedtobanks,customergroupsandotherinterested

parties.

FinancialinstitutionscommunityDevelopmentCorporations
13

communitydevelopmentcorporations,theOcc,togetherwith

theBoardofGovernorsoftheFederalReserveSystem,

convenedthisforumtoprovideinformationaboutbankCDCS

andcommunitydevelopmentinvestments.TheForumwas

attendedbyover200individuals,includingcurrent

CommunityDevelopmentCorporation(CDC)officials,bankand

bankholdingcompanyrepresentativesandothersinterested

inestablishingbankCDCS.TheForumincludedinformation

onhowtoformaCDCandhighlightednewandinnovative

housingandsmallbusinessdevelopmentapproachesof

currentCDCS.

BankingCircular185.TheOfficeissuedBankingCircular

185*CommunityDevelopmentCorporations"in1984.The

CirculardescribestheOcc'spolicies,proceduresand

guidelinesfornationalbankswishingtoorganizeorinvest

inCDCs,orinvestincommunitydevelopmentprojects.

CDCInformationPackage.Thispackage,entitled"Community

DevelopmentCorporationProgramforNationalBanks",was

designedtoprovidenationalbanks(andothers)with

importantinformationonOCC'spoliciesandprocedures

governingbankcommunitydevelopmentinvestments,andto

encouragebankstoconsidersuchinvestmentsaspartof

theiroverallprogramtohelpmeetcommunitycreditneeds.

Thepackageincludedfiveseparatepiecesofinformation,

eachalsousedtohelptheOCCrespondtospecificrequests

O
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ΑΡΡΕΝD1X

PERFORMANCECATEGORIES

UNIFORMINTERAGENCYCRUIRATINGSYSTY

I. CommunityCreditNeedsandMarketing(AssessmentTactors1,2,

&3)

Bankisevaluatedonitsactivitiesindeterminingthecredit

needsofitscommunityandmarketingitsservices.

II.
TypesofCreditofforodandExtended(Assessmentfactors9€

10)

CompositeRatingSystem

Theperformancecategoriesareindividuallyassignedanumericrating.In

AssigningtheoverallcompositeCRArating,theperformancecategories

willbeevaluatedaccordingtohowwelltheinstitutionneetsthe

followingdescriptivecharacteristics.

Rating(1)

Theinstitutionsinthisgrouphaveastrongrecordofmeetingcommunity

creditneeds.Boththeboardofdirectorsandmanagementtakeanactive

partintheprocessanddemonstrateanaffirmativecommitmenttothe

community.Institutionsreceivingthisratingnormallyrankhighinall

performancecategories.Suchinstitutionshaveacommendablerecordand

neednofurtherencouragement.

Rating(2)

Institutionsinthisgrouphaveasatisfactoryrecordofhelpingtomeet

communitycreditneeds.Institutionsreceivingthisratingnormallyare

rankedinthesatisfactorylevelsoftheperformancecategories.Such

institutionsmayrequiresomeencouragementtohelpmeetcommunitycredit

needs.

Bankisevaluatedonthetypesandamountsofcreditextended

andthedegreetowhichthoseextensionsarehelpingtomeet

thecommunity'sneeds.

III.
GeographicDistribution(Assessmentfactors4,567)

Thegeographicdistributionofthebank'sloansandany

practicesmeanttodiscourageapplicationsareconsidered,as

wellastheimpactoftheopeningorclosingofanyoffices

andtheservicesofferedatthosefacilities.

IV.
DiscriminationorOtherIllegalCreditPractices(Assessment

Factor6)

Thebank'scompliancewithanti-discriminationandother

creditlawsareevaluated.Thisratingmustbethesameas

theoverallcompliancerating.

V. CommunityDevelopment(AssessmentFactors8,11&12)

Rating(3)

Institutionsinthisgrouphavealessthansatisfactoryrecordofhelping

tomeetcommunitycreditneeds.Theboardofdirectorsandmanagement

havenotplacedstrongemphasisonthecreditneedsofthecommunity.

Institutionsreceivingthisratinghavemixedrankingssurroundingthe

mid-rangelevelsoftheperformancecategories.Suchinstitutionsrequire

encouragementtohelpmeetcommunitycreditneeds.

Rating(4)

Institutionsinthisgrouphaveanunsatisfactoryrecordofhelpingto

meetcommunitycreditneeds.Theboardofdirectorsandmanagementgive

inadequateconsiderationtothecreditneedsofthecommunity.

Institutionsreceivingthisratinggenerallyrankbelowsatisfactoryin

themajorityoftheperformancecategories.Suchinstitutionsrequire

strongencouragementtohelpmeetcommunitycreditneeds.

Rating(5)

Institutionsinthisgrouphaveasubstantiallyinadequaterecordof

helpingtomeetcommunitycreditneeds.Theboardofdirectorsand

managementappeartogivelittleconsiderationtothecreditneedsofthe

community.Institutionsreceivingthisratinggenerallyrankinthe

lowestlevelsoftheperformancecategories.Suchinstitutionsrequire

thestrongestencouragementtohelpmeetcommunitycreditneeds.

Thebankisevaluatedforitsparticipationincommunity

developmentand/orfactorsrelatingtomeetinglocalcredit

needs.
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Senator Dixon. Thank you , Mr. McDowell.

Ms. Smith.

STATEMENT OF JANICE M. SMITH, DIRECTOR OF OFFICE OF CON.

COMPLIANCE EXAMINATION DETAILS

Compliance examination details are also required of all commis

sioned and assistant examiners as part of their career progression.

FDIC examiners evaluate the compliance with the CRA on the

basis ofa bank's attempt to ascertain determination to help meet

and performance in helping to meet community credit needs in the

context of the bank's resources and local circumstances.
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a

The FDIC rates banks in accordance with a uniform interagency

CRA assessment rating system . About 98 percent of all FDIC -super

vised banks examined for CRA compliance have been assigned sat

isfactory ratings.
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TheFDIC has received 19 CRA -related application protests since

1984. During the past 5 years, no applications have been denied

based on CRA factors, one has been conditionally approved, 14

have been approved without conditions, and two were withdrawn.
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FDIC

SUMMARYOFTESTIMONY

TESTIMONYOF

JaniceM.Smith

TheFDICregularlyexaminesabout9,000State-charterednormemberbanks

forcompliancewithapplicableconsumerprotectionlaws,includingthe

CRA.Ourgoalistoexaminebanksrated1,2or3forcomplianceatleast

every24monthsand4and5ratedbanksatleastevery12months,with

visitationsconductedasnecessary.Weconducted1,228compliance

examinationsin1986,2,242in1987,and3,066in1988.

Complianceexaminationsareconductedbyexaminerswhohavereceivedboth

formalandon-the-jobtraining.EachofoureightRegionalOfficeshave

staffdedicatedtotheconsumercompliancearea.AConsumercompliance

Coordinatorhasbeenassignedtoeachofour94fieldofficesand

compliancedetailsarerequiredofallcommissionedandassistant

examiners.

FEDERALDEPOSITINSURANCECORPORATION

TheFDICevaluatesbanksonacasebycasebasisusingCRAexamination

procedureswhichweredevelopedonaninteragencybasis.Theseprocedures

includeassessmentfactorswhichareoutlinedinPart345oftheFDIC'S

RulesandRegulations.ON

THECOMMUNITYREINVESTMENTACT

TheFDICratesbanksinaccordancewiththeUniformInteragencyCRA

AssessmentRatingSystem.About98%ofallFDIC-supervisedbanksexamined

forCRAcompliancehavebeenassignedsatisfactoryorbetterratings.It

shouldbeemphasizedthataCRAratingisanassessmentofabank's

performancerecordovertime.Whileindividualinstancesofnoncompliance

aretakenintoaccount,aratingreflectsamorecomprehensiveviewofa

bank'sperformance.
BEFORETHE

SUBCOMMITTEEONCONSUMERANDREGULATORYAFFAIRS

COMMITTEEONBANKING,HOUSING,ANDURBANAFFAIRS

TheFDICusesexaminationratingstosummarizeabank'sperformance.It

isasubjectivejudgmentusedforsupervisorypurposes.TheFDICdoes

provideitsratingsandtheopensectionofexaminationreportsto

institutionsunderitssupervision.ForbanksfilingCRA-covered

applicationswiththeFDIC,asummaryassessmentofCRAperformanceis

preparedandincludedinapublicfileattheapplicantbankand

appropriateFDICRegionalOffice.

TheFDICmaytakevariousactionsifnoncompliancewiththeCRAis

established,including:unsatisfactoryratings,memorandaof

understanding,applicationdenials,andultimatelyaceaseanddesist

order.Progressivelymorestringentadministrativeactionistakenuntil

complianceisachieved.

FDICpolicyprovidesthatexaminersshouldmakeoutsidecontactsduring

regularcomplianceexaminationswhennecessarytoassessabank's

performanceinmeetingcommunitycreditneedsundertheCRA.Community

groupsandotherinterestedpartiesarealsoencouragedtocontactthe

FDICandbanksonanongoingbasisconcerningCRAandotherconsumer

issues

2:00p.m.

TheFDICpublishesnoticesofapplicationsinlocalnewspapers.Each

RegionalOfficealsomaintainsmailinglistsforweeklynotificationof

applicationsfiled.CommentsreceivedconcerningCRA-relatedissuesare

consideredduringspecifiedtimeperiods.Extensionsofcommentperiods

maybegrantedforgoodcause.
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TheFDICalsoconsiderscomplaintsandinquiriesinevaluatingbanks.

During1988,theFDIC'sOfficeofconsumerAffairsandRegionalOffices

reportedapproximately39,400telephonecallsforinformationand

assistance,only331ofwhichinvolvedcommunityreinvestmentmatters.Of

3,600writtencomplaintsandinquiriesonly20involvedCRA-related

issues.

Goodafternoon,Mr.Chairmanandmembersofthesubconmittee.Iampleasedto

offertheviewsoftheFederalDepositInsuranceCorporationonvariousmatters

relatedtothecommunityReinvestmentAct"CRA".

WedonotbelievepublicnoticeofCRAexaminationswouldbepractical.

Publicconmentsmaynotbereceivedbytheexaminerpriortocompletionof

theexaminationandattimesexaminationshavetoberescheduled.

Interestedpartiesareencouragedtosubmitconmentsonanongoingbasis

andnotonlywhenanexaminationtakesplace.PublicationofCRA

examinationdatescoulddiscourageinterimconments.

Introduction

TheFDIChasworkedhardsinceenactmentoftheCRAin1977toenforcethe

Act'smandate.Theobjectiveistoencouragefinancialinstitutionstohelp

meetlocalcommunitycreditneeds,includingthoseoflowandmoderateincome

neighborhoodresidents,consistentwiththeinstitutions'safeandsound

operation.TheFDICperformsitsroleprimarilythrougheffectivesupervision

andregulationofinsuredstatechartered,non-memberbanks.Weadministera

complianceprogrambywhichFDIC-supervisedbanksareregularlyexamined,

evaluatedandratedforcompliancewiththeCRAandotherconsumerprotection

lawsandregulations.

Today'stestimonyfocusesonareasofparticularinteresttotheCommitteeas

outlinedintheChairman'sletterdatedJuly6,1989.Theseareasare

discussedintheorderofthequestionspresentedintheletter.

1. ExaminationforCompliancewithCRA

TheFDICadministersacomprehensiveconsumercomplianceexaminationprogram.

FDIC-supervisedinstitutions,numberingabout9,000,areregularlyexamined,

evaluatedandratedontheircompliancewithallpertinentconsumerprotection

laws.TheFDICcompleted1,228complianceexaminationsin1986,2,242in1987

and3,066in1988.Weestimatethetotalnumberofcomplianceexaminationsfor

1989willbeataboutthesamelevelas1988.Banksareexaminedmore

frequentlyiftheyareratedlessthansatisfactoryinCRAoroverall

complianceperformanceundertheFDIC'sexaminationpolicy.Thegoalisto

examinebanksrated4and5forcomplianceatleastevery12months,andbanks

rated1,2,or3atleastevery24months,withvisitationsconductedas

necessary

ThetrendinnumberofFDICcomplianceexaminationsoverthepastthreeyears

isupward,eventhoughtheFDIChashadtodevotesignificantresourcesto

safetyandsoundnessbankingproblemsand,beginninginFebruary1989,toits

interimsupervisoryroleunderPresidentBush'ssavings-and-loanrescueplan.

Inthefuture,weanticipatefurtherprogressinourcomplianceexamination

program.

IntheCRAexaminationprocess,examinersevaluatebanksonacase-by-case

basistakingintoaccounttheirsize,expertiseandlocation.Conmmitycredit

needsoftendifferbasedonthecharacteristicsofeachlocalcommunity.The

FDICusesCRAexaminationprocedures(Attachment1)whichweredevelopedonan

interagencybasis.Theseproceduresincludetheassessmentfactorsoutlinedin

Part345oftheCorporation'sregulations.Theassessmentfactorsincludebut

arenotlimitedto:activitiesconductedbythebanktoascertainthecredit

needsofitscommunitiesandthebank'smarketingofitsservices;thetypesof

loansmade;theimpactoftheopeningorclosingofanyofficesandthe

servicesofferedatthesefacilities;thebank'scompliancewith

anti-discriminationandothercreditlaws;andthebank'sparticipationin

communitydevelopmentinordertomeetlocalcreditneeds.
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CRAisfunctionallyintegratedwithotherFDICfairlendingexamination

procedures.TheseincludetheFairHousingAct(FHA),HomeMortgageDisclosure

Act(HMDA),andtheEqualCreditOpportunityAct(ECOA).

2
2
-
1
5
5

O
-

9
0

-
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organizations(bothpublicandprivate),particularlythosewhoworkwithlow

andmoderateincomeneighborhoods.Theextentofthebank'seffortsto

communicatewithmembersofitscommunityregardingthecreditservicesit

providesisalsoreviewedasistheinvolvementbythebankwithrealestate

brokers,businessopportunitiesbrokers,andotherswhoservicelowand

moderateincomeneighborhoods.

TheuseofHMDAdatabyFDICexaminersisimportanttohelpdeterminethe

possibleexistenceofCRAandfairhousingcomplianceproblems.TheHMDA

Statementisgenerallyconsideredareliableindicatorofthenumberanddollar

amountofmortgageloansextendedinabank'slendingarea.

8
ActualhoursspentonCRAexaminationsmayrelatemoretothetypeofbank

(e.g.,commercialvs.savingsbank,wholesalevs.retail)thantoassetsize.

ForspecialCRAexaminationswhichareconductedinresponsetoabank

applicationoraprotest,thenumberofhoursexpendedmaybehigherthan

average.ThefollowingTableshowstheaveragenumberofhoursspentper
examinationonCRAcompliancematters:

Attimes,abank'sHMDAStatementmayrevealadisproportionatelylownumberof

loansinlowormoderateincomeareasrelativetootherareasinthe

community.Ifthisisfound,examinersinvestigatefurtherintothereasons

forsuchpatterns.AlthoughaHMDAstatementalonemaynotbesufficientto

supportviolationsoftheCRAorotherfairlendinglaws,adisproportionate

lendingpatterncouldserveasabasisforalessthansatisfactoryCRA

rating.

ThefollowinglisthighlightssomeoftheitemswhichareusedtoevaluateCRA

andfairlendingcompliance:

AverageHoursExpendedPerExaminationonCRA

from1985through1988byAssetSizeofBank

AverageHours

PerExam $0-50million$50-100million$100-500million Over$500

1985

1986

1987

1988

О
л

о
л
о

в

41/2

5

5

5

6

61/2

51/2

61/2

101/2

8

8

9

241/2

29

161/2

22

2.TheFDIC'sExaminationForce

Thebank'spubliccommentfile

Consumercomplaintsconcerningthebank

CRAStatements

ActualCRA-relatedeffortsundertakenbythebank

Thebank'sloan,investment,andproceduralmanuals

Thecommunitydelineationandanysupportingdocuments

Previouscomplianceandsafetyandsoundnessexaminationreports

Recordsregardingeffortstocommunicatewithmembersofthebank's

lendingcommunity,especiallylowandmoderateincomeresidents

Fairhousingmonitoringinformationandlog-sheets

AggregateandindividualbankHMDAdata

Recordsofanyspecialeffortstohelpmeetthedepositserviceneeds

oflowandmoderateincomeresidents,suchastheofferingof

"lifelineaccounts"

Allrecordsofthebank'sadvertisingeffortsandcontent

Adverseactionnotices(denials,terminations,orwithdrawals),with

specialemphasisonprotectedgroupsandresidentsoflowandmoderate

incomeneighborhoods

Thereisatotalof1,956FDICfieldexaminers(asof5/31/89),mostofwhom

havereceivedCRAtraining.TheFDIChasatleastoneConsumerAffairsand

CivilRights(CA/CR)ReviewExaminerineachofitseightregionaloffices.

TheseexaminerscoordinatetheFDIC'scomplianceeffortsandaredirectly

involvedinexaminertraining.Theyalsoprovideliaisonwithconsumerand

communitygroupsandassistancetobanksinassessingissuesofcommunity

interest.

TheFDIC'sDivisionofBankSupervisionisfurtherstrengtheningcompliance

examinationandenforcementefforts.AConsumerComplianceCoordinatorhas

beenselectedforeachofour94fieldoffices.Thesearecommissioned

examinerswithcomplianceexpertise.SomeofthedutiesoftheCoordinatorare

to:

Examinersalsoevaluateeffortsundertakenbybankstoaddressthe

reconmendationscontainedintherevisedStatementoftheFederalFinancial

SupervisoryAgenciesRegardingCRA,adoptedbytheFDICinMarchofthisyear. Conduct,orassistin,complianceexaminationsandvisitations;and

meetwithbankboardsofdirectorsinproblemorunusualsituations;

Thecreditneedsofthecommunitywhichabankservesaredeterminedina

varietyofways.HMDAdataareusedtoascertainthenumberanddollar

amounts,andlocationofhomeloansmade,whichserveasaperformance

indicator.Marketanalysesundertakenbythebankarereviewedandlocalplans

forcommunitiesandneighborhoodsaralsousedwhenavailable.Creditneeds

maybedeterminedbycommunicatingwithspecialinterestandpublicservice

Review,asnecessary,certaincomplianceexaminationreports(e.g.

complianceproblemsorunusualsituations)priortosubmissiontothe

RegionalOffice;

overseeandcoordinateresponsestoconsumercomplaintsandinquiries;

-

Conductsupplementarycompliancetrainingforexaminersandserveasan

instructorforRegionalOfficeandtheDivision'sTrainingCenter

compliancetrainingprograms;
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ServeonRegionalOfficedetailsandotherassignmentspertainingto

theconsumercompliancearea.

TheaggregateCRAratingsassignedforexaminationsconductedduringeachof

thepastfiveyearsareasfollows:

CRARatings

3Year: 2

Tobecomecommissioned,FDICexaminersmusthavepassedarigorousevaluation

intheareasofsafetyandsoundnessandcompliancegenerallyafter3-6years

ofonthejobexperience.Assistantexaminersmay,attimes,beassignedto

performlesscomplexcompliancetasksprimarilyinvolvingbanksrated1and2.

FDICpolicyistoassignitsmostexperiencedexaminersandthosewhohave

specializedinthefieldofcomplianceexaminationtoexamine3,4,and5rated

banksandtohandlecomplexcompliancematters.On-siteCRAcomplaintand

protestinvestigationsarealsoassignedtotheseexaminers.

1984

1985

1986

1987

1988

252 1,549 31

22

19

40

58

8

3

1

8

12

Note:ExcludesSpecialPurposeBanksandTrustCompaniesnotengagedinTheFDIC'SCRAexaminationandinvestigationstafftrainingisprovided

primarilyinfourways.First,theFDIC'sDivisionofBankSupervision

TrainingCenteradministerstheCorporation'sConsumerProtectionSchool

(CPS).MostCPSattendeesareexaminerswithaminimumoftwoyearsbank

supervisionexperience.

2.

ThefollowingtableprovidesdatarelatedtotheCPS:

Recentstatisticsindicatethatabout98percentofallFDIC-supervisedbanks

examinedforCRAcompliancewereassignedsatisfactoryratings,i.e.,a1or

Total LengthofTotal#

EachofFDICHoursofFairLendingTrainingPerSession

SessionStudentsCRAFHAEOOAHMDA

5

5

*Sessionsscheduledforyear.

CRAratingsarebasedonperformance.FDICexaminersevaluatecompliancewith

theCRAonthebasisofeachbank's(1)attempttoascertain,

(2)determinationtohelpmeet,and(3)performanceinhelpingtomeet

communitycreditneedsinthecontextofanindividualbank'sresourcesand

localcircumstances.Examinersdiscusstheirfindingsregardingthebank'sCRA

performancewithbankmanagement.Examinersalsoprovideappropriate

CRA-relatedinformationandtechnicalassistanceatthattime,therebyhelping

bankstounderstandthepurposesoftheCRAandtheFDIC'senforcementrole.

Overall,webelieveourCRAenforcementeffortshavebeeneffective.Thisview

isbasedonthelargenumberofbankswhichareassignedasatisfactoryor

higherCRArating,(i.e.,a1or2),thelownumberofCRAconsumercomplaints

andprotestswehavereceived,andthefewcommentsfoundinpublicfilesof

FDIC-supervisedbanksrelatingtotheirCRAstatementorCRAperformance.

Second,atwo-houroverviewofconsumerprotectionandcivilrightslawsis

includedintheadvancedtrainingschoolforassistantexaminers.

Third,theOfficeofConsumerAffairsalsoannuallyconductsa2-3day

complianceseminarforRegionalCA/CRReviewExaminersandtheirassistants

and/orfieldexaminers.TheseReviewExaminersalsoprovidecompliance

trainingfortheirrespectiveregionalexaminationstaffs.Inaddition,an

advancedoneweektrainingprogramisbeingdevelopedwithapproximatelytwo

daysallocatedtotheCRAandrelatedlaws.Thefirstsessionisscheduledfor

late1989andshouldbeattendedby40-50ofour94regionalfieldoffice

ConsumerComplianceCoordinators.TheseCoordinatorswillthenprovide

trainingtoregionalexaminers.

BanksfindthatnoncompliancecanlaythegroundworkforCRAprotestsand

complaintsagainstthemresultingincostlyprocessingdelaysandpossible

denialsofapplications.Ouroverallexperience,withfewexceptions,hasbeen

thatonceaproblemisbroughttoabank'sattentiontimelystepsaretakento

correctthedeficiencies.

4. citizenandCommunityParticipation

Fourth,inadditiontoformaltraining,regularcomplianceandCRAtrainingis

conductedon-sitebyseniorfieldexaminers.OurRegionalOfficestaffkeeps

theseexaminersupdatedonallpertinentinformationrelatingtothescopeof

workassignedtothem,includingCRA-relatedinformation.

FDICpolicyprovidesthatexaminersshouldmakethefollowingoutsidecontacts

duringregularcomplianceexaminationswhennecessarytoassessthebank's

performanceinmeetingcommunitycreditneedsundertheCRA:

3. AssignmentandUseofCRARatings

TheFDICratesbanksinaccordancewiththeUniformInteragencyCRAAssessment

RatingSystem(Attachment2).Theratingsrangefrom1to5,withonebeing

thebest.
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AnypersonororganizationthathasraisedasubstantialissueinaCRA

commentletterwhichrequiresfurtherexplanationand/orverification

Aspartoftheapplicationprocess,communitygroupsandotherinterested

partiescanrequestapublicproceeding.TheFDICRegionalDirectordecides

whethertoholdapublicproceedingbasedonhowmuchnewinformationislikely

tobegainedfromtheprocess.ConcurrenceoftheWashingtonOfficeis

requirediftheRegionalDirector'sdecisionistodenyarequestforsucha

proceeding.ProtestsandcomplaintsfiledallegingCRAviolationsarenot

alwaysconcernedwithCRAissues.Sometimesmisunderstandingsariseastowhat

isgermanetotheCRAandtheFDIC'sresponsibilitiesinenforcingtheCRA.

Arepresentativesampleofpersonsororganizationswithwhomthe

lenderhassaiditcommunicatedthisformofoutsidecontactwould

normallybemadeonlyincircumstanceswherethereisaneedto

independentlyverifythelender'sperformanceinascertaininglocal

creditneeds. Wehavebeensuccessfulinconductinginformalproceedingswithbanksand

conmunitygroups,andtherebyhavegenerallybeenabletoresolvemajor

differencesbetweenthepartieswithoutmateriallydelayingtheapplication

process.Ourgoal,whenpresentedwithaCRAprotest,istoencouragethe

partiestomeet,discussandsatisfactorilyresolvedifferences.

Examinersareadvisedtomakewhateverotheroutsidecontactsarelikelyto

providevaluableinformationconcerningeitherthecreditneedsofthebank's

community,itseffortstoascertainthoseneedsandmakeknownitscredit

services,oritseffortstomeetthoseneeds.Amongthepersonsor

organizationstobecontacted,forexample,mightbelocalgovernmentcommunity

developmentofficialswhowouldnormallybeexpectedtohaveusefulinformation

concerningthetypesofdevelopmentorredevelopmentprogramsavailableina

communityandtheextentofthebank'sparticipation.

AllCRA-relatedallegationsareaddressedinaformalstatementaccompanying

theFDIC'sordertoapproveordenyanapplication.Thesedocumentsare

availabletothepublicforreview.Whereanapplicationhasbeenprotested,

theFDICalsosendsalettertotheprotestantsexplainingtheactiontaken.

ThepublicmaycalltheFDIC'sOfficeofConsumerAffairsorRegionalOffices

duringnormalbusinesshours,orwrite,withacomplaintorinquiry.The

OfficeofConsumerAffairshasatollfreenumberwhich,alongwiththe

agency'saddress,iswell-publicizednationallyinnewspapersandpublic

interestorganizationnewsletters.Inaddition,FDIC'soutreachefforts

includerepresentationatconferencesorseminarssponsoredbycommunityand

industrygroups,wheretheattendeesareencouragedtowriteand/orcall

wheneverthereisaperceivedproblem.During1988,theFDIC'sOfficeof

ConsumerAffairsandourRegionalOfficesreportedapproximately39,400

telephonecallsforinformationandassistanceofthisnumber,only331calls

involvedcomminityreinvestmentmatters.In1988,OCAandtheRegionalOffices

processednearly3,600writtencomplaintsandinquiries,onlytwentyofwhich

involvedCRA-relatedissues.Thelatterfigureisconsistentwithprior

years.

Webelievethatitisimportanttohaveregulardialoguewithrepresentatives

frombothcommunityandconsumergroupsandthebankingindustry.Ouroutreach

effortsincludeperiodicmeetingswherebycommunitygroupsandconsumer

protectionandcivilrightsorganizationshaveanopportunitytomeetwiththe

ChairmanandseniorCorporationstaffforanexchangeofviewsoncommunity

reinvestmentandotherconsumerandcommunity-relatedissues.Inaddition,the

FDICconductscomplianceseminarsforbankersinvariouspartsofthecountry,

atwhichCRAconcernsandotherconsumer-relatedlawsandregulationsare

addressed.

CommunitygroupsandotherinterestedpartiesmaylearnaboutCRAcovered

applicationsfiledwiththeFDICthroughnoticespublishedinlocalnewspapers

fortheconvenienceofthebankingpublic.Interestedpartiesmayalsolearn

aboutsuchapplicationsforgeographicarea(s)ofspecialinterestbyplacing

theirnamesonRegionalOfficemailinglistsforweeklynotification.

Theminimumprocessingtimeforrelocationapplicationsis21days,formergers

30days,andforallotherapplications,15days.TheFDICwilldelay

processingiflegitimate,substantiveissuesareraisedwhichmayhavemerit.

Extensionsoffrom15to30daysmaybegrantedinordertoallowfor

submissionofmoredetaileddocumentationorevidence.

5.ApplicationDecisions

MonitoringandenforcingbankcompliancewiththeCRAmandateisacritical

componentintheFDIC'sevaluationofbankapplicationsfordeposit

facilities.Inmakingdecisionsonsuchapplications,theFDICgivesdue

considerationtothebank'sCRAperformancerecordinallcases,notjustwhen

aprotesthasbeenfiled.ActionmustbetakenbytheDirectororAssociate

DirectoroftheFDIC'sDivisionofBankSupervisionwheretherequirementsof

CRAhaveyettobefavorablyresolved(reflectedbya4or5rating,or

possiblya3)orwhereaCRAprotesthasbeenfiled.Applicationsmaybe

submittedtotheBoardofDirectorsinthesecases.TheFDICmustresolveall

statutoryfactorsindeterminingwhetherornottheapplicationwillbe

approved.

TheFDICencouragesinterestedpartiestocommentonapplicationswithinthe

timeperiodsspecified.Thisisimportantbecausetimelycommentallowsthe

FDICtocarryoutitsresponsibilitytoprocessapplicationswithinapplicable

timelimitsconsistentwiththepublicinterest.Processingdelayscanbe

costlytobanksanddelayservicetothecommunity.

Conmitmentsforfutureactionmaybeofferedbytheapplicantasameansof

assuringastrongerCRArecordorresolvingexistingCRAissues. Such

commitmentsarenotviewedaspartoftheCRArecordofperformanceofthe

bank,butmaybegivenweightasanindicatorofpotentialforimprovementin

theinstitution'sperformance.However,commitmentsmadeintheapplications

processcannotbeusedtoovercomeaseriouslydeficientrecordofCRA

performance.
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Whereappropriate,theFDICmayrequirebankstotakespecificactionsdesigned

toimproveCRAperformancebygrantingconditionalapprovalofanapplication.

Insuchcases,approvalgrantedbytheFDICgenerallybecomeseffectiveor

finalonlyafterconfirmingthatthebankhassatisfiedtheappropriate

conditions.

CompliancewiththetermsofsupervisoryCRA-relatedenforcementactionsand

withcommitmentsmadeinconjunctionwithaCRAcoveredapplicationisenforced

throughvisitationsandthroughroutinebankexaminationsbyFDICexaminers.

Wheneverdeficienciesarefoundinabank'sperformance,theyarepointedout

andthebankisencouragedtopromptlymakeappropriatecorrections.

6. CRAProtests TheFDICdoesnotenforceagreementsmadebetweenthebanksitsupervisesand

groupsorotherinterestedparties.However,evidenceesentedthatthe

agreementhasbeenadheredtobytheinstitutionwillbeconsideredwhen

assessingitsrecordinmeetinglocalcreditneeds.

8. PublicDisclosureofCRARatingsandExaminationReports

TheFDICreceivednoCRA-relatedapplicationprotestsin1984,twoin1985

(againsttwobanks),twoin1986(againsttwobanks),ninein1987(against

sevenbanks),fivein1988(againstfivebanks),andone(againstonebank)

thusfarin1989.Duringthepastfiveyears,noapplicationshavebeendenied

basedonCRAfactors,onehasbeenconditionallyapproved,14havebeen

approvedwithoutconditions,andtwowerewithdrawn.Inaddition,wereceived

sixwrittencomplaintsandinquiriesin1986,eightin1987,twentyin1988and

fivesofarin1989.InvestigationsofeachCRAcomplaintrevealednopatterns

orpracticesofdiscrimination.Also,FDICexaminershavefoundveryfewCRA

commentlettersinbankpublicfiles.

InregardtothepublicdisclosureofCRAratingsandexaminationreports,we

believethereleasecould:

Deteropenandfrankdiscussionsbetweenafinancialinstitutionand

itsregulator;

O

Haveanadverseeffectoninstitutionswhichhavecomplianceproblems

butaretryingtocorrectthem;and

SincetheAct'sinception,theFDIChasdeniedthreeapplicationsfordeposit

facilitiesduetoCRAfactors.TherateofapplicationdenialsonCRAgrounds,

however,shouldnotbegivenundueweightinassessingtheFDIC'senforcement

oftheCRA.CRA-relatedproblemsoftenarecorrectedbybanksattherequest

oftheFDIC,priortoouractiononanapplication.Theincidenceofsuch

preapprovalcorrectionshasnotbeenaggregated.Also,applicationsare

sometimeswithdrawnbyapplicantswhenitbecomesclearthatdenialislikely.

Causeinstitutionstousetheratingsandexaminationfindingsasan

endorsementstandardinadvertising.

Communitygroupsandotherinterestedpartiescanmonitoraninstitution's

performancebyobtainingtheCRAstatement,theHMDAdata,interviewing

consumersandmeetingwithbankpersonnel.Inaddition,summaryCRA

assessmentsarepartofthepublicfileforapplicationssubmittedtotheFDIC

andareprovidedtothepublicuponrequest.

ThefollowingtablereflectsactionsonnonprotestedCRA-coveredapplicatons

fortheyears1984throughthefirsthalfof1989:

1sthalf

1984 1985 1986 1987 1989

Approved

Denied

1,580 1,402 1,515 1,750 1,801 839

TheFDICusesexaminationratingstosummarizeabank'sperformance.The

ratingsreflectasubjectivejudgmentandareusedforsupervisorypurposes

only.TheFDIC,FRBandtheOCCdoreleaseaggregateCRAperformanceratings

tothepublicthroughtheFederalFinancialInstitutionsExaminationCouncil

(FFIEC).TheFDICalsoprovidesitsratingsandtheopensectionof

examinationreportstoinstitutionsunderitssupervision.

Thelengthoftimeittakestoprocessnonprotestedapplicationsrangesfroman

averageof30daysforbranchesandrelocationsto111daysfordeposit

insurance.Forprotestedapplications,theaveragerangesfrom40daysfor

relocationsto198daysformergerapplicatiors.

AsanalternativetothepublicdisclosureofCRAratingsandexamination

reports,wesuggestthatinadditiontoprovidingratingsandcommentsto

institutions,theregulatorsalsoprepareasummaryassessmentwithouta

rating,whichthebankwouldberequiredtoincludeinitspublicCRAfile.

TheRegionalOfficeswouldalsomaintainthesesummaryassessmentswhichwould

bemadeavailabletothepublicuponrequest.

7. SupervisoryEnforcementActions

FDICsanctionsfornoncompliancewiththeCRAinclude:unsatisfactoryratings,

memorandaofunderstanding,applicationdenials,andultimately,acaseand

desistorder.Progressivelymorestringentadministrativeactionisnormally

takenuntilcomplianceisachieved.

9.NoticeofCRAExaminations

ExamplesofFDICsupervisoryactionstakenoutsidetheapplicationprocess

againstinstitutionsnotincompliancewiththeCRAareattached(Attachment

3).Theseincludememorandaofunderstandingandasection8(b)Ceaseand

DesistOrder.

WedonotbelievepublicnoticeofCRAexaminationswouldbepractical.Even

themostthoroughCRAreviewusuallytakesonlyafewdays.Publicationnear

thedatetheexaminationcommencesmaynotallowforpubliccommentstoreach

theexaminerinatimelymanner.Further,therearetimeswhenforveryvalid

reasons,anexaminationmustberescheduledatthelastminute.Anotice

requirementcouldcauseconfusionforthepublicandproblemsforregulatorsin

theseinstances.
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TheregulatoryagencieshavecomplaintandCRAprotestproceduresinplace
whichindicatewhereandtowhomconsumersmaywritetoconmentonan

institution'sCRAjerformance.Interestedpartiesareencouragedtosubmit
conmentsrelatedtoCRAtotheregulatoryagenciesandfinancialinstitutions
onanongoingbasisandnotonlywhenanexaminationisabouttooocur,which

maybeonceeverytwoyears.Ourregulationsrequirethemaintenanceofa
publicfileofcommentsonabank'sCRAperformance,andthisfileisreviewed
byexaminersduringthecourseofaCRAexamination.Apublicationrequirement

coulddiscourageinterimcomments,andthusbecounter-productive.

Conclusion

TheFDICisawareoftheimportanceoftheCRAinencouragingbankstomore
comprehensivelymeetthecreditneedsoftheircommnitiesand,inparticular,

thecreditneedsoflowandmoderateincomeneighborhoods.Effective
enforcementbytheFDICisbothessentialandbeneficial.Itshouldbe

recognized,however,thatimplementationoftheCRAmustbeaccomplishedin
waysthatassurethesafetyandsoundnessoffinancialinstitutions.

ThankyouMr.ChairmanandmembersoftheSubcommittee,forgivingtheFDICan
opportunitytoexpressourviewsontheseissues.Wewillbepleasedto

respondtoanyquestions.

Attachments
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II-D II-D

Section Socton

CRAEXAMINATIONPOLICIESANDPROCEDURES

COMMUNITYREINVESTMENT ofitslocalcommunityorcommunities.Norcanthe

examineradequatelyassessabank'sperformanceon

thebasisofanyonesourceofinformation,dataor

opinion.Forthatreason,theexaminationprocedures

aredesignedtoensurethatinformationfromboththe

bankandthecommunityisobjectivelyreviewedand

evaluated.

Theexaminermustnotlosesightoftheintentof

thestatuteincheckingfortechnicalcompliancewith

theregulation.Theentireexaminationisdesigned

primarilytodeterminetheextenttowhichthebank

hashelpedandishelpingtomeetcommunitycredit

needs.

INTRODUCTION

TheCommunityReinvestmentAct(CRA)(12U.S.C.

2901etseq.)isintendedtoencouragebankstohelp

moetthecreditneedsoftheirentirecommunities,

includinglow-andmoderate-incomeneighborhoods,

whilepreservingtheflexibilitynecessarytooperatein

asafeandsoundmanner.

EncouragementistobeprovidedbytheCorporation

whichisrequiredto:

•Useitsexaminationauthoritytoencourageabank

Bank'sInput

Theexaminationproceduresgiveeachbanktheop

portunitytodemonstratethatitishavingabenefi

cialinfluenceonitslocalcommunityorcommunities.

Bankersthatarehelpingtomeetcommunitycredit

needsareproudofthatfactandwillbeofsubstan

tialassistancetotheexaminerinassessingtheper

formanceoftheirbanks.

thebankispreparedtoextendwithineachlocalcom

munity,and(3)acopyoftheCRAnotice.Theregula.

tionalsoencourageseachbanktoincludeinitsstate

mentadescriptionofitseffortstoascertainandhelp

meetcommunitycreditneeds.

AbankmustprovideineachofficeaCRAnotice,the

exactwordingofwhichisprescribedintheregulation.

ThepublicnoticeindicatesthattheCRAstatement

isavailable,thatwrittencommentsonthestatement

andthebank'scommunitylendingperformancemay

besubmittedtothebankortheCorporation,thata

fileofsuchcommentsispubliclyavailable,andthat

thepublicmayrequestannouncementsofapplications

coveredbytheCRAfromtheCorporation.Eachbank

mustkeepapublicfileofCRAstatementsinettect

andCRA-relatedpubliccommentsreceivedduringthe

pasttwoyears.

TheCRAregulationsetsforthalistoffactors

whichtheCorporationwillconsiderinassessingeach

bank'srecordofhelpingtomeetcommunitycredit

needs,includingthoseoflow-andmoderate-income

neighborhoods.Banksarenotrequiredtoadoptpar.

ticularactivitiesonthelistsincetheregulationis

designedtoalloweachbankconsiderableflexibilityin

determininghowitcanbesthelptomeetthecredit

needsofitsentirecommunityinviewofitsparticular

skillsandresources.

Inessence,theregulationencouragesbankstobe

comeawareofthefullrangeofcreditneedsoftheir

communitiesandtoofferthetypesofcreditand

credit-relatedservicesthatwillhelpmeetthoseneeds.

However,theregulationdoesnotrequirebanksto

offerparticulartypesoramountsofcredit.TheCor.

poration'sassessmentofabank'sCRArecordwillbe

takenintoaccountbytheCorporationinovaluatinga

varietyofapplications.

ExaminerEncouragement

Whenappropriate,anexaminershouldencouragea

banktoimproveitsCRArecordbydiscussingwith

managementvariouswaysinwhichthebankmay

strengthenitsperformance.Theexaminershouldnot.

however,insistonanyspecificactionbythebank,

suchasthemakingofacertaintypeofloan,which

wouldinterterewiththebank'sresponsibilityforestab

lishingitsownpolicies.

Communication,CommunityDevelopmentand

Low-andModerato-IncomeNeighborhoods

Inassessingtherecord,theexaminershouldbearin

mindthespecialemphasisplacedoneffectivecom

municationandcommunitydevelopmentactivities.

Withrespecttocommunication,thepremiseisthat

communityneedswhichcanbemetonasafeand

soundbasisaremorelikelytobemetwhenthecom

munityawareofthetypesofcreditavailableand

thelenderiswellinformedaboutcommunitycredit

needs.Hence,etortstoascertaincommunitycredit

needsandtopublicizeavailablecreditservices,in.

cludingmeasurestoidentitythecreditneedsof,and

toadvertisein,low-andmoderate-incomeneighbor.

hoods,areencouraged.Theexaminerisauthorized

toconductinterviewswithcommunitymemberswhen

suchactionwouldbeappropriateindeterminingcom

munityawarenessofthebank'screditservicesand

localperceptionofcreditneeds.

TheCRAalsofocusesonactivitiesthatfosterdevel

opmentwithintheentirecommunity,includinglow

andmoderate-incomeneighborhoods.Consequently,

housing-relatedextensions,participationincommunity

developmentprograms,andsmallbusinessfinancing,

includingloanstosmallfarms,areviewedfavorably.

•Assess,inconnectionwithitsexamination,the

ExaminationBurden

Theexaminermustbecarefultonotundulyburdenthe

banksinceCongressdidnotintendtoimposesignifi

cantnewreportingorrecordkeepingrequirementson

banks.Theexaminershouldnormallyrequestonlyre

quiredrecordsandotherexistinginformation,butthe

scopeofthereviewmustalwaysbesufficientforan

adequateassessment.

BACKGROUNDFOREXAMINATIONS

JudgmentalProcess

InconductingaCRAexamination,theexaminerisex

pectedtoadjusttheCRAproceduresonacase-by.

casebasistoaccommodatebanksthatvaryinsize,

expertiseandlocale.Communitycreditnoodswillof

tenditterwiththespecificcharacteristicsofeachlo

calcommunity,andabankshouldbeevaluatedon

thebasisofitsattemptstoascertain,itsdetermination

tohelpmoot,anditsperformanceinhelpingtomeet

communitycreditneedsinthecontextofitsresources

andlocalcircumstances.

Bank'sFinancialConditionandSiza,Legal

ImpedimentsandLocalEconomicConditions

Abank'sabilitytohelpmoetcommunitycreditnoodsis

influencedbyitsfinancialconditionandsize,aswellas

byanylegalimpedimentsandthelocaleconomiccon

ditionsunderwhichitoperates.Anexaminermusttake

theseconsiderationsintoaccountinassessingthe

bank'sperformanceandinprovidingencouragement.

SELECTEDFEATURESOFCRAEXAMINATIONS

TheCRAStatement

AbankmustprepareaseparateCRAstatementfor

eachlocalcommunityitserves,includingadelineation

oftherelevantlocalcommunity.Itdoesnotnocessarily

follow,however,thatthestatementpreparedforeach

localcommunitymustcontainauniquelistofavailable

credits.Abankservingseverallocalcommunitiosmay

electtopreparestatementsthatcontainlistsofcredits

whicharesimilaroridenticalforthelocalcommunities

served.Sincosomecreditneedsarecommontomany

localcommunities,suchanapproachwouldbeconsis

tentwiththeintentofCRA.Thereareotherwaysfora

multi-communitybanktosatisfythisrequirement.The

examinerneednotbeespeciallyconcernedwiththe

Specificmethodemployedbyamulti-communitybank

solongasitmakesagoodfaithefforttoinformmem

bersofeachlocalcommunityabouttheircommunity's

boundariesandthetypesofcreditextendedthere.

ReasonablenessofCommunityDelineation

Eachbankmustdelineatethelocalcommunityor

communitiesthatitserves.Forinstance,astatewide

PART345-COMMUNITYREINVESTMENT

TheCorporation'simplementingregulation(Part345)

requirestheboardofdirectorsofbachinsurednon

memberbanktoadoptand,atleastannually,review

aCRAstatement.Thestatementmustinclude:(1)a

delineationonamapofeachlocalcommunityserved

bythebank,(2)alistofthespecifictypesofcredit

BalancedVlowpoint

Theexaminershouldmaintainabalancedperspective

inconductingaCRAexamination.Theexaminercan

notnormallyconcludeonthebasisofanyonefactor

thatabankisorisnothelpingtomeetthecreditneeds

TechnicalCompliancewiththeRegulation

Theexaminerwillcheckforcompliancewiththe

specificrequirementsoftheregulation.However,com

pliancewithproceduralrequirementsdoosnotimply

thatthebankhasbeenservinglocalcreditnoods.The

converseisalsotrue:noncompliancewithatechni

calrequirementdoesnotnecessarilymeanthatthe

bankisnothelpingtomeetcommunitycreditneeds.

CommunityRoinvestment(12-06)

SuationN-D Section11-D
CommunityPoinvestment(12)

2
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EXAMINATIONOBJECTIVES

1.Todetermineifthebank'spoliciesaddressthein

5.Toassessthebank'srecordinhelpingtomeet
branchingbankwouldserveanumberof"localcom

munities,thetotalofwhichwouldconstituteits"entire

community."Further,morethanoneofficeofabank

mayservethesamelocalcommunity.Forexample,a

bankmayhaveofficesthroughoutacityanditssub

urbsandconsiderthatentiremetropolitanareatobe

thelocalcommunityforthoseoffices.Eachcommunity

delineationmust,ofcourse,includethecontiguous

areassurroundingeachofficeorgroupofoffices.

Becausemanyfactorsinfluencethesizeandshape

ofabank'scommunity.theregulationprovides

guidelinestoassisteachbankindefiningitslocalcom

munityorcommunities.

Thefirstguidelinesuggeststheuseofwidelyrecog

nizedexistingboundariessuchasthoseofMSAsor

countiesfordelineatingabank'slocalcommunityor

communities.Suchboundariesfrequentlyconstitute

areasonableapproximationofabank'slocalcom

munity.

Ingeneral,alocalcommunitybasedonexisting

boundariesshouldbenolargerthananentireMSA

oracountyinanon-MSAarea.Ifabankhasoffices

inmorethanonesucharea,itwillhavemorethanone

localcommunity.Whenabankhasanofficenearthe

boundaryofanMSAorcounty,itshouldincludethose

portionsofadjacentcountiesthatitserves.Inrura!

areas,alocalcommunitymaysometimesencompass

morethanonecountybut,generally,banksshould

notusestatesorregionsofstatestodelineatelocal

communities.Asmallbankthatservesanareasmaller

thananMSAorcountymaydefineitscommunityto

beapartoftheMSAorcounty.Abankmaymake

adjustmentsinacommunitydelineationinthecaseof

areasdividedbystateborders,significantgeographic

barriers,orareasthatareextremelylargeorofun

usualconfiguration.

Thesecondguidelineproposestheuseofaffective

lendingterritory,aconceptmorefamiliartosavings

andloanassociationsthantocommercialandmutual

savingsbanks.Theeffectivelendingterritoryisthat

localareaorareasaroundeachofficeorgroupof

officeswhereaninstitutionmakesasubstantialportion

ofitsloansandallotherareasequallydistant.Ifabank

employsitseffectivelendingterritory,itisencouraged

tofollowexistingboundarieswherepractical.

Oneshouldnotconcludefromthisguidelinethatoach

officenecessarilyservesaseparateanddistinctlo

calcommunitybecauseeachofficetypicallyhasadif

torent,thoughpossiblypartiallyoverlapping.eftective

lendingterritory.Ifabankisrepresentedthroughout

atradeormarketarea,itmaybemorereasonableto

usethatareaasitslocalcommunity.

Finally,theregulationallowsabanktouseanyother

reasonablydelineatedarea.Abankisthusgivensub

stantialleewayinspecityingitslocalcommunityso

longasthedefinitionisreasonable;thatistosay,the

bankcanprovideasensiblerationaleforthedelinea.

tionandhasnotarbitrarilyexcludedanylow-and
moderate-incomeneighborhoods.

Low.a.idModerato-IncomeNeighborhoods

indeterminingwhetherthecommunitydetinitionis

reasonable,theexaminermustbealerttosituations

wherelow-andmuderate-incomeneighborhoodsare

gerrymanderedoutofadelineatedarea.Moreover,in

assessingtherecordofabank,theexaminershould

focusparticularattentiononitsperformanceinlow

andmoderate-incomeneighborhoodswithinalocal

community.

Low,andmoderate-incomeneighborhoodsmaybe

identifiedinmostcasesinamannersimilartotheap

proachtakenbyHUDinadministeringtheCommunity

DevelopmentBlockGrantProgram.Forthispurpose,

suchneighborhoodsareapproximatedbythosecen

sustractsinanMSAwheremedianfamilyincomeis

lessthan80percentofmedianfamilyincomeforthe

entireMSA.

Unfortunately,thesedataarenotavailablefornon

MSAcounties.Non-MSAareas,especiallyrural

areas,presentaparticularprobleminidentityinglow

andmoderate-incomeneighborhoods.Inthoseareas,

theexaminermayhavetorelyonpersonalknowledge

ofthearea,physicalinspectionasnecessary,discus

sionwithbankpersonneloracombinationofthese.

SmallBusinessLonding

Smallbusinessloansrepresentonetypeofcredit

whichtheCorporationbelievesisdirectlyrelatedto

thepurposesoftheCRA.Inconsideringsmallbusi

nesslending,theexaminershouldnotbeconcerned

withanyhardandfastorprocisedefinitionofwhat

constitutesasmallbusiness.Instead,theexaminer

shouldregardassmallbusinesslandinganyloansto

localfirmswhoseaccesstocreditislimitedtolocal

sourcesbecauseoftheirsize.

SectionII-D CommunityRoinvestment(12-06)
SectionHD CommunityRoinvestment(12-46)
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EXAMINATIONPROCEDURES

LimitedReview

1.Determinethemethodusedbythebank

3.RevieweachCRAstatementineffectduringthe

5.Ascertainthatthepublicfilecontainsallsigned

ExpandedReview

1.Ascertainfrombankpersonnelwhatstepsthe

Inassessingtherecord,theexaminershouldreview

theOfficer'sQuestionnaire,reviewandanalyze

thebank'spublicfileandinterviewresponsible

personneltodetermineeffortsundertakenbythe

banktoascertainandhelpmeetcommunitycredit

needs.Totheextentnecessaryforanadequate

assessment,theexaminerisencouragedtointer

viewcommunitymemberstodeterminecommunity

awarenessofthebank'screditservicesandlocal

perceptionofcreditneedsaswellasthebank'set

fortstomeetthoseneeds.

7.Reviewwithmanagementthefollowing:

•Theextenttowhichthebankishelpingtomeet

-Considerationsusedbythebanktodefineits

•Proceduralviolationsoftheregulation.

•Anyresponsestothecommentorsthatthebank

•AllCRAstatementsineffectduringthepasttwo

6.Analyzethebank'spolicies,proceduresand

SectionI-D 5
CommunityPoinvestment(12-86)

SectionI-D CommunityReinvestment(12-4)
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includesthenotice,availableasabrochurein -Economicforecasting,asdevelopedorused -Whetheradministrativeloanpersonneland

-Anyworkingrelationshipsthebankmayhave

-Creditandcredit-relatedservicesinlow

thecreditneedsofitscommunity,includingthe

extentofthebank'senortstocommunicatewith

membersofitscommunityregardingthecredit

servicesbeingprovidedbythebank.

Ascertainfrombankrecordsandthroughinter

viewstheextenttowhichthebankhascom

municatedwithmembersofitslocalcommunity

orotherwisehasattemptedtodeterminesuch

needs.Pertinentfactorsmayinclude:

-Managementreviewofwritten,signedcom

-Theextenttowhichthebankiswillingto

housing-relatedlendinginlow-andmoderate.

incomeneighborhoodsandtheextenttowhich

thebankhasnotextendedsuchcreditinthese

areas.

Reliancemaybeplacedupongeocodingof

creditextensions,creditapplicationsandcredit

denials.Wherethebankisrequiredtomaintain

logsofapplications,theexaminershouldalso

reviewthelogstodeterminethegeographicdis

tributionofloans,applicationsanddenials.In

conjunctionwithotherfairlendingexamination

programs,itmaybenecessarytoanalyzetur.

therthegeographicdistributionofsmallbusi

nessloans,includingloanstosmallfarmswithin

-Advertisingthetypesofloansthebankiswill

•Thegeographicdistributionofthebank's

•Theextentofparticipationbythebank'sboard

ofdirectorsinformulatingthebank'spolicies

andreviewingitsperformancewithrespectto

thepurposeoftheCRA.
-

Determinewhetherthereisanyindication

ofageographicdistributionofcreditexten

sions,applicationsforcreditandcreditdenials

whichwouldsignityfailuretoserveselected

areasoflocalcommunities,particularlylow

andmoderate-incomeneighborhoods.Initial

reliancemaybeplacedondiscussionwithother

examiners,reviewofreportsofexamination

andworkpapersfromotherexaminationpro

gramsperformed.Forthosebankslocatedin

MSAs,additionalreliancemaybeplacedon

otherfairlendingexaminationprogramsforas.

certainingthevolumeandlocationofhousing.

relatingcredits.ForloansmadeoutsideMSAS,

particularlywithrespecttobanksthatarenotlo

catedinsuchareas,interviewmanagementand

reviewinternalfilestodeterminetheextentof

•Anypracticesintendedtodiscourageapplica

8.AssessmentFactors

CommunityPoinvestment(12-06)
SectionII-D CommunityReinvestment(12-16)
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suitabletocommunityresidents,orthelike

inanattempttomakethebranchviable.

undergoingaprocessofreinvestmentand

change.

-Thebank'swrittenplanforopeningorclos.

ingitsbranches,ifapplicable.(Alsoreview

minutesofboardofdirectorsmeetingsfor

-Whetherthebankoffers"basicfinancialser

toascertainwhetherthebankhasoriginatedor

•Thebank'sparticipation,includinginvestments,

-Anyotherrelevantfactors.

Insomeinstances,itmayprovebeneficialor

necessarytotheassessmentprocesstocontact

personsororganizationsoutsidethebanktohelp

determinethebank'srecordofmeetingcommunity

creditneedsandtoidentityunmetcreditneeds.

Thefollowingareexamplesoftypesofoutside

contactstheexaminershouldnormallymake:

•Anypersonororganizationthathasspecifically

•Anyotherpersonororganizationlikelyto

-

-Purchaseofsocuritiesofstatoandlocal

CommunityAninvestment(12-06)
SectionIl-D 10

SectionI-D CommunityRoinvestment(12-86)
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Appendix

Four

Numerousviolationsarepresentandreimbursements,

ifany,affectasignificantnumberofcustomersandare

substantialinamount.Discriminatoryactsorpractices

maybeinevidence.Practicesresultinginviolations

citedatpreviousexaminationsremainuncorrected.

Five

Thebankisinsubstantialnoncompliancewithmost

consumerlawsandregulations.Discrimination,nu

merousreimbursementsand/orpracticesresultingin

repeatviolationsarepresent.

Program

One

Aneffectivecomplianceprogram,includingasystemof

internalproceduresandcontrols,hasbeenestablished.

Recordkeepingsystemsandemployeetrainingar

rangementsaregood.Changesinlawsandregulations

arepromptlyreflectedinthebank'scompliancepro

gramandproceduresforhandlingconsumercom

plaintsareinplace.

TWO

Althoughasystemofinternalcontrolsandoperating

procedureshasbeenestablishedtoensurecom

pliance,violationshavenonethelessoccurred.Modi

ficationsinthebank'scomplianceprogramand/ores

tablishmentofadditionalreview/auditproceduresmay

bewarranted.Personnelappearknowledgeableof

compliancemattersandtrainingissatisfactory.

Three

Operatingcontrolsandprocedureshavenotproven

ettectiveandrequirestrengthening.Trainingisincon

sistentandknowledgeofregulationsisweakinsome

areas.Managementisnotsufficientlyinvolvedinthe

complianceprogramtoeffectfavorablechanges.

Four

Thecomplianceprogramisnoteffectiveandinternal

proceduresandcontrolsareseriouslydeficient.Per

sonnellackknowledgeinseveralcriticalareasand

thereisnoformaltraining.Managementisnotactively

involvedinadministeringtheveryrudimentarycom

plianceprograminplace.

Five

Thereisnocomplianceprogram,writtenororal.Knowl

edgeofthelawsandregulationsisextremelylimited

andproblemareasremainuncorrected.

Forconvenientreference,achartdepictingthecharac

teristicsofeachratingdimensionisprovidedonthe

followingpage.

ATTACHMENT2
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TakingintoconsiderationtheMVPratings,andother

factorsaswarranted,acompositeconsumercom

plianceratingshouldbeaccorded.Theseratingsare

definedanddistinguishedasfollows:

One

Aninstitutioninthiscategoryisinastrongcompliance

position.

Managementiscapableofandstaffissufficientfor

effectuatingcompliance.Aneffectivecompliancepro

gram,includinganefficientsystemofinternalpro

ceduresandcontrols,hasbeenestablished.Changes

inconsumerstatutesandregulationsarepromptlyre

flectedintheinstitution'spolicies,proceduresandcom

pliancetraining.Theinstitutionprovidesadequatetrain

ingforitsemployees.Ifanyviolationsarenoted,they

relatetorelativelyminordeficienciesinformsorprac

ticesthatareeasilycorrected.Thereisnoevidenceof

discriminatoryactsorpractices,reimbursablevio

lations,orpracticesresultinginrepeatviolations.Vio

lationsarepromptlycorrectedbymanagement.Asa

result,theinstitutiongivesnocauseforsupervisory

concern.

Two

Aninstitutioninthiscategoryisinagenerallystrong

complianceposition.

Managementiscapableofadministeringaneffective

complianceprogram.Althoughasystemofinternal

operatingproceduresandcontrolshasbeenestab

lishedtoensurecompliance,violationshavenone.

thelessoccurred.Theseviolations,however,involve

technicalaspectsofthelaworresultfromoversighton

thepartofoperatingpersonnel.Modificationsinthe

bank'scomplianceprogramand/ortheestablishmentof

additionalreview/auditproceduresmayeliminatemany

oftheviolations.Compliancetrainingissatisfactory.

Thereisnoevidenceofdiscriminatoryactsorpractices,

reimbursableviolations,orpracticesresultinginwell

definedpatternsofrepeatviolations.

Three

Generally,aninstitutioninthiscategoryisinalessthan

satisfactorycomplianceposition.

Banksinthiscategoryareacauseforsupervisory

concernandrequiremorethannormalsupervisionto

remedydeficiencies.Violationsmaybenumerous.In

addition,previouslyidentifiedpracticesresultinginvio

lationsmayremainuncorrected.Overcharges,itpre

sent,involveafewconsumersandareminimalin

amount.Thereisnoevidenceofdiscriminatoryactsor

practices.Althoughmanagementmayhavetheability

toeffectuatecompliance,increasedeffortsareneces

sary.Thenumerousviolationsdiscoveredareanindi

cationthatmanagementhasnotdevotedsufficienttime

andattentiontoconsumercompliance.Operatingpro

ceduresandcontrolshavenotproveneffectiveand

requirestrengthening.Thismaybeaccomplishedby,

amongotherthings,designatingacomplianceofficer

anddevelopingandimplementingacomprehensive

andeffectivecomplianceprogram.Byidentifyingan

institutionwithmarginalcomplianceearly,additional

supervisorymeasuresmaybeemployedtoeliminate

violationsandpreventfurtherdeteriorationintheinsti

tution'slessthansatisfactorycompliance.

Four

Aninstitutioninthiscategoryrequiresclosesupervisory

attentionandmonitoringtopromptlycorrecttheserious

complianceproblemsdisclosed.

Numerousviolationsarepresent.Overcharges,ifany,

affectasignificantnumberofconsumersandinvolvea

substantialamountofmoney.Oftenpracticesresulting

inviolationsandcitedatpreviousexaminationsremain

uncorrected.Discriminatoryactsorpracticesmaybein

evidence.Clearly,managementhasnotexertedsuf

ficienteffortstoensurecompliance.Itsattitudemay

indicatealackofinterestinadministeringanettective

complianceprogramwhichmayhavecontributedtothe

seriousnessoftheinstitution'scomplianceproblem.

Internalproceduresandcontrolshavenotprovenettec

tiveandareseriouslydeficient.Promptactiononthe

partofthesupervisoryagencymayenabletheinsti

tutiontocorrectitsdeficienciesandimproveitscom

plianceposition.

Five

Aninstitutioninthiscategoryisinneedofthestrongest

supervisoryattentionandmonitoring.

Itissubstantiallyinnoncompliancewiththeconsumer

statutesandregulations.Managementhasdemon

strateditsunwillingnessorinabilitytooperatewithinthe

scopeofconsumerstatutesandregulations.Previous

effortsonthepartoftheregulatoryauthoritytoobtain

voluntarycompliancehavebeenunproductive.Dis

crimination,substantialovercharges,and/orpractices

resultinginseriousrepeatviolationsarepresent.
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UNIFORMINTERAGENCY

COMMUNITYREINVESTMENTACT(CRA)
ASSESSMENTRATINGSYSTEM

-

Introduction

Thepurposeoftheratingsystemistoprovideauniform
meansforregulatoryagenciestoidentityquicklythose

institutionswhichrequirevaryingdegreesofen.
couragementinhelpingtomeetcommunitycredit

noods.Thisprovidesacomprehensiveanduniform
systemforevaluatingtheperformanceoffederallyregu.
latedfinancialinstitutionsexaminedunderthevarious

assessmentfactorsoftheCommunityReinvestment
ActandtacilitatesmoreuniformandobjectiveCRA

ratings.

Theratingsystemranksfinancialinstitutionsonascale

from1through5witha"5"representingthelowestlevel

ofperformanceundertheActand,therefore,thehigh
estdegreeofconcern.Level"3"reflectsperformance

whichislessthansatistactory.

Thissystemfurtheremploysfiveperformancecat

ogories"orcomponentsfromwhichtheoverallcom

positeCRAratingisderived.Theperformancecat

egoriesrepresentagroupingofthevariousassessment

factorscontainedintheimplementingregulationforthe
Act.Eachperformancecategoryisevaluatedona

scaleof1to5witha"5"representingthelowestlevel
andthereforetheworstperformance.Asexplained

later,oachperformancecategoryincludesanarrative

descriptionforeachratinglevel.

-

Rating(1)-Theinstitutionsinthisgrouphaveastrong

recordofmeetingcommunitycreditneeds.Boththe

boardofdirectorsandmanagementtakeanactivepart

intheprocessanddemonstrateanaffirmativecommit

menttothecommunity.Institutionsreceivingthisrating

normallyrankhighinallperformancecategories.Such

institutionshaveacommendablerocordandneedno

furtherencouragement.

Rating(2)Institutionsinthisgrouphaveasatisfac

toryrecordofhelpingtomeetcommunitycreditneeds.

Institutionsreceivingthisratingnormallyarerankedin
thesatisfactorylevelsoftheperformancecategories.
Institutionsinthiscategorymayrequiresomeen

couragementtohelpmeetcommunitycreditneeds.

Rating(3)-Institutionsinthisgrouphavealessthan

satisfactoryrecordofhelpingtomeetcommunitycredit
needs.Theboardofdirectorsandmanagementhave

notplacedstrongemphasisonthecreditnoodsofthe

community.Institutionsreceivingthisratinghavemixed

rankingssurroundingthemid-rangelevelsoftheper

formancecategories.Suchinstitutionsrequireen

couragementtohelpmoetcommunitycreditneeds.

Rating(4)-Institutionsinthisgrouphaveanun
satisfactoryrecordofhelpingtomeetcommunitycredit
needs.Theboardofdirectorsandmanagementgive

inadequateconsiderationtothecreditneedsofthe

institution'scommunity.Institutionsreceivingthisrating

generallyrankbelowsatisfactoryinthemajorityofthe

performancecategories.Suchinstitutionsrequire

strongencouragementtohelpmoetcommunitycredit

needs.

Rating(5)Institutionsinthisgrouphaveasub

stantiallyinadequaterecordofhelpingtomeetcommu

nitycreditneeds.Theboardofdirectorsandmanage

mentappeartogivelittleconsiderationtothecredit

needsoftheinstitution'scommunity.Institutionsreceiv

ingthisratinggenerallyrankinthelowestlevelsofthe

performancecategories.Suchinstitutionsrequirethe

strongestencouragementtoberesponsivetocommu

nitycreditnoods.

PorformanceCategories

Forpurposesofevaluatinganinstitution'sCRAper

formancethevariousassessmentfactorsandcriteria

aregroupedintothefollowingperformancecat

ogories":

I.CommunityCreditNeedsandMarketing

typesandamountsofcreditextendedtothecom
munityandthedegreetowhichthoseextensions
are,infact,helpingtomeetthecommunity'sneeds.
Includedinthiscategoryareassessmentfactors(i)

reachallsegmentsofitscommunity.Community

segmentsshouldincludelow.andmoderate
incomeresidents,smallbusinessesand,where
applicable,ownersofsmallfarms.Management

hasalsoestablishedworkingrelationshipswithreal
estatebrokersandotherswhoservelow-and

moderate-incomeareasandwhomayprovideas

sistanceforsmallorminoritybusinesses.Thereis

evidencethatseniormanagementisawareof

communityconcernsandactivities.

RatingLovol2-Theinstitutionhasundertaken
activitiestodetermineitscommunity'screditnoods.

Asaresultoftheseactivities,theinstitutionisgen

erallyawareofthecreditneedswithinitscommu

nity,includinglow-andmoderate-incomeareas.

Theinstitutionhasinitiatedadialoguewithcommu

nityrepresentativessuchaslocalgovernment,

neighborhood,religious,andminorityorgan.
izations,orsmallbusinessandsmallfarmorgan
izations.Theinstitutionhasundertakenmarketing

andcreditrelatedprogramsbuttheprogramsare

notongoingorcomprehensive.Seniormanage

mentdemonstratesanawarenessofcommunity

concernsandactivities.

RatingLevel3-Theinstitution'sactivitiestode

terminecommunitycreditneedsarelimited.The

Institution'semployeesmayserveasvolunteerson

communityorganizationboardsandcommittees.

However,theinstitutionhasnotestablishedasyste

maticmethodtodeterminehoworifitsemployees

volunteerismassiststheinstitutioninmeetingits

CRAgoals.Theinstitution'sadvertisingmaybe

principallydepositoriented.Inaddition,theinsti

tutiongenerallyhasmadenceffortstomarketits

servicesonanequalbasis::allsegmentsofits

community.Marketingandcreditrelatedprograms
donotincludeamechanismforreachinglow-and

moderate-incomeareaswithinthedelineated

community.Theinstitution'smarketingettontdoes

notadequatelyfocusonmarketingthetypesof

croditforwhichtheinstitutionhasidentifiedaneed

(oranoodisotherwiseapparent).Theremayalso

bosomeconcernaboutthecommunitydelineation.

RatingLevel4-Theinstitution'soffortstodeter

minecommunitycreditnoodsareverylimitedand

failtoaddressmajorsegmentsofitscommunity.

Managementhasnotestablishedadialoguewith
organizationsrepresentativeofthecommunity,in

cludinganywhichrepresentlow-andmoderate

incomeorminorityneighborhoodswithinthede

lineatedcommunity.Theinstitution'smarketingand

creditrelatedprogramsarelimitedorpoorlycon

ceived.Theremayalsobesomeconcernaboutthe

communitydelineation.Seniormanagementisun

awareofspecialneedsoflow-andmoderate
incomeresidents,smallbusinessandsmallfarms.

RatingLovel5-Theinstitutionhasnotundertaken

anymeaningfuleffortstodeterminecommunity

.

Overview

EachfinancialinstitutionisassignedacompositeCRA

ratingthatisbasedupontheinstitution'sperformancein

moetingvariouscommunitycreditneeds.Anexaminer

beginstoevaluatetheinstitution'srecordinmeeting

communitycreditneedsbyfirstreviewingitsfinancial

conditionandsize,legalimpediments,andlocalecon

omicconditions,includingthecompetitiveenvironment

inwhichitoperates.Thetypeofcommunityinwhichthe

institutionislocatedwillalsohaveasignificantbearing

onhowtheinstitutionfulfillsitsobligationstothecom

munity.Communitycreditneedswill

CompositeRating

Theperformancecategoriesareindividuallyassigneda

numericrating.InassigningtheoverallcompositeCRA

rating,theperformancecategorieswillbeweighedand

ovaluatedaccordingtohowwelltheinstitutionmeets

thedescriptivecharacteristicslistedbelow.

AppendixA RatingSystems(12-06)
AppendixA
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creditneeds.Managementhaslimitedknowledge

regardingthecommunity'sdemographiccharac

teristics.Theinstitution'smarketingandcreditre

latedprogramsareeithernon-existentorhavere

peatedlyexcludedlow-andmoderate-incomear

baswithinthedelineatedcommunity.Theremay

alsobesomeconcernaboutthecommunityde

moderate-incomeareas.Itsparticipationinprivate,

aswellasgovernmentinsured,guaranteedorsub

sidyloanprogramsiseitherpretunctoryornone.

xistent,undercircumstanceswheretheneedfor

suchloanshasbeenidentifiedandthelendercan

articulatenoobjectivesupportablereasonforitslow

levelofparticipation.

RatingLevel5-Theinstitutionisunwillingtoadapt

itscreditofferingstoservedemonstratedunmet

creditneedsinitscommunity,particularlyforhous.

ing,smallbusinessorsmallfarmcredit.Thisrating

wouldbeparticularlyappropriatewherethelender's

tailuretomeettheseneedswascitedinaprevious

RatingLevel3–Thegeographicdistributionofthe

institution'screditextensions,applicationsandden

ialsmaysuggestunreasonablelendingpatterns.

Managementhasnotattemptedtoreviewitslend

ingpoliciesandproceduresortoanalyzetheinsti

tution'slendingpatternswithinitscommunity.The

institution'srecordofopeningandclosingoffices

anditsprovisionforservicesatitsofficesmay

indicateadisparityoftreatmentbetweencertain

areaswithinitscommunity.Suchadisparityisiso

latedandnotanoverallintentionalpatternorprac

dice.Managementhasplanstoundertakeimmedi

atestepstorestorereasonablyequalservicetoany

affectedareas.

RatingLevel4Thegeographicdistributionof

creditextensions,applicationsanddenialsreveal

unreasonablelendingpatterns,particularlyinlow

andmoderate-incomeneighborhoodsorareasof

racial/ethnicconcentration.Thegeographicdis

tributionofapplicationsmayindicateapossible

patternorpracticeofdiscouragingorillegallypre

screeningapplications.Theinstitution'srecordof

openingandclosingofficesandtheprovisionsof

servicesatitsofficesmaysuggestapatternof

disparatetreatmentofminorityorlow-and

moderate-incomeneighborhoods.Therecord

mightportrayaninstitutionthathassystematically

soughttocloseorcurtailservicesatofficesserving

minorityorlessaffluentneighborhoodswhileopen

ingnewofficesindeveloping,majorityorupper

incomeareas.

RatingLevel5-Thegeographicdistributionof

creditextensions,applicationsanddenialsreveals

extensive,systematic,andunreasonablelending

patterns.Theinstitutionhasadoptedloanpolicies

andprocedures,suchasunjustifiablyhighminimum

mortgageamountsordownpaymentsorrestric

tionsbasedontheageofproperty,whichhaveor

canreasonablybeexpectedtohaveasignificantly

adverseimpactonloanavailabilityinlow-and

moderate-incomeorminorityneighborhoods.The

institution'srecordofopeningandclosingoffices

andtheprovisionofservicesatitsofficessuggesta

continuingpatternofdisparatetreatmentofminority

orlow-andmoderate-incomeneighborhoods.

Wherethiswaspreviouslycited,managementhas

Rating_Level3Theinstitutionisinlessthan

satisfactorycompliancewithantidiscriminationand

othercreditlaws.

RatingLevel4– Theinstitutionhasanun.

satisfactoryrecordofcompliancewithanti

discriminationandothercreditlaws.

RatingLevel5Theinstitutionisinsubstantial

noncompliancewithantidiscriminationandother

-
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coveredpreviously,tohelpmeetcommunitycredit

needs.ManagementmaybeunawareoftheCRA

regulations'encouragementofinstitutionin

volvomentincommunitydevelopment/re.

developmentprograms.

RatingLevel5-Managementhasrepeatedly

demonstrateditslackofinterestindeterminingit

communitydevelopmentsp:ojectsexistinitscom

munity.Ithasnotexpressedaninterestindevelop

ingitsownresponsetocommunitycreditnoods.

RatingSystems(1286)
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ATTACHMENT3 MemorandumofUnderstanding

Page2.

CRASAMPLEFDICSUPERVISORYACTIONSRE:

9. TheBankshalldirecttheComplianceOfficerthatwithin

60daysofthereceiptoftheComplianceReport,the

ComplianceOfficershallensurecorrectiveactionhasbeen

takenoneachtypeofviolationreportedbysupervisory

authorities,includingeachexceptionlistedinthereport,

dated:

10.

ThisMemorandumconstitutesanAgreementbetweenthe

andtheRegionalDirectorofthe

11.

4. Itisagreedthatwithin60daysofthedateofthisagreement,theBank

shallfurnishtothe

Within90daysofthedateofthisagreement,theBoardshall

reassesstheBank'sCRAperformanceandmaketheoperatingand

policychangesconsiderednecessarytoimprovethatperformance,

consistentwiththesafeandsoundoperationoftheBank.A

writtenreportofthatreassessmentshouldaddresseachofthe

assessmentfactorsoutlinedinSection345.7oftheFederal

DepositInsuranceCorporation'sRulesandRegulations.That

reportshouldbesubmittedtotheRegionalDirector.

TheBankshallprovidetheComplianceOfficerwithadequate

timeandtrainingtobecomefamiliarwiththevariouslawsand

regulationsandtosatisfactorilydischargehisorherduties.

TheBankshalldirecttheComplianceOfficerthatwithin120

daysofthedateofthisAgreement,theComplianceOfficer

shallprepareatrainingprogramandparticipateinthe

trainingofotherofficersandemployeesonacontinuing

basis.

5.

FEDERALDEPOSITSINSURANGECORPORATION,

Accepted:_ LLROU Date

Date

6.

PURSUANTTORESOLUTIONADOPTEDBYBOARD

OFDIRECTORSOFTHE

·1989

7. TheBankshalldirecttheComplianceOfficerthatwithin

120daysofthedateofthisAgreement,theCompliance

Officershallprepareascheduleofthecontinuingrequirements

ofeachregulation(typeandtimingofdisclosures,approvals,

etc.)sothatallinvolvedemployeeswillbeinformedofthe

regulationsrequirements.

TheBankshalldirecttheComplianceOfficerthatwithin

120daysofthedateofthisAgreement,theComplianceOfficer

shallpreparewrittenproceduresforcontinuingfollow-up

andreviewtoensurethatadoptedpoliciesarebeingfollowed

onaconsistentbasis.

8.
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FEDERALDEPOSITINSURANCECORPORATION

Inthematterof

ORDERTOCEASEANDDESIST

FDIC

(INSUREDSTATENONMEMBERBANK)

PAGES2THROUGH6DELETED("Bank"),havingbeen

advisedofitsrighttoaNOTICEOFCHARGESANDOFHEARINGdetailing

allegedchargesofunsafeorunsoundbankingpracticesandapparent

violationsoflawsandregulationsbytheBankandofitsrighttoa

hearingregardingsuchallegedchargesundersection8(b)(1)ofthe

FaderalDepositInsuranceAct("Act“),12v.$.c.§1818(b)(1),and

havingwaivedthoserights,enteredintoaSTIPULATIONANDCONSENT

TOTHEISSUANCEOFANORDERTOCEASEANDDESIST(“CONSENT

AGREEMENT")witharepresentativeoftheLegalDivisionofthe

FederalDepositInsuranceCorporation("FDIC“),dated
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ExaminationReport;and(3)reportingateachBoardmeetingthe

resultsofsuchreviewproceduresforinclusionintheminutos.

Suchmonthlyreportssubmittedbythecomplianceoflicortothe

Boardmustincludeataminimum:(1)eachlaworregulation

reviewed;(2)detailsofexceptionsnoted;(3)anycorrectiveaction

taken;(4)anytrainingactivityconductedduringtheperiod,

indicatingthesubjectmatterandthenamesandjobtitlesof

employeesinattendance;and(5)thecomplianceofficer'sopinionof

theadequacyofthecomplianceoperatingproceduresandthebank's

1
currentlevelofcompliance.

LASTPAGEDELETED

7. AsoftheeffectivedateofthisORDER,theBank'sBoard

ofDirectorsshallrequirethedesignatedcomplianceofficer(1)to

havecontinuousaccesstoallpriorandfutureFDICCompliance

ExaminationReportsandofficialcorrespondencerelativetothe

Bank'scomplianceadministration;and(2)tobeprovidedwith

sutficientdelegatedauthority,timeandresourcesduringnormal

workinghourstostudytheBank'spreviouslyadoptedcomprehensive

compliancemanual,updateanyobsoletematerialonanongoingbasis

asnecessaryand,thereafter,strictlyimplementtheprovisionsof

theprogramcontainedtherein.

,1987.
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Original

MEMORANDUMOFUNDERSTANDING
MEMORANDUMOFUNDERSTANDING-2

ThisconstitutesanAgreementbetweentheboardofdirectorsofthe

DATED ComprisingtheBoardofDirectors
Itisagreedandunderstoodthattheboardofdirectorsshall,vithin60

daysofthedateofthisAgreement,takethefollowingactionstoimprove

thebank'scomplianceprogram:

of

1. Appoint«complianceofficertooverseeandcoordinatethe

bank'soverallcomplianceefforts.Thecoaplianceofficershall

beresponsiblefortrainingandsupervisingallaffected

personnelincompliancerelatedmattersandshallbegiven

necenaryauthoritytoimplementappropriatecompliance

procedures.Thecomplianceofficershallalsobegiven

sufficienttimeandresourcestocarryouthisorherduties.

RegionalDirector

FederalDepositInsuranceCorporation

2. Ensurethatthecomplianceofficerreceivesdecessarytraining

assoonaspossibleafterassuminghisorherduties.

3. Adoptacomplianceprogramthatincludesappropriateinternal

controlsandtrainingofpersonnelinallbankfunctionsrelated

tocompliance.

4. Institutereviewprocedurewherebyloandisclosurestatements

andadverseactionnoticesarereviewedby·knowledgeable

individual,otherthanthepreparer.

Withrespecttothespecificviolationsorexceptionsdisclosedinthe

ComplianceReportofexaminationpreparedasofthecloseofbusiness

1. Establishandimplementpracticesandproceduressufficientto

reasonablyassurecompliancewiththeTruthinLendingdisclo

surerequirementssetforthinRegulationZ,andmakeeffortsto

avoidfurtherviolationsofeachtypeofTruthinLendingdis

closurerequirement,describedintheComplianceReport.

2. Furnishacompleteandaccurateadverseactionnoticetoappli

cantsforcreditasrequiredinSection202.9ofRegulationB,

whichimplementstheEqualCreditOpportunityAct.

3. Establishandimplementpracticesandproceduresnecessaryto

complywiththeprovisionsofPart339oftheFDICRulesand

Regulationsrelatingtoloansinareashavingspecialflood

hazards.

4. Obtain,recordandmaintaintheinformationonhomeloanappli

cantstotheextentnecessarytocomplywithprovisionsof

Section338.4oftheFairHousingregulations.

Directmanagementtocorrectallotherviolationslistedinthe

ComplianceReportandinstituteappropriateprocedurestopre

venttheirrecurrence.

Inaddition,theboardofdirectorsshallmonitorandconfirmthecomple

tionofactionstakenbymanagementtocomplywiththetermsofthis

Agreement.TheboardshallsocertifyinwritingtotheRegional

Directorwhentheaboveactionshavebeenaccomplished.Allactions

takenbytheboardpursuanttothisAgreementshallbedulynotedinthe

minutesofitsmeetings.ThisAgreementiseffectiveuponacceptanceby

theRegionalDirectorofthe
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Original

Copy

MEMORANDUMOFUNDERSTANDING-2

MEMORANDUMOFUNDERSTANDING

.

ThisconstitutesanAgreementbetweentheBoardofDirectorsofthei

ThisMemorandumofUnderstandingshallremainineffectuntilterminated

inwritingbytheRegionalDirector,oruntiltheRegionalDirectorshall

receivewrittennoticeofrescissionbyunanimousactionbytheboardofdirectors.

DATED

1. Establishandimplementpracticesandproceduressufficienttoreasonably

assurecompliancewiththeTruthinLendingdisclosurerequirementssetforth

inRegulation2,andmakeeffortstoavoidfurtherviolationsofeachtypeof

TruthinLendingdisclosurerequirement,describedintheComplianceReport

preparedatthe

FederalDepositInsuranceCorporatio

2. EstablishandimplementinternalprocedurestoensurecompliancewithSection

202.7(d)ofRegulationBwhichimplementstheEqualCreditOpportunityAct.

AdheretotheprovisionsoftheCommunityReinvestmentAct(CRA).Also,cor

rectallviolationsofCRAdescribedinthe.,1988Compliancereport.

3.

FurnishtheGoodFaithEstimateandcompletedUniformSettlementStatement

(HUD-1)totheapplicableborrowerand/orsellerasrequiredbyprovisionsof

Sections3500.7and3500.8,respectively,ofRegulationX,whichimplementsthe

RealEstateSettlementProceduresAct.

5.

6.

CorrectallotherviolationslistedintheComplianceReportofExaminationand

instituteappropriateprocedurestopreventtheirrecurrence.

Appointicomplianceofficertooverseeandcoordinatethebank'soverallcom

plianceefforts.Thecomplianceofficialshallberesponsiblefortrainingand

supervisingallaffectedpersonnelincompliancerelatedmattersandshallbe

givennecessaryauthoritytoimplementappropriatecomplianceprocedures.The

complianceofficershallalsobegivensufficienttimeandresourcestocarry

outhisorherduties.

Ensurethatthecomplianceofficerreceivesnecessarytrainingassoonaspos

sibleafterassuminghisorherduties.

7.

8. Adoptawrittencomplianceprogramthatincludesappropriateinternalcontrols

andtrainingofpersonnelinallbankfunctionsrelatedtocompliance.

Instituteareviewprocedurewherebyloandisclosurestatementsandrelated

documentationarereviewedbyaknowledgeableindividual,otherthantheprepa
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Senator Dixon. Thank you very much, Ms. Smith.

LACK OF UNIFORMITY BETWEEN AGENCIES

a

One of the first things I would like to observe is that one of the

complaints that we continuously receive in the committee is that

there is a lack of uniformity to themethod with which each of your

four separate regulatory agencies does its job. I can't say that I get

that sense as I hearyour testimony. It doesn't sound allthat differ

ent, the different things that you do.
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Ms. SMITH. Not much to add, but I believe that the task force has

made an effort to come out with more uniform procedures, not just

on CRA but all the consumer protection laws. Wedo have an ex

amination procedure subcommittee, which we made a permanent

subcommittee in recent months.

TRAINING PROGRAM

Ms. SMITH . I would say there is an effort to do this. I know in our

case we are looking at developing more training, and part of that is

more advanced training. We are actually taking a look at some of
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loans, to see whether the pattern was appropriate or whether there

was gerrymandering going on .

|
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lishes four different ratings to be publicly disclosed: the first being

an outstanding record of meeting community credit needs, the

second being a satisfactory record, the third being a record that

needs improvement, and the fourth being substantial noncompli

ance with community credit goals.

REPORT LANGUAGE

I would say with regard to that provision there is one area where

we have some remaining concerns, and perhaps, Senator Dixon,

you would have some influence along the way with the report lan

guage. We are anxious to have it made clear that we have the abil

ity to speak confidentially to the institution in the areas that in

volve the privacy of their customers and individual employees, the

institution's own financial condition, and other sensitive matters

that we would want to bring to their attention to encourage good

behavior. At the same time, we want to make full and fair disclo

sure of our overall assessment to the public.
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Mr. McDOWELL. I believe the adjective rating system that is

being proposed is probably better for the local communities than

giving them numbers. I think it will be more meaningful, as Mr.

Kluckman said . It will be an improvement.
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So again it seems to me it shouldn't be surprising that you have

pretty high numbers.

ATLANTA INVESTIGATION

They do not answer the question of whether racial discrimina

tion is occurring, however. There are lots of things at work; for ex

ample, the turnover of housing stock . In the Atlanta study the

turnover of housing was about twice as great in the nonminority

areas as in the minority areas . The value of the housing stock was

about 25 percent less in the minority areas than it was inthe non

minority. There were different preferences for FHA and VA loans,

and those are offered more commonly by mortgage bankers than

financial institutions that were active in the minority areas . And

there were a variety of other factors. The banks may not have had

the aggressive outreach that we would have wanted in those minor

ity areas.
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It is a complex set of factors that certainly merit concern, and

the Department of Justice, for example, is now conducting an ex

tensive investigation of the Atlanta situation .

JUDGMENT AND RECOMMENDATIONS

Senator Dixon . Who makes that judgment?

Ms. SMITH . The examiner.

you have ?

Ms. SMITH. We have about 2,000 examiners right now.

Senator Dixon . How many do you have, Mr. McDowell?
Mr. McDoWELL. About 2,500 .

Senator Dixon. How many do you have, Mr. Kluckman?
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Mr. GARWOOD . We have about 100 who devote themselves exclu

sively to consumer compliance matters.
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What happens then? What do you do? Do you do anything?
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Mr. KLUCKMAN. I believe if the examiner during an examination

found in the comment file a letter from a particular group com

menting upon the institution's CRA record, that the examiner

would in the normal course contact that group and determine what

the real concerns were. It would not be an appropriate examination

to fail to contact someone who raised real concerns.
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Senator Dixon. Do any of you have anything further you would

like to observe in connection with this before I conclude this hear

ing this afternoon ?

-
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Questions for the record for the Federal Reserve Board from Senator Dixon

from the July 31, 1989 hearing

Questions and Answers

1. How specifically is an institution to ascertain the credit

needs of low- and moderate - income neighborhoods ? How

specifically will an examiner determine whether an institution

has fulfilled this obligation ?

Institutions may ascertain the credit needs of their

communities in a variety of ways , such as through regular contact

with customers , meetings with community groups , marketing surveys

or studies , Board of Director memberships or directorships in

economic development or other organizations , and discussions with

elected officials and government agencies . Some of these are

described in the Joint Policy Statement on CRA issued by the

federal financial regulatory agencies in March . How examiners

determine the extent to which institutions have ascertained local

credit needs is addressed on pages II.1.48 and 49 of the uniform

interagency examination procedures for CRA , a copy of which is

attached .

Would marketing only to high income areas and not to

moderate - income areas be non -compliance with the CRA ? What

sort of marketing is required ?

No specific type of marketing is required by the statute or

the regulation , but institutions are generally expected to make

their credit services available in a non-discriminatory manner ,

throughout their delineated community . The kinds of marketing

and outreach which we take particular note of in evaluating CRA

performance are described on pages 5 and 6of my testimony .

In our view the CRA does not prohibit an institution from

offering certain products geared to high income clientele , or

from directing its marketing of those products to that audience-

as long as the totality of its services help to meet the credit

needs of its entire community , including low- and moderate- income

areas . There may be situations , however , in which a bank's

delineated community has no low- and moderate- income areas , for

example , a small bank located in the suburbs . Assuming that the

bank's community delineation does not unreasonably exclude any

such areas , the bank would be doing what is expected by CRA by
serving its own community . The examiner would not be precluded

from assigning a satisfactory rating even if there was no

marketing to low- or moderate- income areas ( assuming there were

none within the designated community . ) The statute directs us to

assess a state member bank's record of " meeting the credit needs

of its entire community , including low- and moderate-income

neighborhoods , consistent with the safe and sound operation of

such institution . " If there are no low- and moderate- income

areas in the community and the bank is serving its entire

community, then it is doing what is expected . Obviously , care

must be taken in deciding that such a delineation is , in fact ,

reasonable .
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The answer to your question is clearly more complex when

dealing with a bank with low- and moderate- income areas in its

immediate vicinity . Assuming that there are both low- and

moderate- income areas and more affluent areas in a bank's

delineated community , a satisfactory rating would not be given if

the bank is not taking steps to serve all parts of that

community . It may choose to serve the various parts differently

by offering products that meet the different needs of the various

areas , if that is appropriate . It might also , for example ,

specialize in serving a higher income clientele in its retail

strategy but conclude that it can best meet the needs of the low

and moderate - income areas by investing in local bonds , assisting

minority enterprises , participating in public / private

partnerships for commercial revitalization and low- and

moderate- income housing and the like . Furthermore , it may use

different forms of outreach and advertising to get its product

offerings before the various parts of its market in the way that

is most effective .

It is difficult to come to a single simple answer to is

question because all banks are different and they serve different

communities with different characteristics .

I want to be clear , however , that a state member bank that

unreasonably excludes low- and moderate- income areas from its

delineated community , or fails to help serve the needs of those

that are in its delineated community , is unlikely to get a

satisfactory rating from our examiners .

3 . How specifically do you analyze the geographic distribution

of credit ? How exactly is the HMDA data used ? What would be an

acceptable geographic distribution ? What would be unsatisfactory ?

Provide several examples .

Pages II.1.50 and 51 of the uniform interagency CRA

examination procedures describe how the geographic distribution

of credit is analyzed . These procedures are part of the larger

focus on detecting illegal credit discrimination which , in

addition to an analysis of where loans are actually made , also

includes a review of the bank's lending policies and practices to

see that they do not discourage loan applications, a review of

the distribution of applications and denials , and compliance with

consumer credit laws more generally . In this context , examiners

compare key " profile " information from both accepted and rejected

loan applicants , looking for any differences in the way the

institution's stated lending standards have been applied . Loans

may also be geocoded , or plotted on a map by census tract , which

readily indicates whether lending has failed to reach specific

areas .

HMDA data reported by institutions is compiled and matched

against census data . It is then made available to regulators

( and to the public at central repositories within each MSA ) in

the form of tables which present breakdowns of lending by

22-155 O - 90 - 5
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individual institutions, and by aggrégate lenders within each
MSA , according to location , age ofhousing stock , income level

and racial characteristics .

There is no " acceptable " or " unacceptable " distribution of

loans that applies to all cases . This is particularly true given

the importance demand and competitive factors play in determining

where , and in what volume , loans are extended . However , for

purposes of analysis , we have found it helpful to compare the

percent of mortgage and/or home improvement loans made by a given

lender in low- and moderate- income neighborhoods , with the

percent of loans made in those neighborhoods by all reporting
lenders . We have also found it helpful, when comparing lending

patterns in different census tracts, to calculate the number of

loans made per owner - occupied unit , given that disparities may

sometimes be due to a high incidence of rental housing .

Attached are redacted examples of the analysis performed of

HMDA lending patterns in several application cases in 1989 .

4 . How many applications have been approved without conditions

when the financial institution has had a less than satisfactory
rating ?

Between 1983 and 1988 , the Board approved about 70

applications where a CRA rating was less than satisfactory--and

very few of these involved a CRA protest . To put this in

perspective , those 70 applications represent less than 1 percent

of the total number of bank holding company applications handled

by the Board during those years .

The Federal Reserve has seldom used conditional approvals in

applications raising CRA issues , although it does make use of

approvals with commitments . In all these cases where an

institution party to the application has had a less than

satisfactory rating , the applicant must have already taken

corrective action to address any CRA deficiencies, or must have

made commitments to do so , before processing of the proposal is

completed . In this respect , we operate like we do when

improvements have been needed in such matters as financial or

managerial weakness .

5 . The March Joint Statement by the Exam Council encourages a

dialogue between banks / thrifts and community groups through the

expanded CRA Statement and public comments thereon . Do you yet

know how many banks and thrifts are now writing expanded CRA

statements and how many are getting comments from community

groups ?

We do not have any statistical information in that regard at

this point in time . We have talked informally with bankers , and

have been told by many that they are in the process of acting on
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the Statements guidance and recommendations . Our examiners

conduct CRA examinations in light of the Joint Policy Statement ,

noting the specific measures taken by a bank in response to the

Statement in their findings , as appropriate .

6 . Describe how and when examiners contact community groups

during an exam . How do examiners decide whom to contact ? In

what percent of exams are community groups interviewed ? What are

they asked ?

As a matter of long- standing policy , our examiners conduct

interviews with people outside of the bank during the course of

each CRA examination . These contacts include consumer advocacy

groups , housing coalitions , local business and trade

associations , and government officials and other sources of

information about the communities ' credit needs . Since all of

these organizations are outside the bank they might all be

considered " community groups " in a broad sense . If so , such

contacts are made in one hundred percent of the examinations .

In some small rural communities there may be no organized

" community groups " of the more limited type one traditionally

thinks of in an urban setting . Consequently , if that is the

definition used , such contacts would be made in something less

than all of the examinations . We do not , however , have data that

would provide an exact percentage ; but , it is our policy in all

cases to encourage examiners to seek out the best community input

possible to help make an honest assessment of the bank's CRA

performance .

These contacts are selected by examiners in a number of

ways . Frequently examiners telephone local housing departments

or agencies to identify contacts, and to ask for referrals .

Community Affairs Officers at the Reserve Banks provide ideas to

examiners for contacts and conduct many such contacts themselves .

Reviewing the bank's CRA public file and previous CRA examination

reports can yield possible contacts . If there has been recent

CRA - related dialogue or protest activity in or near the bank's

service area , those protestant organizations or individuals

involved may be contacted .

Points to be covered in the interview are the contact's

perceptions of how the community may grow and prosper ; what types

of credit would assist in the community's improvement , whether

they are currently available , and from whom ; how specific

financial institutions are involved in the community ; what areas

of the community are most in need of help ; whether there are

additional programs financial institutions could utilize to

further satisfy the community's credit and service needs ; and

whether there is any indication that any protected classes ( which

are articulated in the Equal Credit Opportunity Act ) have

experienced discriminatory practices by financial institutions.

The form our examiners use for recording community contact

interviews is attached .
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7 . When the Federal Reserve Board reviews an application on CRA

grounds , its order on the application routinely includes a

discussion of the issues raised , the Board's assessment of the

bank's performance with respect to those issues , and how its
conclusions affected the final decision . This type of discussion

has proved helpful - to lenders and community groups alike -- in
providing insight into the Board's interpretation of CRA . Are

the other regulatory agencies willing to follow this practice?

-

This question is not applicable to the Federal Reserve .

8 . Since there are no performance standards for measuring CRA

performance and assigning ratings , what assurance is there that

ratings are assigned consistently by different examiners , within

different regions of each agency , and across agencies ?

On the contrary , there are definite standards for measuring

CRA performance and assigning ratings . These are set out in the

twelve assessment factors contained in Regulation BB and in the

uniform interagency CRA ratings system , copies of which have

previously been provided to the Subcommittee and which are

attached hereto . As I indicated to you on page 7 of my

testimony, these standards are generally qualitative rather than

quantitative in nature , describing the type rather than the

specific amount of activities institutions should be engaged in

to merit ratings on a 1 to 5 scale . They acknowledge that

financial condition and size of the bank , the urban or rural

character of its locale , the competitive environment and the

prevailing local economy will have a significant impact on how

CRA obligations are addressed .

To ensure consistency within the Federal Reserve System , we

review examination reports on a sample basis here in Washington

to ensure policy is adhered to in citing violations and assigning

ratings . With regard to the four regulatory agencies ,

substantively similar implementing regulations for the CRA have

been adopted , and a uniform rating system is followed .

At the same time , I would frankly say that assessing CRA

performance inherently involves a measure of subjectivity , as

well as the examiner's professional judgment and insight ; it

cannot be reduced to a mechanical , lockstep process . We do our

best to ensure uniformity through examiner training and review of

examination reports . We also address general questions relating

to CRA examinations through the Federal Financial Institutions

Examination Council ; for example , the Council has issued a

" Question and Answer " document on CRA issues which have arisen ,

primarily as a result of field experience .

9 . Do financial institutions derive any benefits for achieving

a top CRA rating ? Should they ? What specific recommendations

would you have ?



129

6

Institutions do derive benefits, in the sense that their

economic success is very much linked to the growth and prosperity

of their communities--which they can promote through their CRA

efforts . We believe institutions should comply with the CRA

because it is the law , and would not be in favor of any kind of

special rewards to those which fulfill their legal obligations .

Some of the proposals I have heard discussed in this regard-

such as paying interest on required reserves for high - rated

institutions--have severe problems .

10 . Some banks claim that their CRA ratings have been downgraded

because of agency criticism of their documentation . This

apparently occurred even when the bank in question was performing

on CRA in a superlative manner . How much new emphasis is being

placed on CRA documentation as opposed to performance ? How do

you balance the two ?

The CRA Policy Statement affirms that the agencies expect

financial institutions to manage their CRA responsibilities like

they do other aspects of their business . One element of good

management , typically, is reasonable documentation .

intended to require documentation simply for the sake of

documentation , the Policy Statement does explain that such

documentation will be a key factor in the agencies ' ability to

analyze the issues in a CRA - protested application quickly and

thoroughly . We have also conveyed in the Policy Statement that

we are endeavoring to shift our focus to the examination as the

gauge of how well a bank is performing under the CRA , and away

from the highly pressured application process . Consequently , it

is very much in a bank's interest to keep good documentation of

its CRA activities to " answer " a CRA protest , to present during a

CRA examination and , just as importantly , to facilitate its own

self-evaluation of its own performance as a part of its effort to

manage this responsibility .

Nevertheless , while we have urged banking organizations to

document their efforts for these reasons , I would not say that we

have placed any " new emphasis " on documentation with respect to

the assignment of ratings . In fact , I am not aware of any state

member bank whose CRA rating has been downgraded simply because

of poor documentation . A deterioration in the rating is apt to

be evidenced if the institution has done little to manage and

document its own performance , thereby indicating it has no

process in place for dealing with CRA . However , this certainly

would not be the case if the performance has nonetheless been

demonstrably satisfactory .

11 . Do agency procedures require examiners to review existing

CRA agreements between lending institutions and community groups.

If so , describe the procedures . Do examiners routinely assess a

financial institution's implementation of such an agreement in

evaluating an institution's CRA performance ? Do the procedures

require examiners to contact the community groups as part of this
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evaluation ?

It is the Board's policy to encourage banks and community

groups to talk with each other and , as much as possible , to

resolve their differences . However , it very firmly believes that

any agreements made by banks with community groups are private

matters which it does not enforce . Therefore , examination

procedures do not call for the examiner to make sure they have

been complied with . In this respect , they are unlike commitments

made by banking organizations to the Board , which definitely are

subject to supervisory follow -up . This distinction is important

because many of these private agreements contain specific lending

targets or other provisions which could bring the Board into the

business of allocating credit or " favoring " one particular

community group over other equally worthy ones .

At the same time , I should point out that in many cases the

private agreements do result in special initiatives by a bank to

improve its community outreach , its lending , or other

credit - related services . Such initiatives may very well

strengthen bank performance in one or more of the CRA performance

categories and would , naturally , be reflected in the examiner's

assessment of the bank's record . This record would not be

reviewed , therefore , in the context of enforcing the agreement

but , rather , of assuring that a complete and accurate assessment

of that record is reflected in the examination report and the

rating assigned .

As mentioned under question 6 , examiners may interview a

community group which has entered into a private agreement with

the bank being examined as one of their routine " community

contacts , " although examination procedures do not require them to

contact that particular group . Other organizations , businesses ,

agencies or individuals may have an equal or superior claim to

the examiner's attention in that community .

12 . All of the agencies indicate that HMDA data is integral to

CRA evaluations and helps them to determine the degree to which

lenders are serving various parts of their communities with

respect to mortgage loans . Would comparable data for commercial

lending be equally useful ? If not , why not ?

No , I do not think so . First , unlike with HMDA , such data

would not be very reliable as a geographic indicator of the

impact of the credit extension . For example , a business loan may

not b used in the same neighborhood , or even the same city ,

where the business that took out the loan is located . It would

also be difficult from a reporting standpoint , since such diverse

arrangements as overdraft privileges, credit card accounts ,

accounts receivable financing , revolving lines of credit , various

lease financing , mortgage loans as well as working capital loans

can fall into the " business loan " category . Sorting out the

varying impacts of all these kinds of loans , determining their

geographic importance and coming to a reasonable CRA assessment
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in an examination report would be extremely difficult and of

questionable value . It would also be very expensive for the

regulators and the industry , and I question whether the expense

would be worth the results that could be achieved .

We have found that knowing on a more " micro " basis the

number and kinds of business loans a bank provides , the terms

under which such credit is extended , and the location of the

businesses involved often tells us more about how well it is

serving the needs of the business community than a " macro " data

bank showing the distribution of all such loans . For example , we

are interested in whether the bank has participated in

government - insured , guaranteed , or subsidized loan programs , such

as the SBA programs and similar state or locally- sponsored

programs . We check to see whether efforts have been made to tell

local businesses , including those which are minority or

women-owned , about the institution's services . 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 ) .

of this , however , our examiners would be able to look beyond the

raw data to the purpose of the loan to more accurately judge its

impact on the bank's community . We think this more " micro " data

about the individual bank being reviewed is sufficient to our

purpose and more valuable than the " macro " data that would be

gleaned from a HMDA - type system for all commercial loans .

13 . A recently released study by the Center for Community Change

found that banks and thrifts lend , on average , 3 times as much in

white middle class neighborhoods than in minority middle class

neighborhoods . Why does this sort of redlining still exist?

Should not enforcement of CRA laws stop redlining ?

I have not seen the study by the Center for Community

Change , although I am familiar with studies published in Atlanta

and Detroit newspapers which had similar findings . Those studies

are correct in pointing out that more home purchase loans were

extended in mostly white neighborhoods than in mostly minority

areas with roughly the same income . However , none of those

studies could clearly conclude that the lending disparities

resulted from illegal discrimination by lenders . Other possible

explanations are also plausible , such as the influence of other

factors in the market , like the real estate brokers and

appraisers , a failure by lenders to adequately market their

lending services in those areas , and factors relating to the

demand for credit . Though discrimination is a possible cause for

the disparities , it is not prudent to conclude from the studies

done to date that that is the cause without a doubt .

The conclusion that racial discrimination is the cause for

the disparities cited by the various studies is seriously

questioned by their failure to take into account home improvement

loan activity , which is a significant aspect of housing-related

credit-- and is often especially needed in those low- and
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moderate- income areas with older housing stock . The studies

either omit mention of , or give little credence to , the fact that

loans to those same minority neighborhoods for home improvement

outnumbered home improvement loans to their mostly white

counterparts . If lending patterns were the result of racial

redlining, why would this be the case?

These studies raise very serious issues , which the Federal

Reserve , along with others , is seeking to address . Yet I do not

think we can conclude , as your question implies , that commercial

banks and thrifts are guilty of racial redlining without a more

thorough analysis of all the factors at work--including the

frequency of housing turnover in the respective neighborhoods ,

the loan activity of mortgage bankers , and the differences in

loan products offered by commercial banks and other lenders , and

factors other than income that affect creditworthiness . There

are deeply rooted historical preferences involved-- including , in

some cases , an outright distrust of banks and reluctance to deal

with them that we need to try to understand if we are to

overcome it .

-

With regard to our enforcement of the CRA , trying to prove

that racial discrimination has taken place is a difficult ,

frequently inconclusive job , given that such a conclusion should

not be reached lightly and should be supported by evidence

showing that persons similarly qualified for purposes of

creditworthiness were treated differently , solely because of their

race or other protected characteristic . Nevertheless , our

examinations do reveal CRA deficiencies-- such as the failure to

effectively market services in minority communities , or the

existence of underwriting criteria which make it more difficult

for minority applicants to qualify for credit--which contribute

to racial disparities in lending . We point these out , and work

with institutions to correct them . But our efforts to enforce

the CRA , the Equal Credit Opportunity Act and the Fair Housing

Act , though conscientious , may not be able to eliminate factors

at work that may go well beyond the particular bank being

examined or the banking system as a whole .

14 . Each agency's testimony provided data on how many hours

examiners spend per CRA exam . Clarify your methodology , as it is

uncertain whether each agency followed the same methodology in

calculating the hours .

Attachment E to my testimony ( copy attached ) provides the

number of hours spent per examination , indicated according to

bank asset size . The number of hours included time spent con

ducting the examination on bank premises , conducting community

contact interviews at various locations in the community , and

preparing for the examination in the Reserve Bank--usually in

analyzing HMDA data and reviewing previous examination reports as

well as demographic or other information about the bank's
community .



133

10

15 . Page five of the Federal Reservé's testimony describes the

types of information reviewed in assessing the marketing and

special credit programs assessment factor . At the selection of

the the Federal Reserve , about a dozen CRA exams were provided to

the Subcommittee staff . Those selected reports had scant

evidence of any special focus on the low and moderate income

neighborhoods in marketing efforts . What explains this seeming

contrast between your testimony and the apparent implementation

of policy ?

I do not believe the examination reports show any such

contrast . At the Subcommittee's request , our selection included

some reports for other than " good" performers where such targeted

marketing efforts were absent . Other reports dealt with banks in

communities --notably, those in rural settings--which are largely

homogeneous ; I think the reports made this situation clear .

Under the performance category " Community Credit Needs and

Marketing , " the reports describe , where applicable , specific

marketing and advertising efforts aimed at low- and moderate
income segments of the community . Other reports discuss outreach

efforts more generally , such as contacts with realtors , community

breakfasts hosted by a bank branch in a high minority

neighborhood, officer call programs and many other activities

which open the lines of communication between a bank and the

people it serves . Because each bank and its community is

different , the degree to which marketing efforts are targeted to

lower income areas varies accordingly-- and this is appropriately

reflected in reports of examination .

16 . According to your testimony, the Federal Reserve monitors

CRA compliance with follow - up correspondence and visits . In what

percentage of cases does this occur? Are there other sorts of

supervisory actions which the Federal Reserve has taken ? Under

what conditions and in what percentage of cases?

The CRA statute does not authorize us to engage in formal

supervisory actions , such as Written Agreements or Cease and

Desist Orders . Our mandate under the law is to encourage banks

to help address local credit needs throughout their entire

community, and we certainly attempt to do so with our examination

program and through our Community Affairs Program , which has

conducted a great deal of outreach , held hundreds of educational

conferences , and produced a wealth of written information on

community development lending techniques and opportunities. The

statute also calls upon the Board to take the applicant bank´s

CRA record into account when considering applications for merger ,

acquisition , branching , or forming a holding company - and this

does give us a significant lever for ensuring that banks have

satisfactory records .

As I mentioned in my testimony , we are rigorous in

examination follow- up in those cases where bank performance is

unsatisfactory . The Reserve Banks are responsible for providing
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the supervisory attention needed to assist state member banks

with identified CRA weaknesses in improving their performance .

As part of their routine examination followup -- for all

examinations conducted regardless of the rating assigned --Reserve

Banks expect bank management to provide a written response to any
serious adverse CRA findings . If a bank's response fails to

address examination criticisms in a satisfactory manner , the

Reserve Bank pursues the matter in further correspondence and

meetings with management and boards of directors and through
follow- up examinations . We do not maintain figures on the

percentage of cases in which this occurs . Of course , examiners

also always check to see that corrective measures have been taken

at the next examination .

Under the Board's examination frequency guidelines , banks

exhibiting significant CRA weaknesses are , by virtue of their

adverse rating , required to be re-examined within 12 months ( in

the case of 3 - rated banks ) or within 6 months ( in the case of 4

and 5 - rated banks ) , rather than according to the standard 18

month interval . In 1988 , and as of the third quarter 1989 , 7

percent of state member banks were assigned ratings of 3 , 4 or 5 ,

and therefore were subject to the more frequent examinations .

Assistance provided by Community Affairs Officers to state

member banks , bank holding companies , and others in developing a

satisfactory record is also provided at the institution's

request--most often on referral by examiners who have identified

CRA weaknesses . We have no precise figures on what percentage of

state member banks have accepted CAO assistance , but we do know

that our CAO's have helped scores of banks--not limited to state

members -- in this manner .

17 . In approximately one third of the Federal Reserve's

protested cases CRA commitments are made . This is a significant

percentage . What happens in non - protested cases?

My testimony explained in pages 11-14 that CRA performance

is one of the statutory factors the Board must consider in its

review of certain applications. The CRA merits of the case are

subject to careful review , particularly when a protest has been

filed or when any of the banks party to the application have been

assigned an adverse CRA rating .

In some of these cases we find that corrective measures have

already been taken to address the weaknesses identified during

the examination , and the institution is able to demonstrate to us

that current performance is satisfactory . In other cases ,

commitments have been made to correct the deficiencies . The

Board and other financial regulatory agencies have believed that

using commitments to improve the bank's record was appropriate ,

constructive , and consistent with what was done when other

aspects of an applicants record needed improvement .
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However , that approach has changed somewhat under the

interagency CRA Policy Statement issued in March . Under that

statement , where the overall record of an applicant is

satisfactory but some specific weaknesses are evidenced ( where ,

for example , only one out of several subsidiaries of an applicant

holding company has a less then satisfactory rating ) , commitments

may be offered to enhance performance before processing of the

application is completed . The March Policy Statement clarifies

the agencies ' expectation that applicants will come to them with

a sound program and a good record already in place . The

important thing to note is that , in all cases where any CRA

weaknesses are evidenced , the weaknesses have been fully

addressed through commitments or through corrective action

already implemented before processing is completed .

In 1988 , the Board staff handled 20 cases with adverse CRA

ratings where there was no public protest . Commitments for

improved performance were made in 7 , or 35 percent of those

cases . In 2 instances , applications were withdrawn by the

applicant , it having been advised by Board staff that CRA

deficiencies posed problems in processing the case . In one other

case , the processing of the application was suspended . Ten

ratings cases were approved without commitments ; in 9 of those ,

the applicant institutions had already taken action to correct

deficiencies and had satisfied their primary regulatory agency

that the action taken was appropriate . In one case , the

institution's written response to examination criticisms ,

indicating the corrective action to be taken , was deemed adequate

in lieu of formal commitments .

In 1989 the adverse ratings cases which involved no protest

increased to 42. In 10 , or 24 percent of those cases ,

commitments were made , and 5 applications were withdrawn .

Nineteen cases were approved without commitments. In 11 of those

cases , corrective action had already been taken by the applicant

institutions ; in 5 cases , deficiencies were confined to the

target institutions, and would be corrected by the applicant

( having a demonstrated satisfactory record ) after consummation ;

in one case , the institution had recently come under new

management and steps were being taken to improve CRA performance .

Two cases involved notifications of change in control where CRA

performance is not explicitly one of the factors the Board is

obliged by statute to take into account , but is considered to

have a bearing on the overall competence of management . In one

change of control case , a determination was made that an adverse

rating , assigned on a preliminary basis to an institution

affiliated with the applicant ( but not directly party to the

application ) , did not affect processing of the case ; in the other

instance CRA performance was deemed to reflect negatively on the

institution's record but did not outweigh other financial ,

managerial and legal considerations . Eight adverse ratings cases

are pending as of this date .
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18 . Under what conditions will the federal Reserve order a new

CRA examination when an application is being considered , instead

of deferring to the institution's usual examining agency ? How

often does this occur and what have been the results of these new

examinations ?

Our practice is to request the institution's primary

regulator to provide the information needed to construct a

complete, accurate profile of the institution's record when CRA

issues are presented by an application . We have no authority ,

however , to order another agency to conduct an examination , nor

do we make sending one of our examiners into a bank a matter of

routine practice . . Doing so would raise a number of very

problematic issues . However , in cases where examination findings

are outdated our request may lead to a new examination by the

primary regulator . We may also find that a new CRA examination

is already in progress , or that the primary regulator intends to

begin one shortly when we are performing our analysis of CRA
issues . In these cases , we generally wait to receive the results

of the new examination before going forward with our analysis .

New examinations were conducted in 6 , or 19 percent of the

31 CRA -protested applications handled in 1988 , and in 4 , or 25

percent of the 16 such cases handled in 1989. In 1988 , 1 new

examination was conducted in an adverse ratings case , repre

senting 5 percent of those cases . In 1989 , new examinations were

conducted in 9 , or 23 percent of these cases . In some of these

cases , generally because other agencies were involved , it is not

clear whether the examination was actually triggered by the

pending application , or whether it simply coincided with the

application on the normal frequency schedule .

Obviously , the results of each of these new examinations are

unique. In general , the examination findings either reveal that

allegations put forward by a CRA protestant are unfounded , or

suggest that weaknesses do exist in the record - whether or not

they coincide with the protest's concerns . Where an adverse

rating is at issue , they tell us whether deficiencies noted at

the last examination have been addressed and a satisfactory

rating is now warianted .

We consider examination results to be singularly important ,

and generally we have no reason to disagree with the primary

regulator's rating and assessment . However , the Board must , and

does , render its own decision on the applications that come

before it and on rare occasions has come to a different result

than the primary regulator after its own review .

19 . In 1985 and 1986 99 % of banks received satisfactory ratings .

In 1988 and so far this year , only 93% have . Did banks change or

did the Federal Reserve ?

First , bank membership in the Federal Reserve is not static-

each year , we gain some state member banks and lose others
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through merger , acquisition , or simply withdrawal from the
System . Since the set of banks we examined in 1985 and 1986 is

not the same one we are examining this year , some difference in

the ratings might be expected .

Second , I would say that the agencies ' examiners have

improved with experience and training , and our expectations

regarding what constitutes a satisfactory record would naturally

increase with time and experience by banks in dealing with their

responsibilities . If we were to expect in 1988 and 1989 only

what was forthcoming earlier in the decade , then no progress

would have been made . We have worked to enhance the CRA training

given to our examiners , and I am sure we have managed to convey a

sense of concern for thorough , insightful examination findings ,

especially in light of the policy directions in the interagency

CRA Policy Statement . Given these factors , I am not surprised to

see something of a decline in the ratings .

20 . In certain cases the Federal Reserve Board has required CRA

commitments from bank holding companies as part of application

approvals , or parent companies have reached CRA settlement

agreements with protesting community groups . Frequently , these

commitments must be implemented in part by the companies ' bank

subsidiaries , which are supervised by other regulatory agencies .

What procedures does the Federal Reserve have for monitoring the

implementation of these commitments and / or informing appropriate

regulatory agencies about them ?

As explained in my answer to question 11 , private agreements

are quite different than commitments made to the Board , and are

not enforced - for good reason - by the Federal Reserve .

In many of the cases where commitments are made , the Board

has required annual , semiannual, or quarterly reports to the

Reserve Bank , which reviews them for completeness and adequacy .

These provisions are specifically laid out in the Board's order

containing its decision . Where the banks are state members of

the Federal Reserve System , compliance would also be verified in

conjunction with regular consumer affairs /CRA examinations by the

Reserve Bank . We do not have a specific mechanism for informing

the other agencies , although they will generally know of Board

orders affecting their institutions . Perhaps this is an area

that could be improved , however .
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21 . Page nine of the Consumer Bankers Association's testimony

describes how s . 909 could be interpreted to require banks to

comply with each of the twelve assessment factors . Does the

Federal Reserve Board expect compliance with all twelve of the

assessment factors?

Yes , but in a limited sense . As made clear in the uniform

interagency CRA rating system ( copy attached ) , CRA examiners rate

performance in five performance categories -- Community Credit

Needs and Marketing , Types of Credit Offered and Extended ,

Geographic Distribution, Discrimination or other Illegal Credit

Practices , and , Community Development and Other Factors which

represent groupings of all twelve assessment factors set out in

the regulation implementing the CRA . Thus all twelve factors are

reviewed .

Yet it is not really correct to say that we expect banks to

" comply " with each of them . Each assessment factor is reviewed

and taken into account under one of the five performance

categories , but we do expect that banks will exhibit varying

levels of activity under the factors for reasons that reflect the

credit needs of its community , or the bank's expertise and

business orientation .

For example , a bank may choose not to participate in

governmentally - insured , guaranteed , or subsidized loan programs

for housing , small business , or small farms , even though

participation in such programs would be considered under the

tenth assessment factor which calls for the review of these

activities . Examiners may conclude , in light of the bank's

performance under the other assessment factors that are weighed

in this category, that the bank i's doing a satisfactory or even
outstanding job under the category . This would be the case if ,

for example , examiners found that the bank lacked the expertise

to participate in such programs , or that the bank's efforts to

ascertain local credit needs revealed that a need for

federally- assisted mortgage credit simply did not exist in the

community, or was already fully addressed by other institutions .

Examiners might also have found that the range of conventional

loan products offered by the bank was on target in responding to

local needs for credit . The point is that examiners focus on the

totality of efforts made within each grouping of factors that

constitute the performance categories , rather than on single

factors independent of each other .
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September 26 , 1989

( Corrected )

The Honorable Alan J. Dixon

Chairman , Subcommittee on Consumer

Dear Senator Dixon :

Thank you for your recent letter requesting additional information

for the record relative to the Community Reinvestment Act

testimony I delivered before the Subcommittee on July 31 , 1989 .

In answering some of the questions you pose , I have avoided

reiterating , to the extent possible, information already provided

in the testimony and supporting material .

2.1 . How specifically is an institution to ascertain the credit

needs of low- and moderate- income neighborhoods ?

specifically will an examiner determine whether an institution has

fulfilled this obligation?

How

A.1 . The path to a successful and ongoing CRA program begins with

an institution's efforts at ascertaining community credit needs,

including those of the low- and moderate - income neighborhoods in

the community it serves . These efforts will be somewhat different

depending upon the size of an institution , its financial

condition , and its location , among other variables . However , the

key element in the ascertainment process is " outreach . "

successful . CRA effort requires that the institution's officers get

to know the community and make meaningful contacts with local

government officials and with community members , including groups ,

coalitions , and organizations that represent the interests of the

community , including low- and moderate- income neighborhoods . The

information derived from these contacts , in addition to analysis

of demographic data , should form the basis for an effective

assessment of community credit needs .

As part of the examination process , examiners explore the

institution's activities to ascertain credit needs . Examiners

accomplish this by reviewing the institution's own records and

documentation , and by making contacts of their own to gain a

perception of credit needs and how the institution has

communicated with members of the community . OTS policy now

requires that examiners make these outside contacts as a routine

part of the CRA examination .
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Q.2 . Would marketing only to high income areas and not to

moderate-income areas be non-compliance with the Community

Reinvestment Act ( CRA ) ? What sort of marketing is required ?

A.2 . Assuming that an institution had other than high income

areas in its community delineation and its delineation was

properly drawn , marketing efforts aimed only at high income areas

would raise substantive concerns about an institution's commitment

to meet community credit needs . The Act requires the agencies

that enforce the law to assess an institution's record of meeting

the credit needs of its entire community , including low- and

moderate- income neighborhoods . However , neither the Act nor this

agency's regulations require that a certain marketing plan or

approach be utilized. The CRA examination procedures i submitted
as part of my testimony ) provide guidance to examiners in

assessing whether an institution's marketing efforts are

adequately designed to encourage applications for loans in its

community , particularly low- and moderate- income neighborhoods .

Q.3 . How do you analyze the geographic distribution of credit?

How exactly is the HMDA data used? What would be an acceptable

geographic distribution? What would be unsatisfactory? Provide

several examples .

A.3 . In addition to analyzing institution efforts at geocoding

credit extensions , examiners typically utilize data compiled under

the Home Mortgage Disclosure Act ' as well as data on non-HMDA loans

to analyze the geographic distribution of credit extensions .

The examiner cannot rely solely on HMDA information and must look

at rejected loans as well as approved loans in order to come to

any hypothesis about lending patterns for further testing .

In addition to HMDA data , OTS examiners have had access to

application data compiled under our Loan Application Register/Data

Submission Report System ( see 12 CFR 528 ) . This data provides

examiners with information relative to where , and in what

proportion , thrift institutions are serving all segments of their

delineated communities . The data enables examiners to identify

potential lending disparities on the basis of race , sex , marital

status , and type of census tract . This aids substantially in the

examiner's formulation of hypotheses for further testing . With

the passage of FIRREA on August 9 , 1989 , financial institutions

covered under the HMDA will be required to compile this type of

information , in addition to data on the income levels of

applicants beginning January 1 , 1990 .
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Each institution's community delineation is different as is each

community's demography . Consequently , it is very difficult to

exemplify an " acceptable " or " unsatisfactory " distribution with

any degree of exactitude . Essentially , a relatively even and

balanced saturation of loans throughout all income and race

categories would represent an ideal lending pattern , but it would

not serve to indicate anything other than that - an institution

could still be discriminating on a prohibited basis . On the other

hand , if an institution seems to be granting a disproportionately

low amount of credit in an area where credit demands are remaining

unfulfilled , the institution should be encouraged to do more in

meeting those credit needs .

-

Q.4 . How many institutions have been approved without conditions

when the financial institution has had a less than satisfactory

rating?

A.4 . Records on the number of approvals that have been granted to

institutions with less than satisfactory CRA ratings have not been

retained . Approvals for these actions were delegated to the

Federal Home Loan Banks , and now to our District offices and no

specific recordkeeping with respect to approvals vis a vis CRA

ratings has been maintained .

Q.5 . The March Joint Statement by the Exan Council encourages a

dialogue between banks/thrifts and community groups through the

expanded CRA statement and public comments thereon . Do you yet

know how many banks and thrifts are now writing expanded CRA

statements and how many are getting comments from community

groups?

A.5 . At this point , we do not have any information responsive to

your question . We, too , are interested in the answer to this

question and will explore ways in which we can capture that data .

2.6 . Describe how and when examiners contact community groups

during an exam . How do examiners decide whom to contact ? In what

percent of exams are community groups interviewed? What are they

asked?

A.6 . Community contacts are made as part of the examiner's

assessment of an institution's activities in determining credit

needs and in helping to meet the credit needs of its community .

Decisions as to whom to contact are within the purview of the

examiner . However , our examination procedures indicate that the

examiner is to interview a " sampling of community leaders and

interest groups . " Our procedures also provide examiners with a

listing of the types of groups that they should interview .
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Community contacts have been required as part of the CRA

examination since April 1 , 1989. The interview usually consists

of asking questions to learn more about the local community , its

sociology and its economy , and what the predominant community

feelings about how well financial institutions are meeting credit

needs . Given the relative newness of our specialized examination

program , we do not have a tracking mechanism in place as of yet

that would provide any statistics on these contacts . We intend ,

as part of our examination data system , to collect information on

outside contacts and monitor our Districts ' activity in this area .

2.7 . When the Federal Reserve Board reviews an application on CRA

grounds , its order on the application routinely includes a

discussion of the issues raised , the Board's assessment of the

bank's performance with respect to those issues , and how its

conclusions affected the final decision . This type of discussion

has proved helpful - to lenders and community groups alike - in
providing insight into the Board's interpretation of CRA . Are the

other regulatory agencies willing to follow this practice?

A.7 . If an application involves a CRA protest , or if the agency

has any CRA concerns that would be evidenced by a denial of the

application , the imposition of conditions on the applicant , or the

offering of commitments by the applicant , OTS would include in the

order its assessment of the CRA issues raised and how its

conclusions affected its final decision .

Q.8 . Since there are no performance standards for measuring CRA

performance and assigning ratings , what assurance is there that

ratings are assigned consistently by different examiners , within

different regions of each agency, and across agencies?

In an area as subjective as CRA , there can be no absolute

assurance that there will be consistency in the assignment of

CRA ratings . Steps can be taken , however , to minimize

inconsistencies and we have endeavored to do so in the following

ways . First , we have a module in our basic compliance school that

focuses on the CRA rating system through classroom discussion and

an extensive case study . Second , we provide uniform guidance to

all examiners on the CRA rating system through our compliance
Activities Handbook . Third , our internal review procedures

include monitoring the District offices ' adherence to our national

standards in the compliance and CRA areas . These steps attempt to

assure consistency throughout the entire agency .
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On the interagency level , Ots , along with the FRB , FDIC , and occ

is in the process of developing a uniform CRA rating system in

conformance with the requirements of FIRREA . This new rating

system is being carefully crafted to provide as much guidance as

possible to the examiners who will assign the ratings and to the

public who will soon have access to them . One of the objectives

of this exercise is to minimize the " gray " areas between rating

categories such that clearer and more precise demarcations can be

drawn , thus facilitating the assignment of the rating .

Q.9 . Do financial institutions derive any benefits for achieving

a top CRA rating? Should they? What specific recommendations

would you have?

A.9 . The institutions that we regulate do , in a sense , derive

some indirect benefit from achieving top CRA ratings . First ,

institutions with outstanding CRA and compliance ratings are

subjected to examinations on a less frequent basis than those with

lower ratings . Second , absent a CRA protest or other problems of

a financial nature , an application involving an institution with a

satisfactory CRA performance record is likely to be processed with

fewer hitches .

It is my personal belief that institutions should not receive any

direct benefit for upholding compliance with a law and fulfilling

its mandate . It is each institution's basic obligation to do ali

it can to improve the community it was chartered to serve ,

consistent with safe and sound operation .

Q.10 . Some banks claim that their CRA -ratings - have been

downgraded because of agency criticism of their documentation .

This apparently has occurred even when the bank in question was

performing on CRA in a superlative manner . How much new emphasis

is being placed on CRA documentation as opposed to performance?

How do you balance the two ?

A.10 . We are not aware of any situations involving thrift

institutions where CRA performance was downgraded due to an

inability to adequately document CRA activities . The examiner
needs to consider an institution's documentation of its

CRA - related activities along with information gleaned from other

sources in order to arrive at a balanced overall assessment .

Institutions can certainly assist in the process by being

encouraged to provide as much information on CRA activities as

possible in an organized , coherent fashion . This documentation

provides the examiner with a better basis to make judgments about
the effectiveness of an institution's overall CRA program .

institution's overall CRA performance , however , is certainly more

important to us than its ability to adequately document its CRA
activities .
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Q.11 . Do agency procedures require examiners to review existing

CRA agreements between lending institutions and community groups?

If so , describe the procedures . Do examiners routinely assess a

financial institution's implementation of such an agreement in

evaluating an institution's CRA performance? Do the procedures

require examiners to contact the community groups as part of this

evaluation?

A.11 . Our CRA examination procedures do not explicitly require

examiners to review private agreements between lenders and

community groups . During the course of a CRA examination ,
however , examiners should take the existence of such an agreement

into consideration when formulating a performance assessment .

discussion with an applicable community group may aid in reaching
CRA conclusions . We will consider revising our procedures to make

mention of private agreements as well as the role that such

agreements should play in the assessment process . We do not

believe that examiners or regulatory agencies should be placed ,

however , in the position of enforcing private agreements and any

procedures we might develop would be tempered by that position .

Q.12 . All of the agencies indicate that AMDA data is integral to

CRA evaluations and helps them to determine the degree to which

lenders are serving various parts of their communities with

respect to mortgage loans . Would comparable data for commercial

lending be equally useful ? If not , why not?

A.12 . Historically , thrift institutions have been primarily

engaged in housing- related finance and will continue to focus on

that type of lending . --HMDA - type - data on- commercial loans would

not be very useful for us since only about two percent of our

total institution assets are in commercial loans ( based on 1987

data ) .

Q.13 . A recently released study by the Center for Community

Change found that banks and thrifts lend , on average , 3 times as

much in white middle class neighborhoods than in minority middle

class neighborhoods . Why does this sort of redlining still exist?

Should not enforcement of CRA laws stop redlining?

A.13 . The Center for Community Change's study , as well as news

media reports such as those that appeared in the Atlanta Journal

and Constitution point out that there may , in fact , be disparities

in the availability of mortgage related credit on basis of race ,

property location , or both . We are deeply concerned about these

types of reports and we are committed to the vigorous enforcement
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Q.14 . Each agency's testimony provided data on how many hours

examiners spend per CRA exam . Clarify your methodology , as it is

uncertain whether each agency followed the same methodology in
calculating the hours .

A.14 . Exhibit F of my testimony provides the average number of

hours spent in each institution examined during a given year on

CRA according to certain asset size ranges . To illustrate our

methodology , we informed you that in 1983 , our District offices

spent 3.66 hours on average performing examination procedures for
CRA in institutions with assets of less than $ 25 million . This

figure was derived by dividing the total CRA examination hours

spent in institutions with less than $ 25 million in assets in 1983

by the number of institutions examined during 1983 with less than

$ 25 million in assets .

Q.15 . In the past four years the Bank Board has had 3515

applications , of which 3 were denied on CRA grounds and 7 were

approved with conditions . The remaining 3505 were approved

without conditions . Compare these statistics with applications

subject to a protest : more than half ( 5 of 9 protested

applications) were approved with conditions . is it Bank Board

policy generally not to attach conditions unless an application is

protested?

A.15 . There is no Bank Board policy that would generally preclude

the use of conditions in nonprotested applications. As indicated

in my testimony , satisfactory CRA performance is a required

regulatory criterion in many types of applications involving

federally- insured institutions. If the CRA rating of an

institution is satisfactory , CRA does not become a regulatory

issue as part of the applications process , unless , of course , the

application is protested or more recent adverse information is

presented . As you are aware , in the majority of cases ,

institutions have been assigned satisfactory CRA ratings .

Consequently , one would not expect to find CRA -related conditions

attached to the majority of approved applications .

Q.16 . The Bank Board regularly grants requests for extending

comment periods and for holding hearings . Have there been

problems with this policy? Have the hearings resulted in delays

in processing applications or not? Have the hearings helped the

Bank Board in evaluating applications ?
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A.16 . We are not aware of any instances where the agency's

decision to extend a comment period or hold an oral argument

has presented a problem for commenters or protestants .

instances , applicants have complained that the extension or the

decision to hold an oral argument will delay the eventual decision

on an application . This is a natural consequence but the agency

believes that affording the public additional time to comment on

an application or providing for an oral argument has proven to be

worthwhile .

An oral argument provides an arena for protestants who frequently

believe they have been unable to obtain an adequate hearing from

the institution or its regulator . The oral argument should take

place from 10 to 60 days after the decision to hold one is made .

if serious negotiations have been initiated between the applicant

and protestant , the oral argument is sometimes delayed to allow

the negotiations to proceed , so that the parties can find their

own best resolution . The need to analyze and resolve substantive

issues , whether through negotiation or administrative action ,

usually requires more time than the oral argument process itself .

The oral argument provides an opportunity for face- to- face

discussion among all parties : applicant , protestant , and

regulator . Especially if the protestants are not represented by

legal counsel, or the equivalent , it also provides them with an
important opportunity for oral elaboration of their written

documents .

0.17 . Provide examples of supervisory actions the Bank Board has

taken outside the application process . Under what conditions will

you take supervisory action , and in what percentage of cases have

you done so ?

A.17 . The CRA makes it clear that its enforcement leverage is

linked to the applications process . There have been no instances
where the Bank Board used its formal enforcement authority to
address CRA matters ( presumably the focus of your question ) . The

agency could use its authority to address correction of technical

violations of our CRA regulations ( i.e. , the notice and statement
provisions ) .

Q.18 . Page 17 of your testimony states that the Bank Board may

invoke its cease and desist authority if an institution does not

fulfill the terms of a condition . Has this authority ever been

exercised?
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A.18 . Again , we are presuming that your question relates to

CRA - related conditions . We have not found it necessary to invoke
our cease and desist authority for an institution's failure to

fulfill the terms of a CRA - related condition .

Q.19 . What efforts are made to assure uniformity of ratings and

examination criteria among different regions . Exhibit D to your

testimony shows , for example , that no institution received an

unsatisfactory rating in district 3 while district 11 consistently

had the highest number of unsatisfactory ratings ( in 4 of 5 years

with at least 10 % unsatisfactory ratings in the past 3 years ) . Do

district 3 thrifts comply better with CRA than those in district

11 or are examiners using different standards of enforcement?

-

A.19 . We cannot say whether thrift institutions in District 3

have better performance records than those in District 11 . We

can , however , repeat the primary message of our testimony - this

agency diverted much of its available resources over the past

decade to the burgeoning thrift crisis and was not able to devote

as much attention to the CRA and compliance areas as it would have

liked . Consequently , while each District had the same CRA

procedures to work with , the amount of emphasis that each District

was able to place on CRA varied , thus resulting in uneven work

products from one District to another .

As mentioned earlier , several factors should serve to minimize

these types of disparities in the future . We now have a

uniform , national examination program in place for the compliance

and CRA areas with the concomitant training and oversight

necessary to make this a successful and responsible undertaking .

As a result of FIRREA , we are participating in an interagency

exercise to develop a uniform CRA rating system .

Q.20 . Explain how Leader Federal Bank for Savings was able to

open a branch office the day after the Bank Board rejected its

application to open another branch on the grounds the conditions

established for the initial branch opening had not been met .

measures will the new Office of Thrift Supervision be taking to

monitor conditional approvals?

A.20 . Essentially, the supervisory agent at the Federal Home Loan

Bank of Cincinnati responsible for Leader made the determination

that the institution had substantially met the CRA conditions

imposed by the Bank Board in May 1988. This decision enabled

Leader to open the branch . The authority to make such a

determination had been delegated by the Bank Board to the

supervisory agent .
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In its ruling of July 19 , 1989 , the Board determined that while

Leader had made progress toward meeting the previously imposed

conditions , the progress had not been sufficient to justify

additional approvals by the Board . Several major items , which

appeared to be in progress at the time of the supervisory agent's

previous branch approval , were still not completed at the time of

the Board's decision . In addition , a recent examination ,

completed in the interim , raised some new issues . As a result ,

the Board rejected the application under review and advised Leader

not to open the other branches covered by the 1988 resolutions

until the Board or its successor determines that all pertinent

concerns have been addressed .

We believe it is appropriate for the supervisory personnel of the

District offices to continue to monitor conditional approvals ,

including conditions related to CRA . However , we also believe

that a better degree of coordination between the Washington and

District offices for monitoring particularly sensitive issues ,

such as those that sometimes arise in connection with CRA matters ,

would serve to strengthen this system .

I trust that these answers are responsive to your inquiry .

can provide any additional information , please let me know .

,

Jamie collectJerauld C. Kluckman

Acting Director

Division of Compliance Programs
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QUESTIONS FOR JOHN H. MCDOWELL FROM SENATOR ALAN J. DIXON

1 . How specifically is an institution to ascertain the credit needs

of low- and moderate - income neighborhoods ? How specifically

will an examiner determine whether an institution has fulfilled

this obligation ?

National banks are responsible for ascertaining the credit needs

of their local communities , including low- and moderate- income

neighborhoods . They are also responsible for determining how to

ascertain those needs . While some banks may use sophisticated

market research to identify credit needs, we encourage all banks

to meet with local entities such as merchants ' associations ,

state and local government officials , community development

organizations , civil rights groups , neighborhood and housing

development organizations , and minority and small business

associations . Local organizations such as these are best able

to provide a bank with information on the credit needs of the

local community .

Examiners review bank records , interview bank personnel , and , in

some cases , meet with local organizations such as those

identified above to determine the extent to which a national

bank has attempted to identify local credit needs . And , most

importantly , examiners will determine how senior management and

the board of directors have responded to any identified local ,

unmet credit needs .

Would marketing only to high income areas and aot to

moderate - income areas be non - compliance with the Community

Reinvestment Act ( CRA ) ? What sort of marketing is required ?

Marketing only to high income areas would be in non-compliance

with the intent of the CRA . All national banks subject to the

Community Reinvestment Act have an affirmative obligation to

help meet the credit needs of their entire community , consistent

with safe and sound operations . While no specific marketing is

required , all banks are encouraged to make an effort to ensure

that the entire community , including residents of lower income

neighborhoods are aware of products and services they offer .

Examiners review marketing policies and strategies to determine

if they are designed to inform the entire community of the
credit services offered . Some of the marketing activities

include :

Any working relationships the banks may have with real

estate brokers or others who service low- and

moderate - income neighborhoods ;

22-155 0 - 90 - 6



150

- 2 -

Mortgage counseling programs and programs of management

assistance for small or minority businesses ;

Credit and credit - related services in low- and

moderate - income neighborhoods compared to such services in

other neighborhoods served by the bank ;

Advertising the types of loans the bank is willing to make

in media likely to reach low- and moderate - income

individuals in the bank's local community ; and

Availability of convenient hours in offices accessible to

residents of low- and moderate-income neighborhoods .

3 . How specifically do you analyze the geographic distribution of

credit? How exactly is the HMDA data used ? What would be an
acceptable geographic distribution ? What would be

unsatisfactory ? Provide several examples .

For national banks subject to HMDA , examiners can review the

analysis of mortgage lending prepared by the bank , if

available . If the bank has not analyzed its HMDA data , the

examiner will evaluate the geographic distribution of real

estate loans using the bank's HMDA statement , the HMDA

Aggregation Tables and demographic data about the bank's local

community from the most recent census to determine where the

bank made its loans . For banks not subject to HMDA or for

credits other than real estate loans , examiners rely on other

information such as indications of out of area lending by

analyzing, for example , summary reports of consumer or small
business loans .

Examiners will also review a bank's credit policies to ensure

that they do not have the effect of denying access to credit to

residents of lower income neighborhoods. Additionally, to

identify any adverse effects on lower income neighborhoods ,

examiners review the bank's record of opening and closing branch

offices and of providing services .

In assessing whether a national bank's geographic distribution

of loans is acceptable or unacceptable , an examiner must first

determine whether the institution's community delineation is

appropriate. In other words , is the institution capable of

adequately serving the entire community or is the delineation
too large or too small for the institution's financial

capabilities . Examiners must also review the demographics of

the bank's location to determine if there are any low- to

moderate-income areas and , if so , whether they have been

arbitrarily excluded from the community delineation . A bank's

marketing efforts must also be evaluated . Examiners assess

whether the bank has adequately developed and marketed its

products and services in response to identified credit needs in

all segments of its community .
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The number , type and geographic distribution of loans may differ

for each institution based on its resources , capabilities , the

products and services it offers and its local community's credit

needs . Examiners are trained to incorporate these differences

into their overall assessment of the bank's performance .

Assume for this discussion , that a financially sound national

bank with $ 250 million in assets has delineated its community as

the county in which it is located . The county includes low- to

moderate - income census tracts . The national bank examiners have

determined that the bank's community is appropriately

delineated . Examiners then review the bank's analysis of its

lending activity to determine if all segments of the community ,

including low- to moderate - income areas , are receiving lending

activity . The review includes an analysis of applications

received and the credit standards applied to the applications to

ensure that they are not illegally discriminatory . If the

analysis reflects that lending activity is occurring in most

segments of the community including the low- to moderate - income

areas , it is deemed acceptable .

Conversely , assume that bank management has documented its

efforts to ascertain the credit needs of its delineated

community , but its marketing efforts are directed only to a very

specialized segment . The types of credit the bank is willing to

offer and extend appear to be inconsistent with those desired

and needed within its community . Thus , only a small percent of

the bank's total loans are to customers within the delineation .

A lack of loans or low loan demand in low- and moderate - income

areas , in the absence of efforts to market loans in those areas ,

would be deemed unacceptable . Based on the bank's marketing

efforts , and the current composition and geographic distribution

of its loans , management has not demonstrated that it is

sufficiently committed to comply with the spirit or intent of

CRA .

How many applications have been approved without conditions when

the financial institution has had a less than satisfactory
rating ?

Based on an investigation of files and other records from

January 1 , 1987 through August 31 , 1989 , the OCC approved

without conditions 66 applications from 30 national banks with

less than satisfactory CRA ratings . No approvals were given to

banks with 5 ratings . One approval was granted to a bank with a

4 rating. The approval was for a branch that was being

established as part of the bank's plan to improve its CRA

performance . The remaining approvals were granted to banks with

3 ratings . In one case , the approval involved the acquisition

of a failed bank . For most others , the Office determined that

sufficient evidence of improvement in performance was available

to permit the OCC to grant an approval without conditions

although the banks had 3 CRA ratings at the time of approval .
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5 . The March Joint Statement by the Exam Council encourages a

dialogue between banks /thrifts and community groups through the

expanded CRA statement and public comments thereon . Do you yet

know how many banks and thrifts are now writing expanded CRA

statements and how many are getting comments from community

groups?

It is too early to tell how many banks are expanding their CRA

statements to incorporate the information suggested in the CRA

Joint Policy Statement . However , we have received requests from

banks to provide further guidance on expanding their CRA

statements .

6 . Describe how and when examiners contact community groups during

an exam . How do examiners decide whom to contact? In what

percent of exams are community groups interviewed ? What are
they asked?

Meetings with community groups are performed during an

examination when the examiner determines that there is

insufficient information to objectively assess the bank's CRA

performance or determine whether a bank has engaged in illegal

discriminatory practices . Additionally , examiners may conduct

outside inquiries to determine the validity of a concern

regarding the bank's CRA performance raised by a person or

organization . For instance, concerns about a lack of mortgage

financing might require discussions with non-profit housing

development corporations , a Neighborhood Housing Services group ,

local realtors or the local government housing agency .

Each of OCC's six district offices also maintains an ongoing

program of outreach efforts . This is an efficient way to obtain

information about entire communities served by several national

banks and provides an information base for adequate CRA and fair

lending analysis . Discussions are normally held with community

development organizations , consumer , neighborhood and small

business groups and housing related organizations . Questions

from the examiners center on the groups ' perception of unmet

credit needs that may exist in their community and how well they

believe banks are meeting community credit needs ; the types of

marketing efforts the local national banks undertake to address

the credit needs of the community including the low- and

moderate-income areas ; and , if small business lending concerns

are being addressed , the types of standards or requirements that
exist for this type of lending .

This office does not track the number of CRA examinations where

outside contacts were made .
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7 . When the Federal Reserve Board reviews an application on CRA

grounds, its order on the application routinely includes a

discussion of the issues raised, the Board's assessment of the

bank's performance with respect to those issues , and how its

conclusions affected the final decision . This type of

discussion has proved helpful -- to lenders and community groups

alike -- in providing insight into the Board's interpretation of

CRA . Are the other regulatory agencies willing to follow this

practice ?

The OCC recently revised its procedures for disclosure of

corporate application decisions involving CRA considerations to

provide easier access to the information for national banks and

the public . As described in Banking Circular 238 ( Appendix

1 ) , the Office will publish decision letters for all cases in

which corporate applications from national banks have been

conditionally approved or denied on grounds related to CRA .

Such letters will be published monthly in an existing OCC

publication titled Interpretations. In addition , all such

decisions will be summarized in the OCC's Quarterly Journal , in

a separate subdivision of the section on " Recent Corporate

Decisions " . The Office believes that publication of these

letters transmitting its conditional approval and denial

decisions , the findings behind those decisions , and conditions

to the decision ( if applicable ) , will convey information and

guidance on the OCC's CRA -related decisions and its use of

assessments of CRA performance in deciding covered corporate

applications .

8 . Since there are no performance standards for measuring CRA

performance and assigning ratings , what assurance is there that

ratings are assigned consistently by different examiners, within

different regions of each agency, and across agencies?

Although there are no quantifiable standards for CRA

performance , in 1981 the financial regulatory agencies adopted

the Uniform Interagency CRA rating system ( Appendix 2 ) . The

system requires rating five performance categories , or

components , under which the 12 assessment factors of CRA are

grouped . A thorough description of the characteristics for each

of the ratings is included in the system and financial

institutions must exhibit those characteristics to receive that

rating . We believe that no system would guarantee complete

consistency between examiners, districts, or agencies , but this

rating system does provide sufficient guidance to alleviate

significant deviations and at the same time provides examiners

with the necessary flexibility to adapt to different bank

structures and their corresponding communities ' needs .
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9 . Do financial institutions derive any benefits for achieving a

top CRA rating? Should they? What specific recommendations

would you have ?

Currently , the only benefit a bank receives from a satisfactory

or better performance rating is that , absent a CRA protest or

other public comment opposing the bank's application , decisions

on corporate applications are not delayed because of CRA

considerations . We do not believe that further rewards or

benefits are warranted .

10 . Some banks claim that their CRA ratings have been downgraded
because of agency criticism of their documentation . This

apparently occurred even when the bank in question was

performing on CRA in a superlative manner . How much new

emphasis is being placed on CRA documentation as opposed to

performance ? How do you balance the two ?

We have always encouraged national banks to document their

performance to demonstrate how well they are helping to meet the

credit needs of their community . Without this documentation , it

is very difficult for examiners to assess the bank's level of

CRA performance . Because it is bank management's responsibility

to comply with the law , it is also the bank's responsibility to

document its performance . Documentation of a bank's efforts

provides management with key information necessary for setting

policies , strategies and for self -monitoring . Therefore , we

believe it is appropriate for the CRA rating to reflect the

bank's efforts to document the level of CRA performance .

Additionally , if a bank documents its CRA - related activities it

will be in a far better position to respond to the issues and

concerns raised by consumer and community groups , especially in
a protest situation . For these reasons , we believe it is

critical for banks to document their CRA efforts .

11 . Do agency procedures require examiners to review existing CRA

agreements between lending institutions and community groups?

If so describe the procedures. Do examiners routinely assess a

financial institution's implementation of such an agreement in

evaluating an institution's CRA performance ? Do the procedures

require examiners to contact the community groups as part of
this evaluation ?

The OCC's examination procedures do not require that examiners

review existing CRA agreements between lending institutions and

community groups . Such agreements are not subject to OCC

approval or enforcement . When assessing the bank's record of

meeting its local community credit needs , the OCC will consider

evidence presented to us , by the parties to the agreement , as to

whether the bank has adhered to the agreement .
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12. All of the agencies indicate that HMDA data is integral to CRA

A recently released study by the Center for Community Change

found that banks and thrifts lend, on average , 3 times as much

in white middle class neighborhoods than in minority middle

class neighborhoods . Why does this sort of redlining still

exist? Should not enforcement of CRA laws stop redlining ?

We do not believe available data is sufficient to conclude that

redlining exists although it does indicate that depository

institutions may not be effectively marketing their products in

minority neighborhoods. In particular , the various studies do

not consider lien transfer information . They also do not

consider the competition from nondepository institution mortgage

companies who specialize in VA and FHA loans that may be more

attractive to some borrowers . Attached is a copy of OCC's

analysis of an earlier study reported in the " Atlanta

Constitution " that examines some of these issues ( Appendix

3 ) .

14. Each agency's testimony provided data on how many hours

As we mentioned in our testimony , the occ does not have precise

information on the amount of time devoted specifically to CRA

examinations . The calculations we provided were based on our

estimate that approximately 20 percent of the time spent on the

consumer protection portion of a compliance examination is

devoted to CRA . The following table provides information on the

average examination hours spent on CRĀ related examinations

during 1987 and 1988 . We translated examiner work days provided

in the testimony into examiner hours by multiplying previously

provided data by eight .
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Examiner Hours Devoted to CRA Examinations

Examiner Hours Per Bank Examined

1987Asset Size

Under $ 50 million

$ 50 million to $ 100 million

$ 100 million to $ 300 million

$ 300 million to $ 1 billion

$ 1 billion to $ 10 billion

Over $ 10 billion

20

20

24

36

72

132

16.0

21.6

27.2

44.8

64.8

168.0

15. The OCC's testimony seems to state a policy about denials of
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16. Your testimony states that the OCC has provided speakers for over 60

Most of the seminars and meetings for which the OCC provided speakers

were sponsored by state bankersand trade associations that have

members from virtually all sectors of the financial services

industry . To estimate what percentage of the participants represented

national banks is not possible.

17. Pages 3-4 of your testimony state that over the first approximately 20

The results of an examination may indicate a bank has significant

compliance problems requiring an enforcement action based solely on

that particular problem . For instance , an enforcement action was

taken on a bank which required correction of significant violations of

the Equal Credit Opportunity Act and the establishment of systems and

policies to prevent recurrence of these violations . In most cases ,

however , compliance related provisions are included in enforcement

documents that are initiated for both safety and soundness and

compliance concerns . For example , these actions may include

provisions that require the bank to establish a committee to oversee

the compliance function . The Compliance Committee is then required to

report to the Board of Directors on a specified periodic basis

concerning its efforts to develop a comprehensive compliance program

with adequate policies and procedures. The Board of Directors would

then be required to formally adopt such a plan and include the

approval in their minutes . The bank would also be required to report

on its activities to the OCC's supervising office on a periodic

basis . From the Compliance Program's inception in April , 1987 through

year - end 1988 , 1140 compliance examinations have been conducted .

18. How does the OCC monitor conditional approvals and commitments ? What

When conditional approval is granted , a method for demonstrating or

reporting compliance with the condition ( s ) is detailed in the decision

transmittal letter . Final approval is not granted , or consummation of

the approved transaction is not permitted , until the bank has provided

the required documentation of compliance . The OCC will send examining

staff on-site , if necessary , to verify compliance with the conditions .
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19. What percentage of banks that the OCC supervises participate in one

The OCC approves national bank equity investments and some debt

investments in community development corporations through the National

Bank Community Development Corporation and Investment Program .

Interpretive Ruling 7.7480 and Banking Circular 185 , which guide the

program , enable banks to carry under " Other Assets " investments in

programs and projects which primarily have a public or community

purpose . Banks have used the program to create wholly-owned CDC

subsidiaries , to invest in multi-bank CDCs , to invest in existing

community -based CDCs and to invest in limited partnerships . These

organizations have undertaken activities including : comprehensive

economic or housing development strategies in declining areas ;

rehabilitation and construction of low- and moderate - income housing ;

and special programs for emerging small businesses . As we indicated

in our testimony , 130 national banks have invested equity or debt ( as

of July 1 , 1989 ) in CDCs through this particular program . This is

virtually three percent of all national banks .

However , many national banks participate in community development

corporations without using the OCC's CDC Program . If they make

charitable contributions, there is no requirement for OCC approval .

In addition , banks may make loans to CDCs , consistent with regular

bank lending policies, without OCC approval . We do not track the

number of bank loans or the number of contributions to community

development corporations .

National banks receive OCC approval for debt or equity investments in

CDCs to carry out public purpose activities which either cannot be

carried out within the bank or which are innovative responses to

community needs . These CDC investments are made to complement regular

bank community lending activities , not replace them .

When the OCC reviews a bank's CRA performance , we evaluate the bank's

unique capacities , the special needs and investment opportunities in

its community , and how the bank identifies and helps address those

needs and opportunities , including the bank's participation in various

forms of local community development programs .

The occ does not believe that a national bank's only " CRA lending "

should be administered through a CDC subsidiary or through a CDC in
which it invests with others . CRA indicates that regulatory agencies

are responsible for encouraging the banks they regulate to help meet

the credit needs of their local communities , including those of low

and moderate-income areas . National banks should evaluate all of

their lending areas and approaches and take steps to assure that all

the credit products they offer are accessible to qualifying applicants

in all parts of their local communities . They have an obligation to

assure that they understand the credit needs of the entire community

and to develop ways to respond , consistent with the expertise and

resources of the institution .
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Separating all " CRA lending " into a CDC does not promote this kind of

comprehensive view of CRA responsibilities and could tend to limit

unnecessarily a bank's CRA efforts to those defined as " community
development " .

Interpretive Ruling 7.7480 clearly indicates that investments in CDCs

or community development projects are permitted " wherein the bank will

receive an equity interest in or evidence of debt which may have value

in the future but which is clearly not a bankable asset by ordinary

standards . " OCC Banking Circular 185 makes it clear that " national

bank investments in CDCs or CDC - sponsored projects are intended to

stimulate , not compete with , private sector investment or development

companies . " When a national bank organizes a CDC , it is asked to

explain how the CDC will supplement , and not replace , lending or

investment activity that can be undertaken by the private market , and

the bank itself . National bank investments in all CDC subsidiaries

and projects under Interpretive Ruling 7.7480 are limited to five

percent of capital because these investments are expected to go beyond

ordinary banking activities .

On the other hand , a bank's CDC subsidiary or its participation in a

CDC with other investors can have a significant impact on its CRA

assessment overall . By developing special programs targeted to meet

the needs of customers that would not otherwise have access to the

bank ( i.e. very new businesses or small nonprofit organizations , the

bank CDC may serve as a bridge to facilitate direct financing by the

bank itself .

For example :

O

New small businesses may receive longer term or subordinated

loans from a CDC and thereby qualify for regular lines of

credit from the bank itself ; or

A small nonprofit , with limited development experience and

financial resources , may receive construction loans and

technical assistance from a CDC and the bank's real estate

loan department may make mortgages to low- and

moderate - income purchasers of the housing constructed by the

organization .

20. Unlike the other regulatory agencies , OCC uses a random sampling

One half of all national banks and national bank holding companies

with total assets of $ 1 billion or more are examined each year , with

lead banks and individual subsidiaries and affiliates examined on a
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case-by-case basis . Sixteen percent of all other banks are examined

each year . We estimate that institutions representing over 40 percent

of national bank system assets , or over $ 730 billion , are covered by

examinations conducted under the Compliance Program each year .

Because community banks ( banks with less than $ 1 billion in assets )

are selected randomly , it is conceivable that a bank would not appear

in the sample for two , three , or even more years . If a bank is not

included in the Compliance Program sample, it is still subject to
supervision for compliance . For example , during the second 12 months

of the Compliance Program , compliance with consumer protection

legislation was monitored in over 1200 national banks and compliance

with commercial activity regulations ( e.g. , those implementing the

Bank Secrecy Act ) was monitored in over 1700 national banks . During

the first year of the Compliance Program , approximately 30 percent of

over 225 staff years devoted to supervising applicable compliance

subject areas was expended in banks not examined under the program .

By the second year of the program , this figure was up to almost 37

percent including follow - up efforts to ensure that problems found

the first year had been corrected .

--

In short , our supervisory approach for promoting and monitoring

compliance is not limited to a sample of national banks ; our

examinations and other supervisory activities are designed to have all

banks comply with the law .
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Questions for the record for the FDIC from Senator Dixon

Financial institutions are expected to be familiar with the

revised interagency CRA Statement ( issued on March 21 , 1989 ) ,

particularly the section on " Developing an Effective CRA

Process " . While the FDIC does not require any one particular

method or procedure to be used by an institution in determining

the credit needs of low- and moderate-income neighborhoods, we

do require that the methods used accommodate the varying

circumstances and unique characteristics of individual

institutions and neighborhoods . Essential to the ascertainment

of local credit needs is ongoing institution outreach and

communication with community members and representatives from

local governments , businesses , and community -based

organizations . Local individuals and groups should also be able

to initiate communication with officers of local financial

institutions regarding CRA . Communication may take the form of

( but is not limited to ) interviews , meetings and studies , such

as surveys .

In addition , an institution may review relevant census data and

the Home Mortgage Disclosure Act ( HMDA ) aggregation tables to
ascertain present and future home loan demand . Institutions may

also review property tax transfer data maintained by local

jurisdictions . If, for example , properties are being sold but

not financed through local institutions , this could be an

indication that bankers may not be responding to local

housing -related credit needs . Economic forecasts and housing

studies developed by the planning departments of local

governments may also be used .

The FDIC'S CRA implementing regulation , 12 CFR Part 345 ,

requires that specific CRA assessment factors be evaluated in

the determination of an institution's record of CRA performance

( Attachment A ) . The FDIC evaluates the institution's record of

performance relative to each assessment factor through the use

of the Interagency CRA Assessment Rating System .

Performance Categories are currently being used in this rating

process , with the first of these focusing directly on community

credit needs and marketing . FDIC examiners use both the CRA

examination procedures and CRA rating system to determine

whether an institution has fulfilled its obligations to

ascertain the credit needs of the low - and moderate - income

community . A copy of both the CRA examination procedures and

the CRA rating system is attached .

FDIC examiners review and evaluate activities conducted by the

institution to determine whether the credit needs of an

institution's community are being addressed . This includes the

extent of the institution's efforts to communicate with members

of its community , including low- and moderate - income members ,
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regarding the credit services being provided by the

institution . FDIC examiners obtain this information from the

institution's records and through interviews with a

representative sample of persons with whom the lender has said

it has communicated in ascertaining local credit needs . To

ascertain credit needs , an institution's efforts may include ,

but are not limited to , communication with : customers ;

educational organizations ; local government officials , including

housing and planning staffs ; merchants ' associations ; religious

organizations ; block clubs ; neighborhood organizations ; 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 . Studies used

by the institution concerning local credit needs are examined .

Further sources of information concerning local credit needs may

be found in any signed comments received in response to the

institution's Community Reinvestment Act ( CRA ) statement and in

consumer complaints concerning the institution .

Q.2 . Would marketing only to high income areas and not to

moderate income areas be noncompliance with CRA ? What sort of

marketing is required ?

The type of marketing viewed positively by the FDIC is that

which causes members of an institution's total delineated

lending community to become aware of the credit services offered

by that institution . Examples of appropriate marketing efforts

may include making marketing presentations to low- and moderate

income community groups , real estate brokers , local businesses

( including small businesses and small farms where such exist )

and to neighborhood , religious , and minority organizations .

addition , providing educational brochures and other materials to

community groups is encouraged . The FDIC CRA examination

procedures indicate the type of actions the FDIC will consider

favorably in evaluating an institution's performance . One

crucial point addressed in the CRA examination procedures is

that the advertising of the types of loans the institution is

willing to make should reach low- and moderate- income

individuals in the institution's local community . Under the CRA

rating system , marketing performance is also evaluated .

An institution would be in noncompliance with the CRA if

low- and moderate-income areas were included as part of an

institution's community delineation and then ignored by that

institution . Not marketing in the low- and moderate-income

areas of a lending area , while marketing in high income areas ,

is considered by the FDIC as antithetical to the purposes of the

CRA . It is clear that the community delineation developed in

response to CRA requirements must not unreasonably exclude low

and moderate-income neighborhoods. Therefore , an institution

would not be in compliance with the CRA if a low- or moderate
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income neighborhood were arbitrarily excluded from the

definition of an institution's local community delineation and

therefore , not included in marketing efforts .

Q.3 . How specifically do you analyze the geographic

distribution of credit ? How exactly is the HMDA data used ? What

would be an acceptable geographic distribution ? What would be

unsatisfactory ? Provide several examples .

To understand what an examiner uses to assess an institution's

record of performance , see the attached FDIC CRA examination

procedures ( Attachment B ) and CRA rating system relative to

determining and evaluating an institution's geographic

distribution of credit ( Attachment c ) . The goal here is for the

institution to make appropriate portions of credit available to

all areas within its identified iending community. Evidence to

determine appropriate ( i.e. , fiscally sound and reasonable )

geographic distribution is to be found in the institution's

credit extensions , applications and denials . The determination

of what constitutes an acceptable geographic pattern of lending

under the CRA is relative , based on an evaluation of the

interplay of pertinent factors , such as the institution's

housing lending efforts relative to loan demand , the financial

position of the institution , and credit commitments as outlined

in the institution's CRA statement .

From a regulatory standpoint , HMDA statements serve as a tool

for closer analysis , if and when problems concerning an

institution's CRA compliance are suspected . The HMDA statement

is generally considered a reliable indication of the number and

dollar amount of mortgage loans extended in an institution's

lending area . HMDA aggregation table data is provided to field

examiners . By using this data, examiners can get an estimate of

housing loan activity for the more urban institutions by census

tract .

Currently , FDIC examiners use HMDA data to compare the lending

patterns of the bank being examined against those of competing

institutions in the lending area . If it is seen that competing

institutions are making loans in what have been identified as

low- to moderate - income census tracts and the institution being

examined is not , examiners will explore the reasons behind the
discrepancy .

While such a discrepancy could be interpreted as suspicious , a

lending institution could contend that : a ) despite acceptable

outreach efforts , the loan demand from these areas was not

forthcoming ; or b ) the creditworthiness of applicants from these

areas disallowed acceptance . Depending on the types of credit

the bank offers , the degree of difference in apparent

performance among similarly situated lenders , and the overall

compliance performance of the bank being examined , the FDIC



164

-4

examiner may undertake an in - depth examination which could

entail a geocoding of loan applications received . If disparate

lending patterns are found , an analysis would be made of the

reasons for denial and the validity of such reasons , as compared

to the characteristics among the applications approved .

By way of further example , a review of an institution's HMDA

statement may reveal a disproportionately low number of loans in

low- or moderate-income areas relative to other areas in the

community . If such a trend is found , FDIC examiners investigate

further into the reasons for any such pattern . If such a

lending pattern cannot be justified , this would serve as a basis
for a less than satisfactory CRA rating . The FDIC would then

advise the institution to improve its record by seeking to meet

the credit needs of all segments in its lending community by

applying the specific elements of an effective CRA process as

outlined in the revised interagency CRA statement .

Although HMDA statements alone are not capable of supporting

conclusive interpretations ( e.g. that solely on the basis of few

loans in low- or moderate-income areas relative to other areas ,

there has been a violation of CRA or fair lending laws ) , a HMDA

statement which leads to questions about an institution's

lending patterns serves as a valuable indicator for FDIC

examiners . It causes an examiner to research , for example ,

whether omitted census tracts are indeed zoned residential ,

whether an institution's advertising of loan programs is

actually reaching residents of these locales , and whether any

demand for loans has emanated from these areas and , if not , why

not . These questions tie in directly with other CRA assessment

factors . Negative findings based on these factors have resulted

in FDIC-initiated sanctions , including memoranda of

understanding, delayed or conditional approval of applications ,

and application denials .

Finally , under recent amendments to HMDA , FDIC examiners will be

able to access records kept ( Loan Application Register ) by the

financial institutions , which will disclose all the information

previously obtained manually . with the new statutory :

requirements that the race , sex and income of all applicants and

borrowers be supplied by geographic location , as well as the

action taken on specific applications , the review of a lender's

housing-related lending performance will be widely enhanced and

simplified .
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2.4 . How many applications have been approved without

conditions when the financial institution has had a less than

satisfactory rating ?

The following table indicates approved CRA - covered applications

for the years 1984 through the first half of 1989 :

Approved 1,580 1,402 1,515 1,750 1,801 839

Without a time- consuming manual review of all application

approvals , the FDIC is unable to identify CRA - related conditions

attached to approvals . However , in our testimony before the

Senate Banking Committee in March of 1988 , we stated that no

FDIC - supervised institution rated less than satisfactory on the

basis of compliance with CRA has had its application approved

without agreeing to appropriate corrective actions to favorably

resolve FDIC - identified , CRA - related problems . Commitments to

corrective actions are usually not as formal as memoranda of

understanding or conditional approvals. Institutions not

agreeing to such commitments either withdraw their applications

or risk denial or approval-with-conditions . Since the Community

Reinvestment Act's inception , the FDIC has denied three

applications for deposit facilities due to CRA factors .

During the past five years , out of 17 protested applications ,

one was conditionally approved , 14 were approved without

conditions , and two were withdrawn .

Q.5 . The March Joint Statement by the Exam Council

encourages a dialogue between banks / thrifts and community groups

through the expanded CRA statement and public comments thereon .

Do you yet know how many banks and thrifts are now writing

expanded CRA statements and how many are getting comments from

community groups ?

It is really too early to estimate the effect of the March
Statement . We expect to have data on this within one year .

Unfortunately , in the past , we have found that institutions

receive few comments for the public file .

.2.6 . Describe how and when examiners contact community

groups during an exam . Howdo examiners decide whom to

contact ? In what percent of exams are community groups

interviewed ? What are they asked ?

In 1980 , the FDIC established its outside contact policy . This

policy provides that examiners should make the following outside

contacts during regular compliance examinations when necessary
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to assess the bank's performance in meeting community credit

needs under the CRA :

Any person or organization that has , in a CRA comment to

the public file , specifically requested to speak to an

examiner ;

Any person or organization that has raised a substantial

issue in a CRA comment letter which requires further

explanation and / or verification -- such persons or

organizations should be contacted even where they have

not made a specific request for a meeting ; and

A representative sample of persons or organizations with

whom the lender has said it communicated -- this form of

outside contact would normally be made only in

circumstances where the examiner or other agency

representative determined a need to independently verify

the lender's performance in ascertaining local credit

needs .

The initial contacts should be made by telephone . A

subsequent meeting between the commenter ( s ) and a designated

agency representative may be arranged as necessary .

Meetings should be scheduled to accommodate , to every

reasonable extent , the commenter's schedule and convenience .

Data is not available as to what percent of examinations include

the interviewing of community group representatives . Generally ,

when contacted , groups are asked about the institution's efforts

to communicate with members of its community , including those of

low- and moderate - income , regarding the ascertainment of credit

needs and the provision of credit services . Examiners also

verify communication the institution stated it had with

community members .

2.7 . When the Federal Reserve Board reviews an application

on CRA grounds , its order on the application routinely includes

a discussion of the issues raised , the Board's assessment of the

bank's performance with respect to those issues , and how its

conclusions affected the final decision . This type of

discussion has proved helpful to lenders and community groups

alike -- in providing insight into the Board's interpretation of

CRA . Are the other regulatory agencies willing to follow this

practice ?

The FDIC issues a formal statement which accompanies an FDIC

Order to approve or deny an application . These documents are
available to the public . The statement summarizes the FDIC'S

assessment of the statutory factors that must be resolved prior

to approval or denial of an application and its conclusions with

respect to any issues raised regarding the CRA and other
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protests . Where an application has been protested , the FDIC

also sends a letter to the protestants explaining the action

taken .

In addition , Section 303.6 ( g ) ( 2 ) of the FDIC regulations

requires that a summary assessment of an institution's CRA

performance be included in the public portion of an application

file . This policy has been in effect since 1980. Each summary

contains the date of the assessment , a synopsis of assessment

results , and a conclusion as to the institution's record of CRA

performance .

Q.8 . Since there are no performance standards for measuring

CRA performance and assigning ratings , what assurance is there

that ratings are assigned consistently by different examiners ,

within different regions of each agency , and across agencies ?

The CRA examination procedures and the Interagency CRA

Assessment Rating System currently used by the FDIC contain the

broad outlines of CRA performance standards . However , judging

the CRA performance of an institution is a relative process .

This process does not rely on absolute performance standards

since the performance of the institution is related to the needs

of the community and the ability of the institution to meet

those needs . However , because the process is relative does not

mean that there are no performance standards . Examiners attempt

to review and evaluate a variety of unique complex factors in

order to judge an institution's record of CRA performance. The

judgment occurs based on a foundation of broad standards set

forth in the CRA examination procedures and in the CRA rating

system .

Regarding consistency in ratings , ratings must be reviewed by

senior level field and regional office examination staff members

who have had extensive experience with both safety and soundness

and consumer compliance examinations . Moreover , these

individuals have interacted with a wide variety of institutions

as to size , situation , region , and locale . While the CRA

examination process is largely judgmental, FDIC management

believes that adequate supervisory oversight serves to limit the

potential for rating inconsistencies . The FDIC's examiner

training efforts also serve to limit inconsistency through the

use of valid and reliable analytical methods and evaluation

techniques . The FDIC's Consumer Compliance Coordinator

supervisory program is currently being developed , and Compliance

Coordinators have now been selected for each of the FDIC'S 94

field offices . Periodic , in - depth consumer compliance training

will be provided to these specialized Coordinators ( for a more

extensive explanation of this effort , see the FDIC'S July 31 ,

1989 Senate testimony ) .
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The FDIC strives for consistency with the other agencies by

using the Interagency CRA Assessment Rating System and CRA
examination procedures developed on an interagency basis . The

FFIEC Consumer Compliance Task Force is developing a revised CRA

rating system pursuant to FIRREA . The Task Force is also

updating the CRA examination procedures as well as developing an

interagency training program to implement the revised CRA rating

system in 1990 .

Q.9 . Do financial institutions derive any benefits for

achieving a top CRA rating ? Should they ? What specific

recommendations would you have ?

The top CRA ratings currently are 1 and 2. Rating ( 1 ) indicates

that an institution has a strong record of meeting community

credit needs ; that both the board of directors and management

take an active part in the process and demonstrate an

affirmative commitment to the community ; that an institution

receiving this rating normally ranks high in all performance

categories , has a commendable record , and needs no further

encouragement . Rating ( 2 ) indicates that an institution has a

satisfactory record of helping to meet community credit needs ;

that it is ranked in the satisfactory levels of the performance

categories ; and that it may require some encouragement to help

meet community credit needs .

Financial institutions find that satisfactory or better

compliance with CRA can prove beneficial . A top rating can

prevent complaints and protests which may be costly in terms of

application time delays and possible denials , as well

as potential adverse publicity . Such a rating also evidences an

overall good business relationship between the institution and

its community . Thus , we believe institutions with a top CRA

rating do realize benefits . We have no specific

recommendations .

Q.10 . Some banks claim that their CRA ratings have been

downgraded because of agency criticism of their documentation .

This apparently has occurred even when the bank in question was

performing on CRA in a superlative manner . How much new

emphasis is being placed on CRA documentation as opposed to

performance ? How do you balance the two ?

Reasonable documentation provides verification of an

institution's CRA program and performance . As a party to the

revised interagency CRA Statement issued earlier this year , the

FDIC supports the emphasis on documentation . The FDIC does not ,

however , consider this a new focus since reasonable

documentation has been stressed throughout the FDIC CRA

examination procedures . In the CRA examination procedures ,

examiners are directed to " ascertain from institution records "

certain performance standards , which necessarily calls for
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reasonable documentation . Poor documentation practices cause

institutions to run unnecessary risks when possible CRA - related

problems arise . However , we are unaware of any institution's

CRA ratings that have been downgraded due to a lack of or poor

documentation .

Q.11 . Do agency procedures require examiners to review

existing CRA agreements between lending institutions and

community groups? If so , describe the procedures . Do examiners

routinely assess a financial institution's implementation of

such an agreement in evaluating an institution's CRA

performance ? Do the procedures require examiners to contact the

community groups as part of this evaluation ?

Examiners are not specifically required to review such CRA

agreements . However , to the extent a CRA agreement is involved

in an institution's efforts to comply with the CRA or to the

extent that an institution requests the activities cited in an

agreement to supplement other CRA - related activities , the FDIC

examiner will review such activities . This review would

determine whether the institution is in fact acting in

accordance with the agreement . Examiners are not required to

contact any particular community groups in this regard .

Q.12 . All of the agencies indicate that HMDA data is

integral to CRA evaluations and helps them to determine the

degree to which lenders are serving various parts of their

communities with respect to mortgage loans. Wouldcomparable

data for commercial lending be equally useful? If not , why not ?

HMDA was enacted following problems in fair housing lending

which were identified by many groups and individuals . Thus far ,

complaints alleging problems within the area of commercial

lending have not materialized . The FDIC , therefore , does not

see much value in gathering such data . If a pervasive

CRA - related problem were to develop causing potential business

borrowers undue hardship , the FDIC would reconsider its stand .

Q.13 . A recently released study by the Center for Community

Change found that banks and thrifts lend , on average, 3 times as

much in white middle class neighborhoods than in minority middle

class neighborhoods . Why does this sort of redlining still

exist ? Should not enforcement of CRA laws stop redlining?

The methodology used to determine these conclusions must be

scrutinized for validity and reliability . Assuming the
methodology is reliable , causative variables must then be

determined and tested since correlation does not necessarily

mean causation . One critical factor to investigate would be

loan demand data . Information on applicant denials , not

currently available to the public , may contain pertinent

explanatory information . For example , there may be significant
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numbers of applicants rejected for reasons such as poor credit

history , insufficient income, unacceptably high debt - to - income

ratio , etc. The Department of Justice ( DOJ ) is currently

undertaking an extensive analysis of lending data from a number

of lending institutions in one large urban area to better

understand the underlying reasons for correlations indicating

possible lending bias . The FDIC hopes to meet with DOJ staff to

discuss the results of these research efforts when they are

completed .

Effective enforcement of the ECOA , HMDA , CRA and the Fair

Housing Act should help prevent illegal redlining. The FDIC

receives very few fair housing complaints . Should an

enforcement problem be determined to exist based on indications

from DOJ research or other sources , the FDIC will take

appropriate action .

Q.14 . . Each agency's testimony provided data on how many

hours examiners spend per CRA exam . Clarify your methodology .

as it is uncertain whether each agency followed the same

methodology in calculating the hours .

The FDIC provided the following information to the subcommittee

in July of 1989 regarding examiner hours spent per CRA exam .

Actual hours spent on CRA examinations may relate more to

the type of institution ( e.g. , commercial vs. savings

institution , wholesale vs. retail) than to asset size . For

special CRA examinations which are conducted in response to

an institution application or a protest , the number of hours

expended may be higher than average . The following Table

shows the average number of hours spent per examination on

CRA compliance matters :

Average Hours Expended Per Examination on CRA

from 1985 through 1988 by Asset Size of Bank

Average Hours

$ 0-50

million

$ 50-100

million

$ 100-500

million

Over $ 500

Per Exam

1985

1986

1987

1988

u
n

u
r
U
p

4 1/2

5

5

5

6

6 1/2

5 1/2

6 1/2

10 1/2

8

8

9

24 1/2

29

16 1/2

22

The FDIC used an average where the total number of hours expended

was divided by the number of institutions examined . We computed

the figures by asset size in order to capture the variations by

size . The numbers represent hours spent examining for compliance

with the CRA and HMDA . These figures would increase if hours spent

on examining for compliance with the Fair Housing Act and Equal

Credit Opportunity Act were included .
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Q.15 . The FDIC's testimony lists the possible enforcement actions

as unsatisfactory ratings , corrective advisements and memoranda of

understanding, application denials , and cease and desist orders .

Since only two percent of FDIC - supervised banks get unsatisfactory

ratings and no applications have been denied in the past five

years , what evidence is there of strong CRA enforcement ? HOW

frequently have corrective advisements , memoranda of understanding ,

and cease and desist orders been issued ?

Evidence of strong FDIC enforcement of CRA includes the following :

satisfactory or better CRA and compliance composite ratings for the

large majority of FDIC -supervised banks and the receipt of few

complaints , protests and telephone complaints and inquiries .

The following table indicates , by two - year increments , FDIC

measures to enforce compliance with consumer and civil rights

mandates ( corrective advisements were not included in our final

testimony ) :

1980 1982 1984 1986 1988

Number of Compliance

Examinations 6,305 5,359 1,881 1,228 3,066

Number of Compliance

Visitations 471 426 296 101 992

9 27 72 45 123

* Number of Memoranda

3 3 1 1 3

* Number of Cease and

Desist Orders pertain

ing to consumer

Compliance

*May not always involve CRA

Note : Each examination report is sent to institution management
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state regulators where appropriate , and increased market

discipline . Although that level of supervision may have been

appropriate at the time , conditions subsequently changed .

During the past four years , we have increased our staff

substantially and will continue to do so . We are dedicated to

reestablishing a strong and credible program for consumer

compliance examinations and enforcement within our established

supervision division .

Q.16 . The FDIC's testimony states , " The goal is to examine

banks rated 4 and 5 for compliance at least every 12 months , and

banks rated 1 , 2 , or 3 at least every 24 months , with

visitations conducted as necessary . "

The above -mentioned frequency goals for compliance examinations

went into effect in the latter part of 1988 . The following is

an aging schedule for FDIC regulated institutions examined for
compliance , including CRA , on or prior to March 31 , 1989 . We do

not have a separate agency schedule just for CRA examinations .

Number

1 & 2 *

Number

Exams Exams

0-2yrs .

Number

4 & 5 * Exams

0- lyr .

old

25 ( 40 % )

* Composite consumer compliance rating .

We should explain however , that recently notable safety and

soundness problems in the industry have caused some diversion

of resources from consumer compliance examinations. With

increasing resources , renewed emphasis is being placed on

compliance examinations and meeting our examination frequency

goals .

Q.17 . In the past five years no application has been

conditionally approved by the FDIC , except for one of the

applications protested . If an institution complies with CRA ,

it does not need conditions attached to its application just

because a protest has occurred . If an institution does not

comply with CRA , then conditions should be added or the

application denied whether or not a protest occurs , Explain

why more nonprotested applications are not conditionally

approved ?

Again , we are not aware of any FDIC - supervised institution

rated less than satisfactory on the basis of compliance with

the CRA that has had an application approved without agreeing

to appropriate corrective actions to favorably resolve FDIC

identified , CRA - related problems . Most situations do not

require the attachment of conditions ; however , the FDIC has
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that important option available which it has chosen to use

sparingly . Almost always , FDIC - supervised institutions with

CRA - related problems called to their attention by examiners

move to correct such problems in a timely manner.

22-155 ( 184 )
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