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ENFORCEMENT OF THE COMMUNITY
REINVESTMENT ACT

MONDAY, JULY 31, 1989

U.S. SENATE,
CommrTTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
SUBCOMMITTEE ON CONSUMER AND REGULATORY AFFAIRS,
Washington, DC.

The subcommittee met at 2 p.m., in room SD-538 of the Dirksen
Senate Office Building, Senator Alan J. Dixon (chairman of the sub-
committee) presiding.

Present: Senator Dixon.

OPENING STATEMENT OF SENATOR DIXON

Senator DixoN. This subcommittee meeting will come to order.

Last month, when this subcommittee held a hearing on the Com-
munity Reinvestment Act, I heard a clear message. Both consumer
groups and financial institutions have serious complaints about the
regulatory enforcement of CRA. I announced at the conclusion of
that hearing that this subcommittee would hold an oversight hear-
ing about enforcement of CRA. That is our purpose today.

In the intervening time I learned more about the dissatisfaction
of both constituencies. Banks all too often are examined by poorly
trained examiners who don’t quite know what they are looking for,
who value different items differently in different years, who spend
more energy focusing on formalities of documents than the sub-
stance of programs. Banks want clearer standards and firmer time-
tables, and I don’t blame them. The agencies have made some
progress recently in some of these areas. We think more is needed.

Community groups, on the other hand, believe that they have
borne the burden of enforcing CRA. With inflated grades, a .0025
rate of denied applications, and virtually no real monitoring of the
commitments made when an application is approved, I have to
agree. Community groups have been the primary force behind
CRA, but it is the regulators who should have the resources and
the expertise to enforce the law.

Since last month’s hearing, I also directed my staff to review on
a no-name, confidential basis a range of examination reports in
various case files of protested CRA applications. The results have
further shown me why CRA, a short, simple statute with few words
and one main idea, remains so very contentious. I couldn’t tell the
difference between reports rated 1 and 2, between 2 and 3, or
among 3, 4, and 5. In some reports one couldn’t tell at all whether
the bank was doing a good job or not. Many of the reports were too
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short and quite superficial, and these were reports that regulators
selected to show to us.

Protested applications are necessarily messy. Banks and thrifts
and their holding companies have a tight timeframe. They want
quick regulatory action and view community group objections as a
burden, a hindrance, and an unfair intrusion. After all, they feel,
the regulators have been handing them satisfactory ratings year
after year. Yet, when you examine the records of some of these in-
stitutions, they are not taking affirmative steps to help meet the
credit needs of low- and moderate-income neighborhoods within
their community. They are neglecting certain neighborhoods where
working folks who earn modest wages, but pay their bills on time,
are good credit risks and potentially profit-generating customers.
These institutions are not complying with CRA, but the regulators
haven’t told them so. The community groups do.

This is not how CRA should work. It is the law of the land that
banks and thrifts have an affirmative obligation to help meet the
credit needs of the entire community, consistent with safety and
soundness. Regulators, not community groups—although I respect
and encourage their right to participate—regulators have an af-
firmative obligation to investigate, to examine whether institutions
are living up to the law, and then to impose sanctions when insti-
tutions are not.

The March joint statement on CRA is an important step forward
by the regulators, and I commend it. We must now make sure that
it is implemented and enforced.

I look forward to the testimony of our witnesses today. I hope to
learn something from your testimony. I hope you will learn some-
thing as well from this hearing. Your testimony claims that the
CRA enforcement has been remarkably successful. I cannot say
that the community groups, or banks or thrifts, or my colleagues or
I would agree. We have noticed, however, important improvements
during this year, and I hope that we may work together so that the
improvements will continue.

I am delighted to welcome to this subcommittee hearing today
Mr. Griffith L. Garwood, Director of Consumer and Community Af-
fairs for the Federal Reserve Board; Mr. Jerauld Kluckman, Direc-
tor of Compliance Programs in the Policy Division of the Office of
Regulatory Affairs, Federal Home Loan Bank Board; Mr. John
McDowell, Director of Consumer Activities, Office of the Comptrol-
ler of the Currency; and Ms. Janice Smith, Director of the Office of
Consumer Affairs, FDIC.

I want you all to know we appreciate your being here today. I
understand that my staff has advised you that your full statement
will be reproduced in the record. We are delighted to do that, and
if each of you could confine your remarks to 10 minutes, it would
be greatly appreciated.

Mr. Garwood, we look forward to hearing from you first.
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STATEMENT OF GRIFFITH L. GARWOOD, DIRECTOR OF CON-
SUMER AND COMMUNITY AFFAIRS, FEDERAL RESERVE
BOARD, WASHINGTON, DC

Mr. GArwooD. Thank you, Mr. Chairman. 1 appreciate this op-
portunity to address the subcommittee on behalf of the Federal Re-
serve Board, where I serve as Director of the Division of Consumer
and Community Affairs, about our work in enforcing the Commu-
nity Reinvestment Act.

MANDATE UNDER THE CRA

Our mandate under the CRA is to encourage banks to 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.

That may sound simple, but it has proven to be most challeng-
ing. It requires that we look beyond the bank to its interaction
with the people in:its :community, where rendering an informed
judgment requires -an.understanding not only of banking, but of
neighborhoods and-the complex forces at work within them.

Our mandate under CRA asks that we encourage banks to be
sensitive to CRA concerns, yet quite appropriately, we do not have
authority to require them to extend credit under specific terms or
in specifgc amounts. Under CRA institutions have a broad responsi-
bility to their communities, but the law itself provides little practi-
cal guidance as to how to measure its fulfillment. It makes CRA
performance one of the key factors to be considered in the applica-
tions process, but not necessarily a controlling one.

In enforcing the CRA, we have worked to strike a balance be-
tween the competing interests and responsibilities of banks and
members of their communities. In doing so, we have been criticized
by both, as you so appropriately point out. Each side is concerned
that we have favored the other, which perhaps is the best indica-
tion that we have steered the right course.

We think we have established a sound examination program, di-
rected good education and outreach activities toward the banking
community, and used our influence effectively to promote produc-
tive bank/community dialog.

I am convinced that the practical result of our efforts and those
of others has meant many millions of dollars in the credit extended
to low and jxnoderate income neighborhoods and much valuable
technical collaboration among all the actors in the CRA process.

In short, I think CRA is working far better than many perceive,
not in spite of the regulatory agencies but because we have worked
ga:g to build a solid regulatory framework to carry out our man-

ate.

With regdrd to examinations, our specialized examiners regular-
ly conduct CRA assessments, evaluating bank activities and offer-
ing suggestions for improvement.

My written testimony explains how examiners look in a detailed,
methodical way at bank performance, factoring into their analysis
information gained from interviews with business people, Govern-
ment officials, and community representatives.
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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 good business.

Moreover, most of the banks we supervise directly are small and
are often located in rural areas where links with the community
have traditionally been strong.

I would also point out that a 2 rating means that the totality of a
bank’s efforts to meet the community credit needs is satisfactory
and nothing more. In many such cases there may be some room for
improvement, and we would bring this to the attention of bank
management.

Through our Community Affairs Offices, we share the technical
lending expertise banking organizations need to tackle the tougher
credit needs in their communities. Educational programs and publi-
cations, which I have described in supplements to my testimony,
convey this information to thousands of participants each year.

PARTNERSHIPS

To help banks leverage their community investments and make
possible even the most complex deals, we have 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.

In handling applications, the Board carefully reviews the CRA
merits of each case, together with financial, competitive, and legal
considerations whether or not a protest has been filed. Although
we are sometimes criticized for what are thought to be delays
caused by CRA protests, we endeavor and are usually able to com-
plete our analysis of cases requiring Board action within a 60-day
period. Sometimes it does take longer, particularly if we must seek
out additional information from the applicant, the primary regula-
tor, and the protestant, but the fact is that delays in case process-
ing are not the rule, as sometimes suggested.

AGENCY TOUGHNESS

Critics often point 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 the applications process to encour-
age banks to do a better job under the CRA.

In attachment C, submitted with my testimony, I have compiled
a list of many of the substantive commitments for improvement
made by banking organizations in cases where weaknesses were
found in their records. This approach has recognized that a limited
CRA deficiency may not warrant denial of an application, especial-
ly if the other factors the Board must consider weigh in favor of
approval. But deficiencies still call for some CRA response. Many
communities have gained new or strengthened credit services be-
cause of these commitments.

The new interagency CRA policy statement sets out what we
have learned to date about effective CRA performance, giving spe-
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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 organizations should have their CRA programs in
place and working well before filing an application.

This principle was illustrated in the Board’s denial of an applica-
tion by Continental Illinois Bank Corp. in February. The statement
puts emphasis on viewing CRA compliance as a process which is an
important part of doing business rather than a piecemeal effort to
satisfy regulators. It urges banks to open up the channels of com-
munication with people in their communities by, among other
things, expanding their CRA statements. By doing this, bankers
can take the initiative in telling people what their organizations
have done to help meet local credit needs as well as what they plan
to do in the future and inviting feedback on those plans.

Just as importantly, the statement encourages community
groups to talk to banks about their concerns at an early stage
when bankers are best able to respond to them. Our intent here is
to promote constructive discussion to the extent possible outside of
the high pressure atmosphere of the applications process.

In all of our enforcement activities, examinations, community af-
fairs outreach and the applications processing, we have endeavored
to pursue a course which is fair to financial institutions and to the
people in the communities they serve and faithful to the mandate
given us by the Congress.

Perhaps that effort has not always been perfect, but it has given
significant encouragement to private sector participation in com-
munity development, and I believe it has made the banking indus-
try very conscious of its CRA responsibilities.

To this extent, I think our efforts can be judged a success. I wel-
come any questions the subcommittee may have.

! [Tlie complete prepared statement of Griffith L. Garwood fol-
ows:
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I want to thank the Subcommittee for this opportunity to

address is s regarding the Community Reinvestment Act (CRA) and

its enforcement by the Federal Reserve. I am pleased to be here
to discuss the experience of the Board of Governors of the
Federal Reserve System, for which 1 serve as Director of the
Division of Consumer and Community Affairs. The Division’'s
responsibilities include rulewriting and enforcement authority
for federal laws safeguarding consumer rights in financial

services, especially credit services, in addition to CRA. We

ove: e and provide policy direction for conlu;n.r compliance and

CRA examinations performed by Federal Reserve examiners. Through
our System-wide Community Affairs Program, we share knowledge
about successful approaches to community development lending with
bankers. Finally, we analyze and report to the Board on CRA

i 8 which arise in connection with applications.

We have worked hard over the years to develop a multi-
faceted program which responds faithfully to our mandate under
the CRA. That mandate is three-fold, and can be simply stated:
to encourage banks to help meet the credit needs of their entire
communities, including low- and moderate-income areas, to assess
their records during examinations, and to take their records of
service under the CRA into account when evaluating proposals for
expansion.

Carrying out that mandate has been anything but simple.
In fact, CRA enforcement poses a very significant supervisory

challenge in that it compels us to look beyond what happens



within the bank itself, focusing on the role the bank plays in
its community. That includes its interaction with individuals,
organizations, and local governments to learn about credit needs
and its response when such needs are identified. In essence, we
must look at a bank's participation in fostering economic growth
and revitalization, and making the community a better place to
live and to do business. Rendering an informed judgement about
that role requires an understanding not only of banking, but of
neighborhoods and the often complex social and economic forces at
work within them. .

Moreover, the statute is framed so broadly that it
provides little practical guidance as to appropriate measures of
compliance. We have found there is a fine line between
encouraging institutions to extend CRA credit and requiring that
they do so in specified amounts or types, or under prescribed
terms. The Board strongly believes the Congress has not given it
authority to establish -- implicitly or explicitly -- lending
requirements of any kind under the purview of the CRA. Avoiding
such requirements, and still providing both the encouragement
which is called for in the Act and the guidance asked of us by
many bankers is not an easy task. The Board also must determine
what weight to assign to CRA in the applications process, given
that it is obliged by law to simultaneously consider financial,
managerial, legal, and competitive factors. Factoring the CRA
assessment into the mix of these other considerations itself has

proved challenging. For central bankers and other financial
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regulators, the duties conferred by the CRA require them to wear
a "hat" very unlike the traditional one we wear and, quite
frankly, this has taken some getting used to.

Nevertheless, in enforcing the CRA we have endeavored to
strike a balance between the competing interests and responsi-
bilities of banks and community groups. In so doing, we have

been lamba d by both -- which perhaps is the best indication

that we have steered the right course. For some years, our
actions have been the subject of considerable controversy.
Bankers have charged the Federal Reserve with -xh{bitinq bias
toward the community organizations, pressuring applicant banks
into negotiated settlements with groups filing CRA protests,
giving unclear signals about what it takes to "pass” CRA examina-
tions, and unfairly delaying decisions on challenged applica-
tions. On the other hand, community organizations have
criticized the Federal Reserve for what they perceive to be a
"pro-banker" approach to CRA and generally lax enforcement, as
well as a reluctance to grant protestants more time to research
their case against banks in the context of applications.

Even in this highly controversial setting, it is my belief
that the CRA process has been quite positive, which often seems
overlooked in the rhetoric which the CRA seems to attract. My

remarks here will hop lly y the of our examination
effort in which every day on an ongoing basis we send specially

trained examiners to call on banks and members of their

ties to CRA and advice. This effort is
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augmented by a substantial educational program which has

presented new ideas in ity c devel to
thousands of participants. Through the commitments made by
banking organizations in the applications process, a multitude of
initiatives has been undertaken. In scores of other instances,
private agreements have been reached in the course of CRA-related
dialogue between banks and members of their communities.

The practical result of all this activity has probably
been many millions of dollars in credit extended in low- and
moderate-income neighborhoods, and much valuable, though less
quantifiable, technical collaboration among all the actors in the
CRA process. It has achieved such results not in spite of the
regulatory agencies, as critics allege, but because we have built
a solid regulatory framework to carry out our mandate. In short,
I believe the CRA process is working far better than many
perceive.

CRA Examinations

The cornerstone of CRA enforcement is the CRA examination
program, comprehensive in scope yet flexible enough to take into
account each bank’'s asset size and market niche, as well as its
locale. CRA examinations are our best vehicle to encourage
better performance and will increasingly be the focal point of
our enforcement efforts, as indicated in the CRA Policy Statement
issued jointly by the agencies in March.

Each state member bank is examined about every 18 months,

or more often if weaknesses have previously been identified (and

less often in the case of top-notch performance). The Federal
Reserve has long had a cadre of specialized consumer compliance
examiners whose training in CRA-related aspects of bank perfor-
mance sets them apart from other examiners solely concerned with
safety and soundness matters. Examiners bring to their jobs a
variety of backgrounds in law, accounting, banking and finance.
They are trained at Board schools here in Washington, and in
regional or Reserve Bank-level seminars. Information about time
spent in CRA training, as well as other information responding to
specific questions posed by Senator Dixon, is presented in the
supplements to this testimony.

Following uniform interagency examination procedures,
examiners review and analyze bank activities falling under each
of the twelve assessment factors spelled out in Regulation BB.
The procedures focus the examiner’s attention on each factor in a
detailed, methodical way. Through a step-by-step process for
each of the factors, examiners build a body of information which,
taken as a whole, constitutes the bank’'s CRA record.

For example, for the assessment factor pertaining to bank
marketing and special credit programs, the examiner would review
working relationships with realtors servicing low- and moderate-
income neighborhoods, efforts in providing mortgage counseling,
management assistance to small or minority businesses, the extent
to which bank personnel seek out potential housing and small-
business loan demand, advertising practices and other matters.

Direct lending as well as credit-related services provided in



low- and moderate-income portions of the community would be
studied, and compared to lending in more affluent parts of the
community. The availability of convenient hours, as well as the
accessibility of bank offices to residents of low- and
moderate-income areas, would also be considered.

To give breadth and a balanced perspective to the assess-
ment, examiners routinely conduct interviews outside the confines
of the bank with business people, government officials, housing
and consumer advocates, realtors, trade association representa-
tives and many others. The comments of these individuals -- some
925 of whom were interviewed by Federal Reserve examiners last
year -- are factored into the examiners’ development of the
record.

The examiner s objective is, of course, to evaluate
current performance -- but it is also to put banks on a path of
strengthened CRA performance. Having the benefit of insight
gained from their close, hard look at bank activities and input
from community contacts, examiners communicate the findings of
their review to bank management orally at the end of the examina-
tion, and in written form once they return to the office. They
stress areas of veakness and recommend measures for improvement,

to which bank t must respond Continued supervisory

attention through correspondence, follow-up visits, and sub-
sequent examinations is given until improvements are realized.
Ratings are assigned in accordance with the uniform

interagency CRA rating system which sets out five performance

categories based on the assessment factors. The standards used
lly qualitative rather than

to per are

quantitative in nature, because they must apply to all institu-

tions, in every c envir They d ibe the kinds of
programs and practices in which institutions should be engaged to
merit ratings on the 1 to 5 scale within each of the performance
categories, and on a composite basis. Obviously, assigning
ratings involves some judgment on the part of the examiner --
yet this inherent element of judgment does not imply they are
arbitrary. '

1 am well aware of the notion that because the majority of
state member banks -- 93X in 1988 and to date in 1989 -- are
rated at least satisfactory, something must be wrong. To the
contrary, I would be surprised if nearly all banks were not
satisfactory, given that the concept of a community service
obligation is a bedrock principle of banking. In fact, it has
deep historical roots in U.S. banking law, formally enunciated at
least as far back as the Banking Act of 1935, which declared that
banks should serve the "convenience and needs” of their
community. It was reinforced in the Bank Holding Company Act of
1956, which listed the convenience and needs of the community as
one of the factors the Board must consider in handling
applications under the Act. Numerous state statutes reflect this
concept as well.

Particularly with regard to the banks wve examine, I would

also be surprised if market forces did not work in favor of those



banks which are profitable and are making a strong contribution
to the betterment of their communities. Most of the banks
directly supervised by the Federal Reserve have total assets
under $100 million and/or are located outside metropolitan areas.
Small town banks have traditionally been an integral force in
their communities and must be sensitive to local concerns, or
they would soon be out of business.

One should also bear in mind that we are dealing with a

perf on a by basis;

ratings system which
we are not seeking to achieve some statistical du.tribucton of
high and low ratings around a median. However, for some time the
agencies have been undertaking a self-evaluation of our CRA
efforts, resulting most recently in the joint policy statement on
CRA providing additional guidance on what we believe are
effective CRA programs. This review is ongoing and as we learn
more I would not be surprised to see an indication in the ratings
of somewhat more rigorous measurement.
Community Affairs Outreach

The Community Affairs offices at the Reserve Banks are an
important companion to the CRA examination program. It is
through these offices that we develop a body of expertise in
community development financing, and then share it as widely as
possible with banks, bank holding companies, and public sector
representatives. We have consistently sought to convey a message

of "enlightened self interest,” showing how banks can grow and
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prosper only together with, and not independent of, the
communities surrounding them.

The need for this program became apparent in the very
early years of the CRA, when examiners found bankers willing to
tackle th; tougher credit needs in their communities, but lacking
the expertise to make such loans and meet the safety and
soundness criteria the law acknowledges. In 1980, we brought to
the Division a person experienced in community development
lending to provide examiners with information in this field. We
soon expanded the program to each of the twelve Reserve Banks.

Last year, community affairs staff conducted over SO
educational programs throughout the country on topics ranging
from tax credits for low-income housing to the use of loan pools,
loan guarantees and the secondary market. By any measure, I
think you will find the list of these programs impressive
(Attachment A). Another important resource is the gamut of
publications prepared by community affairs staff on the tools and
techniques of community development lending. Examples of these
are described in Attachment B.

As one outgrowth of these educational efforts, we have
witnessed an increasing interest on the part of bank holding
companies and national banks in forming subsidiary community
development corporations, or CDCs, through which broad investment
powers unavailable to banks themselves can be exercised. CDCs
can invest in real estate, take equity positions in small

businesses and coventure various projects with city, county or

o1
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state government and non-profit developers in order to benefit
low-income families and poor and blighted communities. In the
past 18 months, ten new CDCs have commenced operation.

Given the complexity of inner city redevelopment and rural
economic needs, the emphasis in our community affairs program is
on forging ongoing relationships between banking and potential
partners for development. Over the years a number of partners,

besides government, have emerged from such sources as the insur-

ance industry, the philanthropic ty, neigh -based
development corporations and even new national intermediaries

such as the Local Initiatives Support Corporation, Neighborhood

Housing Services and the Neighborhood Rei C ation,
and the development arm of the National Rural Electric
Cooperative Association. These technical and financial partners
help banks leverage their community investments and make possible
deals that formerly were perceived as "unbankable."

We have done our utmost to promote such partnerships, and
have seen worthwhile results. In 1988, for example, a number of
California banks formed a consortium to address low-income
housing needs. In the Boston district, an affordable housing
task force involving lenders, community groups and government
officials recently completed a credit needs assessment project.

A similarly composed council in Trenton, New Jersey, worked with
the Philadelphia Reserve Bank to put together a lenders’ profile
on that city, together with recommended financing strategies. In
Atlanta earlier this year, the Federal Reserve Bank took steps to
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erging dary for ty

encourage the use of the
development loans by a coalition of Atlanta mortgage lenders.

The community affairs and CRA examination functions
maintain a close working relationship, enabling examiners to keep
abreast of new developments in the financial market and to put
community affairs staff in touch with bankers in need of
technical assistance in CRA matters. I am convinced that our
outreach efforts in this area are well placed; judging by the
response so far, there is tremendous interest in learning how
community development lending can be done to the bc;iefit of banks
and their communities.

CRA Issues in Bank Expansion Proposals

Let me now turn to applications processing - an aspect of
our work in which there have recently been significant policy
developments. The Board is required by law to consider CRA
performance when reviewing applications for mergers, acquisitions
or branching. While public attention is often drawn to an

application in which a CRA protest has been filed, the CRA merits

of an application are given careful attention in each case,
particularly when any of the banks party to the application have
been assigned a less-than-satisfactory CRA examination rating.
Although our focus today is on the CRA aspects of an
application, the Board is required by statute to evaluate a

number of factors in addition to the convenience and needs.

I
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Protests on any of these grounds -- financial, management,
competitive, or CRA -- are viewed seriously, and are handled in

exactly the same way. They are thoroughly reviewed by staff and
the Board, which sometimes involves seeking out additional
information from the applicant, its primary regulator, and the
protestant.

Although we endeavor to complete our analysis so that the
case can be acted on by the Board within 60 days, we are not

always able to meet that target in both CRA and non-CRA cases.

Average processing time for the more than 4,000 dohe-tic c s
handled by the System in 1987 and 1988 was 39 days. However, the
bulk of cases included in that figure -- some 86X -- were decided
under delegated authority by the Reserve Banks. Average
processing time for the remaining 14% of cases requiring Board
action, which would include most CRA cases, was 76 days in 1987,
and 72 days in 1988. For CRA-protested applications, average
processing time was 73 days in 1987 (somewhat less than the
average), and 87 days in 1988 (somewhat more).

One area of controversy has been our practice -- on rare
occasions -- of extending the period for receiving comments from
protestants. Our policy on extension of the comment period
reflects the Board s responsibility to process applications in a
timely manner while giving public comments the attention they
deserve. Only in a few instances has the Board found extension
of the 30-day comment period warranted -- where the application

has not been promptly made available for inspection by the
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parties, for example, or in the uncommon event there has been
inadequate public notice of the application. But it has made
clear time and again that it is not appropriate to extend the

se the commenter wants more time to

comment period simply be
pursue negotiations with an applicant under the pressure of a
pending application.

The agencies’ critics often point to the fact that very
few applications have been denied on CRA grounds. The Board's
longstanding posture has been to utilize the opportunity afforded
by the applications process to encourage banks to ae a better job
under the CRA, though not necessarily through denials. When
weaknesses have been found in the record of applicant banks --
whether or not the particular application has been the subject of
a CRA protest -- many institutions have made commitments to
address them before processing is completed. Those commitments
have been taken into account, together with examination reports,
comments from the public, and all other information pertinent to
an institution’s record in coming to a disposition of the
application. Roughly one third of the some 150 CRA-protested
applications approved involved such commitments. Thus, focusing
on the number of applications denied is misleading as the only
measure of agency toughness.

Because they address problem areas unique to the case at
hand, commitments vary widely. Those made most frequently entail
measures such as enhanced advertising and outreach, often in ways

that will reach a non-English speaking population; the adoption

2l
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of a corporate-wide policy for CRA, accompanied by parent company
review of subsidiary activities; and special lending efforts in
target neighborhoods. Through this process, dozens of our most
prominent banking organizations have made CRA commitments for
improved performance. A list of many of the commitments made
over the years as part of the applications process is presented
in Attachment C.

This approach has recognized that an adverse CRA rating or
a limited deficiency in performance may not have warranted denial
of the application, particularly if financial, competitive,
managerial and legal factors weighed in favor of approval. It
also recognized that much could be gained by securing commitments
for improved credit services, given that their fulfillment is
often monitored through periodic progress reports to Federal
Reserve Banks and is taken into account at the time of next
application.

I mentioned earlier that the agencies have recently issued

a comprehensive CRA Policy Statement. A product of many years of
experience with the CRA and the difficult issues it presents, the
Statement devotes considerable attention to the role of commit-
ments -- and suggests something of a different direction for the
future. It affirms that institutions contemplating business
expansion should have CRA policies and programs in place, and
working well, before filing an application. While it indicates
that commitments for future improvement are entirely appropriate

for addressing specific problems in an otherwise satisfactory
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record, they cannot compensate for a seriously deficient past
record of CRA performance.

This principle was illustrated earlier this year in the
Board’'s denial, in substantial part on CRA grounds, of an appli-
cation by Continental Illinois Bancorp., Inc., of Chicago,
Illinois, to acquire an Arizona bank. The Board acknowledged
that Continental had adopted its first formal CRA plan tailored
to correct serious CRA shortcomings. Yet in the Board's view
Continental s past record, in light of its considerable size and
resources, failed to show the basic results on which that plan,
which was in very early stages of implementation, could be
evaluated. The denial has been well-publicized and,
surprisingly, has met sharp criticism from some Chicago community
groups -- even before this Subcommittee -- who view the bank's
performance from a somewhat different perspective. Nevertheless,
the decision stands as a landmark in signaling that institutions
should establish a sound CRA performance record before
considering expansion.

The joint Policy Statement provides precisely that type of
guidance by describing the elements of an effective CRA program.
Its key elements are an assertive community outreach program; a
means of incorporating information gathered through outreach into
the development and refinement of products and services;
marketing and advertising which reaches the entire community;
periodic analysis of loan applications to ensure that potential

borrowers are treated in a fair, equitable manner; and an active

gl
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managerial role in CRA planning and oversight. Adopting such a
process will help institutions more effectively address their CRA
responsibilities as a routine part of doing business.

An important lesson underscored in the course of our
enforcement efforts is that communication that begins and ends
with a CRA protest rarely brings about long-term benefits. So,
as part of routine compliance with CRA, the Policy Statement
strongly encourages banking organizations to expand their CRA
Statements, expounding on current and future CRA plans and

results, to provide a launching point for discussion with the

community. At the same time, it ages neighb

ded CRA Sta making

organizations to react to those
known their concerns at an early stage when they can be dealt
with most effectively by bank management. These comments will be
reviewed in the course of the institution’s CRA examination.
Community members will, of course, continue to be able to submit
comments on applications, and each protest will be analyzed
carefully and thoroughly.

In all of our CRA enforcement activities -- examinations,
community affairs outreach and applications processing -- we have

d d to be handed toward both financial institutions

e, as well as

and representatives of the communities they se
faithful to the mandate given us by the Congress. Perhaps we

have not always done it perfectly, but neither has the effort
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been as limited or timid as is sometimes portrayed. We have
given significant encouragement to the private sector's partici-
pation in community development, and we believe we have made a
lasting impression on the way the banking industry views its
proper role in the community.

1 appreciate this opportunity to speak to the Subcom-

mittee, and welcome any questions you may have.

14



Supplements to CRA Testimony

1988 Conferences and Seminars

Examples of Publications

Examples of Commitments for Improved
Performance

CRA Examiner Training Hours

Average Number of Hours Spent on
CRA Examinations

CRA Examination History

CRA Examination Statistics by
Federal Reserve District

Disposition of Applications

Attachment A

Attachment B

_Attachment C
.Attachment D

Attachment E

Attachment F

Attachment G
Attachment H

ATTACHMENT A

CONFERENCES AND SEMINARS
1988

Established lenders councils in Wilmington, DE, Dayton, Ohio,
Camden, New Je: » Harrisburg, PA, and Philadelphia, PA to
develop strategies to address local credit needs.

Cosponsored over 25 meetings for the promotion of Neighborhood
Housing Services programs in such cities as Boston, New York,
Philadelphia, Richmond, Washington, DC, Dallas, St. Louis, Kansas
Cityi Minneapolis, St. Paul, San Francisco, Los Angeles, and
Miami.

Cosponsored with the Small Business Administration a seminar in
Denver, Colorado on "Expanding Private Sector Participation in
Public Sector Programs.”

Cosponsored a conference with the Gulf Coast Economic Development
Conference in Beaumont, Texas promoting public/ private
partnerships.

Sponsored a seminar in York, PA for community development
lenders.

Sponsored small business workshops in Dallas, Austin and El1 Paso,
Texas.

Cosponsored a conference with the Council for Urban Economic
Development in Orlando, FL on "Alternative Approaches to
Financing Business Development."

Cosponsored a conference with the Federal Home Loan Bank of
Cincinnati in Louisville, Kentucky on the opportunities in
ty devel for y kers.

Cosponsored a conference in Syracuse, NY and Iselin, New Jersey
on "Ten Years of Community Reinvestment."

Cosponsored with the Federal Home Loan Bank of Boston a statewide
conference on "Financing Affordable Housing."

Cosponsored a conference with the Federal Home Loan Bank of
Seattle, WA in Tacoma, WA on "Community Investment "88."

Cosponsored a conference with the Pitton Foundation and the
Denver Partnership in Denver on "Community Development
Corporations Emerging Options for Community Change."

Sponsored a conference in Midwest City, Oklahoma on Community
Development Corporations and the Federal Reserve.

Cosponsored a conference with HUD in Birmingham, AL on "Creative
Business Initiatives in the Entrepreneurial American City."
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Sponsored a conference in New York on "Community Development
Lending -- Building Partnerships for Renewal.

Sponsored a conference in Chicago, IL and Des Monies, IA on
"Looking Ahead to 1989: Housing Programs That Work."

Cosponsored with SBA a conference in Grand Junction, Colorado on
"Rural Small Business Financing."

Cosponsored a conference with the HUD regional office in El Paso,
Texas on community development lending.

Hosted an awards banquet for the 20th anniversary of the original
Neighborhood Housing Services of Pittsburgh.

Sponsored a seminar in Detroit on community development lending.

Sponsored a meeting in Savannah, GA on state and federal economic
development tools.

Sponsored a meeting in New York for bankers on the rehabilitation
program of the New York City’s housing department.

Cosponsored a training seminar with the Enterprise Foundation in
Baltimore on lending for community development.

Cosp a ence in Lubbock, Texas with SBA and Texas
Tech on economic development.

Cosponsored with SBA a seminar in Ri don "I ional
Export Development."”

Hosted a seminar for bankers in Houston, Texas on Minority Small
Business Investment Corporations.

Sponsored a seminar on consumer and community issues for the
Delaware Valley financial institutions in Wilmington, DE.

Cosponsored with the Federal Home Loan Bank of Des Monies, IA a
conference in Des Monies on community development lending.

Cosponsored with SBA a seminar in Denver, Colorado on
"SBA-Assisted Minority Contracting Programs."”

Cosponsored a Lenders Forum in St. Louis with the Federal Home
Loan Bank of Des Monies.

Cosponsored with HUD, the State of Virginia and SBA in Richmond a
seminar on economic development.

Cosponsored a conference with the Federal Home Loan Bank of
Cincinnati in Cincinnati on community development lending and
community partnerships.

Sponsored a seminar in Milwaukee, WI on housing programs and
public/private partnerships.

Hosted 8 forums of the Northern California Association for
Non-Profit Housing in San Francisco.
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ATTACHMENT B

EXANPLES OF FEDERAL RESERVE COMMNUNITY AFFAIRS
PUBLICATIONS

"Principles and Practices of Community D
bankers "how to" manual for ty devel
Details the steps and decisions involved in the credit analysis
of community development projects and offers suggestions for
alternate and "gap” financing mechanisms.

lopment Lending"” A
lending.

"C ty Devel Corporations and the Federal Reserve"
Defin bank holding ty devel ons,
their eligible wtivitx.s. and describes the ptoco-s of ltn—tinq
a bank holding ty devel poration and

receiving lpptovll :‘rom the regulator.

"A Bankers Guide to Housing Opportunities for the Poor in
Gentrifying Neighborhoods” Discusses the cau of
gentrification, how it occurs and what steps banks can take to
lessen the impact and remedy the effects of gentrification on a
community.

"Mechanisms to Finance Facilities for the Homeless™ Discusses
ava. le programs and financing solutions for the difficult
problem of providing homeless housing in a community.

“"Starting a Serious Community Reinvestment Program”™ Guide for
bankers on the steps necessary for starting a successful
reinvestment program. This publication offers suggestions for
under ing outreach, performing credit asce: inments, and bank
involvement in community development activities.

"Cascade"; "Cross Sections”; "Profitwise”; "Community";
"Community Forum"; "Community Investments” Newsletters which are
available from the Federal Reserve System and offer articles on
successful community reinvestment programs and current events in
community development lending, and banking regulations.

"Options for Investing in Our Communities"” Catalog of federal,
state and local community development programs focusing on
Pennsylvania, Delaware and New Jersey which can be used as a
resource in structuring community development projects. Each
program listing contains the name and address of the program, a
brief program description, a program contact person and a summary
of how a bank could utilize the program.

"Opportunities for ty and ic Devel " te
catalogs for: Arkan s Illinois; Indiana; Kentucky; Hiuiulppi~
Missouri; and Tennessee of federal, state, and local community
development programs. Includes program descriptions, contact
persons, and information as to how a bank can utilize the program
in its community development lending practice.

"Small Business Resource Guide” A listing and description of
sources of financing and other services (e.g. technical
assistance) available to small businesses in New York State.

"Dlroct'.ory of Community Development Organizations"” Listing of
ity devel ons and other community based
orq-nizn:ion- located in H achusetts. This directory can serve
source for ban! 8 king community contacts for credit
ulccrtlinment- and marketing efforts or looking for partners in
community development projects.
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ATTACHMENT C

1979-1989

June 1979
Commerce Bancshares, Inc., Kansas City, Missouri
- Advertise residential loans in local neighborhood media

- Increase efforts to assess credit needs
- Periodically meet with protestant

May 1979
Ohio Citizens Trust Company, Toledo, Ohio

- Increase efforts to cate with s of low-
and moderate-income areas

November 1979
Nichigan National Corporation, Bloomfield Hills, Michigan
- Improve CRA training of bank personnel

- Participate in special lending programs
- Designate CRA officers

February 1960
Ameritrust Corporation, Cleveland, Ohio

Improve its training programs for lending personnel to
prevent future violations

Offer credit counseling to applicants or refer them to
independent credit counseling organizations

Make public its real estate appraisal standards

Study the feasibility of making public its lending
policies

-~ Make the public aware of commitments 2,3 and 4
January 1980
First National on t h t

- Increase efforts to establish formal communication

channels with local neighborhood groups
- Inte £y efforts to upgrade its commitment to extend

mortgage credit

June 1980
Trust Comp , New York, New York

- Eliminate policy of not lending on properties with 3-
and 4-family units

- Offer long-term, 1 pay mor utilizing
private mortgage insurance

DRecember 1980
National City Corporation, Cleveland, Ohio

- Implement an advertising campaign designed to inform
lower income groups of available residential credit

- Create and implement a CRA sensitivity program for bank
personnel

-~ Meet more freq ly with nei d g P

December 22, 1961
AmeriTrust Company, Cleveland, Ohio

Improve strained relations with Protestant and improve
communication, by establishing a Community Advisory Council for
the Cleveland area.

June 16, 1982
National City Corporation, Cleveland, Ohio

- Meet with Akron Coalition for Community Reinvestment to
work out an advertising program designed to reach low-
and moderate-income neighborhoods

- Make bank personnel available to counsel community

idents on financial matters

- Incre: attendance at community meetings

- Encourage input from community groups on how to serve

the financial needs of its community, and consider the

feasibility of establishing a local community
development corporation

Review CRA efforts in concert with community group

April 1984
Bank of Nev England P ion, .

Increase efforts to make community residents more aware of
loan programs.

July 1985
Citizens and Southern Corporation, Atlanta, Georgia

Adopt a "Statement of Policy” regarding CRA obligations of
its proposed subsidiary banks.
Qctober 1985
First Union Corporatiom, Charlotte, North Carolina

Adopt formal CRA Undertaking for its proposed subsidiary
banks.
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November 1965
United Virginia Inc., Ri Virginia

Increase lending and other financial services in low- and
moderate-income neighborhoods in the District of Columbia.

July 1986
Hibernia Corporation, New Orleans, Louisiana

A six-point CRA enhancement program included:
- Mortgage lending targeted to certain New Orleans
neighborhoods, emphasizing FHA and VA loans
-~ Expanded SBA lending
- Greater advertising of "lifeline” banking services

with community groups, designation of full-ti
officer, and written instructions to lending staff on

CRA matters
- Cashi of g hecks at no charge to customers
- Progress reports to the Federal Reserve Bank of
Atlanta
s
11 & Ilsley C Mil . Wi in

Based on discussions with protolt-nt. M&I conitc.d to
undertake several inr ity
-~ Remove minimum loan amounts 1n its SBA lending
- Consider "blended rate” business loan offerings in
concert with public agencies
- Lower equity requirements for small businesses
Meet with community groups on a regular basis

Dominion h Corp ion ke, Virginia

- Expand marketing, with emphasis on underserved
neighborhoods

To the city Council of the District of Colombia,
Dominion indicated that it would earmark at least $3
million over the next 5 years for mortgage, home
improvement and commercial lending in the District
Designate responsibility at senior management

level for monitoring progress in meeting these

commi tments

November 1986
Keystone Financial, Inc., State College, Pennsylvania

Keystone committed to fulfill a draft agreement it had
proposed to a protestant organization, although the protestant
declined to accept it.

- Apply flexible underwriting standards
- Enhance FHA and VA mortgage lending, as well as
sediicblen Af mavtmema vataa snd lnan oricination fees

- Offer credit counseling services
- Enter joint venture partnership with community-based
organizations

December 1986
BancOne Corporation, Colombus, Ohio

- Adopt more complete guidelines for CRA compliance by
subsidiary banks

- Develop marketing plans to increase loan penetration in

low- and moderate-income are:

Enhance education of bank personnel on CRA,

including training in community development lending for

loan staff

Undertake self-evaluation through officer-level CRA

Committee

Make available HMDA data for mortgage b.nkinq

subsidiary of bank being acquired

May 1967
United Missouri Bancshares, Inc., Kansas City, Missouri

- Include nnt.-ant stuffers vith all checking nnd
savings
understanding of hom Amprovomont. home p\u‘chlle and
SBA loan products

- Advertise in area newspapers for home improvement, home
purchase and SBA loans

- Designate a loan officer to liaise with residents of

target neighborhoods

Better acquaint representatives of mortgage banking

subsidiary and the bank to be acquired with Freddie Mac

and Fannie Mae requirements

Conduct training sessions for loan officers and

personal banking representatives on

Display lobby posters and leaflets explaining various

loan products and how to apply for them

Ensure future involvement of the bank being acquired

with 01d Northeast, Inc., an area neighborhood

association, or a similar group

Make presentations to area groups about bank services

Submit quarterly reports to the Federal Reserve Bank of

Kansas City

April 1987
First Midwest Bancorp, Inc., Naperville, Illinois
Mortgage lending program established in conjunction with a

secondary market mortgage service corporation, with goal of
sustaining an increased level of mortgage lending. In addition:
- Continue promotion of student loan program to area
colleges and universities
Aembleiia mavivice A emall hiiainasses
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RepublicBank Corporation, Dallas, Texas

Board noted applicant’s
groups in Dall

with nei d
and San Antonio in order to enhance its efforts

in those areas calling for:
- Good faith effort to achieve mortgage loan and home

improvement loan goals
Expanded senior citizen checking service
Marketing plan for target neighborhoods

In addition, Republic will implement its practices and
procedures with regard to CRA at all of the banks to be acquired,
and will submit a detailed progress report to the Federal Reserve
Bank of Dallas.

June

June 1987
NCNB Corporation, Charlotte, North Carolina

Applicant committed to:

September

Designate a Community Affairs Officer !or Maryland to
meet with community organizations, become familiar with
available financing programs, and work with bank
officers and lending personnel

Identify ity n
and moderate-income areas
Market and advertise more widely in targeted areas
Endeavor to use flexibility in applying credit criteria
Provide counseling and technical assistance to
governmental and community-based agencies working
within the targeted areas

Develop basic banking services

Emphasize housing, small bus:
development loans to targeted areas

gh study of selected low-

and economic

p 1987
First Interstate Bancorp, Los Angeles, California

Applicant adopted a corporate CRA policy which establishes
a procedure for management review of CRA programs and practices

of subsidiary banks.

Other actions include:

Enhance efforts to market housing and small business
in low- and moderate-income are.
the number and dollar amounts of loans in low-
and moderate-income areas as much as market conditions
allow

Continue to offer basic banking services

October 1987
U.S. Bancorp, Portland, Oregon

To enhance the services of the bank to be lcquirn\d
measures include:

Applicant also adopted a similar plan for the Yakim

November
Valley National Corporation, Phoenix, Arizona

To

Conduct educational seminars in the South End comunity
of Seattle to provide information about residential and
small business loans

Use price incentives to promote housing and small
business loans

Continued meetings with community organizations
Establish goals to increase residential real e
small business lending in the target community

strengthen its CRA performance in certain low- and

moderate-income census tracts within Phoenix and Tuscon,
Applicant agreed to:

Strenghten its marketing and consumer education efforts
in all segments of its service area

Expand throughout the te its special lending
programs geared to low nd moderate-income persons,
especially in rural areas

Meridian Bancorp, Inc., Reading, Pennsylvania

Develop a plan that addresses credit needs in low- and
moderate-income areas of the Philadelphia and
Wilmington communities
Through marketing, incr
programs for residents who do not
traditional lending criteria
Relocate CRA Statements in branch locations to make
them more accessible to the public

More effectively monitor CRA-related efforts and needs
throughout the service area

Expand participation in local reinvestment programs
Expand the CRA Statement to include special credit
programs

Train branch personnel with respect to the disclosure
requirements of HMDA

Prepare a Spanish CRA notice for use in Hispanic
communities in Reading and Philadelphia

se awareness of special credit
t the bank’s

October 1987
ional Bancshares, Inc., North Little Rock, Arkansas

One

Create full-service residential mortgage lending
department with written plan to market real estate
loans throughout the delineated community, specifically
sAdreeaina 1aw- and moderate-income neighborhoods
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- Fund FHA, VA and conventional real estate loans

and small business loans in low- and moderate-income
areas

Establish comprehensive community outreach program to
be coordinated by a Community Service Officer with
responsibility monitoring the bank’s compliance with
CRA and maintaining contact with community
organizations

February 1988
The Bank of Nev York Company, Inc., New York, New York

Bank will re ss its community delineations in New York
City, as well as those of the bank being acquired, to ensure they
reflect lending territory and do not arbitrarily exclude low -
and moderate-income areas. In addition, BONY committed to
undertake a CRA plan adopted by its Board of Directors calling
for:

- An education and information program for bank officers

and employees regarding their responsibilities under

CRA and fair lending practices laws

Designation of a lending officer for each of its

principal geographical areas who will be responsible

for monitoring the Bank’s lending program in that area

Specialized training to the CRA officer to a st Bank

officers and employees in connection with government

and community development programs directed at low- *and

income ties

- Further broad-based advertising and marketing,
including written material in Spanish as well as
English

- Periodic meetings with public and private community

groups

Development of loan programs responsive to the credit

needs of low- and moderate-income neighborhoods in

areas of housing, small business and commercial real

estate

- Flexibility, where feasible, in the application of
undervriting criteria

- Emphasis on home mortgage and home improvement loans

for development and rehabilitation of one-to-four

family structures

Develop CRA compliance reporting and monitoring system,

with at least quarterly reports by CRA officers to the

Bank's CRA officer and by the Board of Directors

April 1988
SunTrust Banks, Inc., Atlanta, Georgia

With respect to the performance of its Savannah
subsidiary, SunTrust will:

- Strengthen consumer compliance by instituting more
extensive training and review procedu
- Enhance marketing and credit needs ascertainment
efforts in low- and moderate-income and minority
neighborhoods
Through meetings with ty P ves and
city officials, more aggressively seek out community
development financing opportunitie
File quarterly progre reports with the Federal
Reserve Bank of Atlanta

May 1988
Saban, 8.A., Panama City, Republic of Panama

A comprehensive CRA plan including banking services,
housing services, and CRA compliance initiatives, with these key
elements:

- Establish extensive community outreach

- Enhance employee CRA training through written
communications, formal training, internal publications
and qQuarterly review meetings

- Conduct market analys. to evaluate existing products
and address changing needs through introduction of new
products

Promote mortgage products through traditional and
targeted advertising

Work with the New York City housing offices to identify
lending opportunitie

- Become a SONYMA (state of NY-assisted mortgage program)
lender

Participate in and fund housing development and
redevelopment programs

Submit semi-annual progress reports to the Federal
Reserve Bank of New York

June 1988
Norwest C ion, Mi polis, Minnesota

- Develop and implement a corporate CRA plan within six

months, under which each local bank will prepare a

written marketing plan for reaching its entire

community

Set up community advisory boards to help carry out the

plan and review each bank’ s performance

- Provide semi-annual progress reports to the Federal
Reserve Bank of Minneapolis

National City Corporation, Cleveland, Ohio

To improve CRA record of Kentucky Bank being acquired,
National City will:
- Offer a loan program responsive to housing needs of
low- and moderate-income applicants

(3]
(1
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- Make governmentally-insured loans available, including, October 1988
» VA, SBA loans Cenvest, Inc., Meriden, Connecticut
- Offer lifeline banking accounts
- Establish a public policy committee of its Board of - Continue efforts to establish a regular pattern of
Directors responsible for monitoring CRA activities contact with community organizations and government
entitie

July 1968 - Continue lvertising and regular community contacts to
Somerset Bankshares, Inc., Somerville, Massachusetts foster greater awareness of credit services
- Continue to seek opportunities to collaborate with
- Assign vice president to oversee CRA activities and government entities, community groups, and/or other
report regularly to the Board of Directors financial institutions on community development
- t!’:c::o participation in a call program to small projects
81N L]
- Meet wi local groups involved in housing and Comerica Incorporated, Detroit, Michigan
credit-related areas
- Enhance advertising of loan products in local media Complete implementation of written CRA plan, developed in
- More active participation in community development conjunction with the Chicago Reserve Bank, with emphasis on:
projects .
- Provide financial support to a number of state and - More ensurance that Bank's services reach all areas of
local housing authorities and community assistance Detroit and responds to local credit needs
programs o - Increased credit needs ascertainment efforts; in
- Submit quarterly progress report to the Federal Reserve particular, bank will work with community organizations
Bank of Boston (through seminars, credit surveys, etc.) to develop
mortgage lending programs that address the credit needs
988 of low- and moderate-income communities
First Bank System, Inc., Minneapolis, Minnesota - Frequent meetings by officers and managers with
community groups to discuss credit needs of community
In response to CRA examination findings regarding the - Increased advertising of home mortgage, home equity,
performance of a Montana subsidiary bank, FBS committed to: and improvement loan programs
- Establish lending goals and strategies to enhance home - More active participation in government-sponsored
mortgage, home improvement, and business lending housing-related lending programs
activities in an economically depressed neighborhood of - Quarterly progress reports to the Federal Reserve Bank
the bank's community of Chicago ~
- Establish outreach and communication channels targeted
to this neighborhood First Bank System, Inc., Minneapolis, Minnesota
- Invite community group participation in lending
programs Extend corporate-wide CRA policy to new Colorado
- Ensure that its corporate-wide CRA policy is extended subsidiary bank immediately following acquisition
to cover all subsidiaries, including the Montana Bank
November 1988
September 1988 Bank of Ireland, Dublin, Ireland
Integra Financial ion, Mt. L Pennsylvania
With respect to bank being acquired, applicant will extend
- Extend participation in various government lending its current endeavors:
programs and develop a new mortgage product geared to - Meet the credit and financial needs of the community
low- and moderate-income neighborhoods - Participate in below-market rate loan programs and
- Appoint community development affairs officer with offering competitive financing products
duties to report to the Board of Directors on CRA - Continue community outreach program involving regular
activities contacts with various community groups
- Fi -annual progress reports with the Federal

Reserve Bank and Cleveland
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January 1989
FirsTier Financial, Inc., Omaha, Nebraska

Complete implementation of CRA plan to enhance provision
of services in Omaha’s low- and moderate-income neighborhoods,
including:

- Market survey focusing on minority and less affluent
parts of the community

- Direct mail advertising campaign in targeted areas

- Appointment of community liaison officer to initiate
contacts with community groups

- Development of a computer-based system to track the
distribution of credit applications and extensions by
census tract

- Pursuant to talks with a protestant organization, FT
also pledged to undertake specific lending initiatives,
including multi-family housing, mortgage loans for
individuals, a secured credit card and a revolving loan
fund for home improvement loans

Crestar Financial Corporation, Richmond, Virginia

To supplement its existing CRA plan for the Washington,
D.C. area Crestar adopted a "Greater Washington Area CRA Plan"
which called for:
- Enhanced advertising and marketing to communicate the
availability of credit and other bank services,
particularly in minority audience media and

Participation in local programs and seminars that offer

community residents and small businesses technical

assistance with respect to obtaining and utilizing

credit

- Appointment of CRA Officers at bank, regional and
corporate levels with responsibility for carrying out
and overseeing CRA performance

- Monitoring CRA performance of all bank subsidiaries

Meetings between Regional CRA Officers and community

leaders to provide feedback from the community

July 1989
Fort Wayne National Corporation, Fort Wayne, Indiana

As an outgrowth of meetings with protestant organization,
FW committed to:
- "ntensify efforts to identify credit needs in minority
and low- and moderate-income gl of its ity
- Enhance advertising of special credit programs as well
as general credit services
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CRA TRAINING

HOURS FOR FEDERAL RESERVE

SYSTEM EXAMINERS

Schools 1984 1985 1986 1987 1988 1989 Total
. OTHER :
Compliance I Senior Examiner
Seminar, 1984

No. Sessions 2 2 2 1 1 2 10

No. Students 24 40 37 12 19 57 189 18 students

Total Hours 40.5 40.5 40.5 20 20 42 223.5 19 hours
Advanced CRA

Compliance II Training, 1989

No. Sessions 2 1 1 2 1 1+ 8 2 sessions

No. Students 26 12 13 25 19 7 102 45 students

Total Hours 11.5 7.5 7.5 16 6.5 8.5 66.5 80 hours

Banking I

No. Sessions 3 3 4 3 4 2% 19

No. Students 111 100 166 99 130 50 656

Total Hours 9 9 12 9 12 6 57

Banking Il

No. Sessions 3 3 3 4 4 1* 18

No. Students 84 101 102 141 142 34 604

Total Hours 9 9 9 12 15 3 57

BHC Applications

No. Sessions 2 2 2 2 2 1* 11

No. Students 43 41 38 36 39 29 226

Total Hours 2 2 2 2 2 2 12

* Additional sessions are scheduled for later

in the year.
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Federal Reserve System
Average Number of Hours Spent on CRA Examinations

Bank Asset Size

ATTACHMENT E

(in Millions) 1984 1985 1986 1987 1988

< 25 6 5 5 5 7
25 - 100 7 6 6 7 9
100 - 500 17 14 14 15 13

> 500 44 42 49 72 55




Nuaber of State
Nesber Banks

Nuaber of CRA
Revievs

Percent Examined
For CRA

Average Rating

Percent Rated Less
Than Satisfactory

1980

1011

2.00

1981

1046

1982

1060

0

™

1.9

1075

764

nx

1.9%

1984

1075

Pederal Reserve System CRA Examination History

1985

10%

765

0%

1.9

1108

637

ST

1.9

1987

10%2

5%

1988 6-30-89
1081 1073
626 29
582 am
1.9 2.0
n n
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FEDERAL RESERVE SYSTEM

CRA Examination Statistics: 1984 - 1988

1984 4
# « # % * % # % * %
Boston 1 14 6 86 0 (o] o 0 (o]
New York 10 33 20 67 0 o (o] o 0 0
Philadelphia 1 11 7 78 1 11 (o] (o] 0 0
Cleveland 7 13 43 81 3 6 (o] 0 0 [¢]
Richmond 10 13 70 88 0 0 (o] (o] 0 0
Atlanta 7 11 55 89 0 (o] [ 0 0 o
Chicago 3 2 116 93 5 4 1 1 0 (]
St. Louis 1 2 44 96 1 2 (] 0 0 0
Minneapolis 13 14 75 83 2 3 (o] [o] 0 (o]
Kansas City 5 5 102 95 0 0 o (o} 0 (o}
Dallas 9 21 34 79 0 [ (o] o 0 o
San Francisco 7 12 50 88 0 0 (o] (o] 0 (o]
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FEDERAL RESERVE SYSTEM
CRA Examination Statistics: 1984 - 1988

1985 1 2 3 4

# % # % # % # % # %
Boston 2 40 3 60 o 0 0 o 0 (o]
New York 12 34 21 60 1 3 1 3 (o] (o}
Philadelphia 6 43 8 57 (o] (o] (o] (o] (o] (o]
Cleveland 9 17 44 81 1 2 (o] (o] (o] (o]
Richmond 17 20 65 78 1 1 (o] o 0 (o}
Atlanta 12 15 66 81 2 2 1 1 0 o
Chicago 4 3 142 96 2 1 o] o [] o
St. Louis 2 4 47 96 o] (o] (o] o] o] o]
Minneapolis 10 14 58 84 0 (o] 1 1 0 (o}
Kansas City 1 1 111 99 [+] (o] (o] (o] 0 o]
Dallas 10 19 42 8l 0 (o} 0 o 0 (o}
San Francisco 8 13 54 86 1 2 o (o] 0 (o]
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FEDERAL RESERVE SYSTEM

CRA Examination Statistics: 1984 - 1988

1986 4
# % # % * % # % * %
Boston 2 33 4 67 0 0 (o] [} o (o]
New York 9 27 23 70 1 3 [0} (o] (o] (o]
Philadelphia 4 40 6 60 0 (o] (o] o] 0 (o]
Cleveland 6 13 38 84 1 2 [ (o} (o] (o]
Richmond 7 12 51 88 0 0 [} (o] 0 o
Atlanta 14 16 70 80 3 3 (o] (o] (o] o
Chicago 2 2 114 97 0 1] 1 1 (] (o]
St. Louis 1 2 42 98 (] [} (o} [} (4] (o]
Minneapolis 6 12 43 86 1] (o] 1 2 0 ]
Kansas City 2 3 69 97 0 0 (o] [o] [} (o]
Dallas 10 19 43 81 0 [ o (o] [} [}
San Francisco 8 13 55 86 1 2 0 o 0 [o]




FEDERAL RESERVE SYSTEM

CRA Exahination Statistics: 1984 - 1988
I/!

1987 2 3 4
* % # % * % # % # %
Boston 1 33 2 67 0 0 (o] (o] 0 0
New York 8 29 19 68 1 4 (o] (o] 0 o]
Philadelphia 4 36 7 64 (o] 0 o] - 0 0 0
Cleveland 6 11 46 87 1 2 (o] (o] 0 (o]
Richmond 9 12 68 87 1 1 (o] (o] 0 (o]
Atlanta 2 3 57 85 8 12 o] (o] 0 0
Chicago 4 3 134 94 5 3 o] (o] 0 o]
St. Louis 2 5 41 95 o 0 (o] (o] 0 (o]
Minneapolis 6 16 31 82 0 0 1 3 0 [+]
Kansas City 2 5 40 93 1 2 [o] [o] 0 (o]
Dallas 9 29 22 71 0 0 (o] [o] 0 0
San Francisco 4 7 56 93 0 0 (o] (o] 0 (4]
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FEDERAL RESERVE SYSTEM

CRA Examination Statistics: 1984 - 1988

1988 4
# % # % * % # % * %
Boston 3 50 3 50 (o] (] (o] (o] 0
New York 5 17 20 69 4 14 (o] (o] o (o]
Philadelphia 6 35 10 59 1 6 (] o] (o] (o]
Cleveland 1 3 29 85 3 9 1 3 (o] 0
Richmond 12 16 65 84 0 0 0 0 0 o
Atlanta 3 3 70 75 19 20 1 1 (o] (o]
Chicago 3 2 118 9% 3 2 1 1 o o
St. Louis 2 S 38 95 o (o] o (] (o] o]
Minneapolis 5 12 34 83 1 2 (o] o 1 (o]
Kansas City 3 4 59 84 7 10 1 1 1 (o]
Dallas 6 17 30 83 o ] (o] (o] (o] (o]
San Francisco 6 10 51 88 (] 0 1 2 (o] 0
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1984 - July 1989

Total No.

Approved
Denied
Withdrawn**
or Returned

Disposition of Applications
Handled by Federal Reserve System

All Domestic Applications CRA Protested Applications

13, 600 112*
12,777 108
69 1
754 3

* In 32 of these cases, the approval involved commitments for enhanced CRA

performance by
generally monitore

applicant banks. Performance of these commitments is
d through periodic reporting to Reserve Banks.

thdrawn by the applicant, which terminates

** This refers to applications wi
It should not be confused with the

processing of the application.
withdrawal of a protest by an individua
There were 38 cases in which CRA protests ve

grounds.
time period.

1 or community group on CRA
re withdrawn in this

H INIWHOVILY
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Senator DixoN. Thank you, Mr. Garwood.
Mr. Kluckman.

STATEMENT OF JERAULD C. KLUCKMAN, DIRECTOR OF COMPLI-
ANCE PROGRAMS, POLICY DIVISION OF THE OFFICE OF REGU-
LATORY AFFAIRS, FEDERAL HOME LOAN BANK BOARD, WASH-
INGTON, DC

Mr. KLuckMAN. Mr. Chairman, I am pleased to be here this
afternoon to discuss the Federal Home Loan Bank System'’s regula-
tory activities associated with the Community Reinvestment Act.

This agency and the industry it regulates has long played a sig-
nificant role in furthering the housing and community investment
objectives of this nation. By their very nature, thrift institutions
have been and will continue to be a prominent source of housing
finance.

Consequently, CRA will continue to play an important role in ef-
forts to ensure that all individuals have equal access to the credit
markets and that financial institutions are meeting community
credit needs.

The subcommittee should know that in the past 18 months the
Federal Home Loan Bank System has undertaken measures to sig-
nificantly enhance its overall examination and supervision efforts,
including those under CRA. These measures were prompted by the
strong commitment of the Board and the System to improve its
entire regulatory framework.

As you know, the System struggled through much of the 1980’s
with staffing and other problems brought on by the well-publicized
financial dilemma of the industry and was not able to devote the
amount of resources to CRA and a number of other consumer pro-
tection laws and regulations as we would have liked.

DIVISION OF COMPLIANCE PROGRAMS

To improve in this area, in October 1987, the Board’s Office of
Regulatory Activities created the Division of Compliance Programs.
This division’s purpose is to develop and set national examination
polici for consumer protection laws and regulations, such as the
Truth in Lending Act, for nondiscrimination statutes, such as the
Fair Housing Act and the CRA, and for other public interest.laws,
such as the Bank Secrecy Act.

In all, the division has responsibility for roughly 20 different
laws that fall in the compliance area.

Tlhe division has structured much of its work around two broad
goals.

_First, we believe that our examination program should be bal-
anced with industry education. Because of the complexity of many
of the consumer protection laws, we endeavor to provide those we
regulate with technical assistance to promote their compliance ef-
forts and instill in those we regulate that compliance is a business
responsibility that should be managed as a standard part of oper-
ations.

Second, we believe that the System needs to vigilantly regulate
the compliance activities of the industry through a comprehensive
and consistent examination approach.
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Over the past 18 months we have taken five important steps to
further our industry education and examination objectives. I would
like to highlight these five areas for the subcommittee.

First, in January 1989, the Board approved a specialized exami-
nation program for the compliance area. The key elements of the
new program are the conduct of separate examinations for compli-
ance performed by trained compliance specialists. A separate com-
prehensive report of examination is prepared for each specialized
examination. Examinations performed under the specialized pro-
%rlgzn utilize separate ratings for overall compliance and for the

The ratings drive the frequency of future examinations. The in-
terval between examinations for the poorest performance is 6
months, and for the best performers 24 months.

Implementation of the program began in January this year and
will be completed by January 1991.

Second, we developed and distributed to agency staff and to the
industry a comprehensive compliance activities handbook. This
handbook contains information for examiners on the examination
process as well as explanations of each law and regulation in the
compliance area. It also contains examination objectives, proce-
dures, and checklists. Although the primary audience of the hand-
book is examiners, thrift institutions should find the handbook
useful as an educational tool.

Third, we developed in our Bank System Office of Education a
level 1 compliance school for our examiners. That school is going
on today, and we are training our first 30 students.

Senator DixoN. How many, did you say?

Mr. KLuckMAN. Thirty. -

Senator DixoN. Thank you.

Mr. KLuckMAN. Fourth, we developed and distributed to the in-
dustry a manual entitled “Compliance: A Self-Assessment Guide.”
This manual provides guidance for thrift institutions pertaining to
the establishment of an internal compliance program and includes
information as to the conduct of internal review systems for com-
pliance matters.

Fifth, we developed the compliance assistance series. This is a
series of brochures or pamphlets on individual topics that tend to
pose problems for thrift institutions. The first brochure, which was
recently completed, addressed the Bank Secrecy Act. I have
brought along a copy of the new compliance handbook and self-as-
sessment guide and the Bank Secrecy Act pamphlet for the com-
mittee’s use.

No discussion of the Board’s CRA-related efforts would be com-
plete without mentioning and stressing the importance of its com-
munity investment activities. The Board’s Office of Community In-
vestment and the community investment officers at the Federal
Home Loan Banks have since 1978 been providing technical assist-
ance and guidance to thrift institutions, community groups, and
State and local officials about investments in local communities.

Through the System’s community investment fund—this was a 5-
year, $10 billion project—specially priced advances were made to
thrifts involved in community investment activities.
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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 support credit 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.

The fact that thrift institutions are deeply involved in housing
finance, certainly one of the primary objectives of CRA and a
strong concern of community organizations, may serve to explain
the lack of protest activity.

In the past 5 years the Board has processed only nine protested
applications, representing less than one-quarter of 1 percent of all
applications.

CRA performance is considered as part of the many types of ap-
plications involving federally insured institutions. Unsatisfactory
CRA performance is grounds for denying applications.

In the past the Board has used conditional approvals as a way of
assuring that an institution improves its CRA performance. Condi-
tions are to be monitored by the district banks and noncompliance
with conditions is grounds for denial of future applications or
formal enforcement by the Board. '

The Board recently denied a branch application on the basis of
an institution’s failure to satisfactorily meet the terms of a condi-
tional approval it had been granted in connection with a prior ap-
plication.

Application processing procedures afford the public either a 10 or
20-caiendar day period to make comments, depending upon the
type of application. These periods will be extended by either 7 or 20
calendar days upon timely request. These comments are considered
as part of the applications process.

In addition, the public has a right to make CRA comments about
an individual institution’s performance, which must be maintained
in a public file.

Moreover, our CRA examination procedures have been changed
to require examiners to routinely conduct interviews with commu-
nity organizations and the like as part of the examination process.

Should the Congress decide to require the regulators to make
CRA ratings and evaluations public, it is likely that public involve-
ment in the CRA process will greatly increase.

In conclusion, Mr. Chairman, I want to assure you that the
Board and the System take our CRA and other consumer protec-
tion responsibilities seriously. We have had in existence for some
time a program to assist community investment, which is our com-
munity reinvestment fund. We have also had programs to identify
and eliminate discrimination, such as our ccmplaint handling proc-
ess and our loan application register system.

We are working diligently to upgrade our examination efforts for
these areas, and I believe with the establishment of our examina-
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tion specialists we are well on our way to building a sound pro-
gram.

Thank you.

| [Tl}e complete prepared statement of Jerauld C. Kluckman fol-
owSs:



STATENENT OF
JERAULD C. KLUCKNAN, DIRECTOR
DIVISION OF CONPLIANCE PROGRAMS, OFFICE OF REGULATORY ACTIVITIES
OF THE FEDERAL HOME LOAN BANK SYSTEN

BEFORE THE ITTEE ON AND REGULATORY AFPFAIRS

OF THE SENATE BANKING COMNKITTEE
JuLy 31, 1989

Mr. Chairman, I would like to thank the Subcommittee for the
opportunity to 't.ltﬂy on the Federal Home Loan Bank System’s
enforcement of the Community Reinvestment Act (CRA). In response
to your invitation letter, my testimony will focus on our
compliance examination and enforcement program with particular
emphasis on its CRA aspects, the treatment of CRA matters in the
applications process, and our experiences with applications
protested on CRA grounds.

FELB System Examination Program

Brief History .

Prior to early 1989, the System’s CRA and compliance examination
respongsibilities were carried out as part of the routine safety
and soundness examinations of thrift institutions. These
examinations were performed by generalist examiners on a 6 to 18
month time frame depending upon the financial condition of an
institution. 1In addition to the overall safety and soundness
rating (commonly known as the "MACRO" rating), institutions were
assigned a CRA rating. The CRA rating system used a S-point
grading scale, with "1" representing outstanding performance and
“5" representing unsatisfactory performance. I will elaborate
upon the rating system and the distribution of ratings over the
past several years later in this testimony.

rrankly, CRA and other consumer examination responsibilities
typically took a backseat to other concerns as the thrift crisis
heightened during the mid-1980’s, and substantial examination
resources needed to be devoted to financial matters. It was not
until after 1985 when the examination staff was removed from Civil
Service and transferred from the Federal Home Loan Bank Board to
the Federal Home Loan Banks that we were able to make plans to
enhance our compliance and CRA examination program. We testified
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to the Senate Banking Committee on this point twice during 1988.
We also testified last year that we were in the process of
improving our performance in this important area. I am pleased to
be able to tell you that the System has adopted a new compliance
examination program and to be able to describe for you the key
elements of the new program.

Key Elements of the FHLB System’s New Compliance Program

To provide a focus for the development of a national compliance
examination program, the System’s Office of Regulatory Activities
(formerly ORPOS) established the Division of Compliance Programs
in October 1987. The primary mission of this division is to
develop a national examination and supervisory program to address
compliance matters, including CRA. The division's
responsibilities include overseeing compliance with the consumer
laws and regulations, nondiscrimination requirements, CRA, and a
number of other public-interest laws such as the Bank Secrecy Act.
A complete description of the program can be found in Exhibit A.

The Division of Compliance Programs has two broad goals. First,
the division performs an educational role by assisting member
institutions in understanding and complying with laws and
regulations. 1In this regard, the division published a manual
entitled, "Compliance: A Self-Assessment Guide" in July 1988.
This guide is designed to provide helpful information to an
institution in developing a viable compliance program and in
conducting and reporting compliance reviews. The guide also
includes a policy statement from the Federal Home Loan Bank Board
that strongly suggests that every thrift institution establish a
compliance program commensurate with its size and complexity. It
is the Board’s firm belief that it is not only in an institution’s
best interests to have a viable compliance program, but a business
responsibility. A copy of the guide was provided at no cost to
member institutions. About 900 copies of the publication have
been sold in a little over a year. The division has also
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developed a series of brochures addressing regulatory problem
areas. The first brochure in the series was devoted to the Bank
Secrecy Act and was released in May of this year.

Second, the division administers an enforcement program which
directs the System’s examination and supervision responsibilities.
A separate examination program for the compliance area was
approved by the Federal Home Loan Bank Board in January 1989.
Probably the most significant element of the new compliance
program involves the Board’s decision to utilize examiners that
specialize in the compliance laws and regulations and CRA. These
examiners will receive specialized training in the laws and
regulations covered within the scope of the compliance
examination.

As a matter of fact, the first Compliance School is being
conducted as we speak. The 30 students at this two-week basic
school, which began on July 24th, will receive over 20 hours of
instruction on the CRA, community investment, nondiscrimination
laws and regulations, and applicable examination procedures.
Classroom instruction on the CRA and the nondiscrimination laws
and regulations is being provided by trained, seasoned
professionals with field experience, a staff member from the
Board’s Office of Community I t, and a ity Investment
Officer from the Federal Home Loan Bank of San Francisco. In
addition, on July 26th, a representative from ACORN presented a 1
and 1/2 hour session on the role that community organiszations play
in the CRA process. Another basic compliance school is slated for
December 1989, and two more are planned for 1990 along with an

advanced school.

Another significant part of our examiner training regimen includes
the division’s new Resident Intern Program. Under this program,
compliance examiners and other supervisory personnel froa the
District Banks come to our offices in Washington for a 3-week
assignment. During this time, the participant gains an in-depth
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education about our functions by becoming involved with special
projects, interviewing staff members, and attending interagency
meetings and the like. The program began in April of this year
and has been very well received by all of the participants so far.

We have also completed and distributed to the staff at the Federal
Home Loan Banks and to each thrift institution copies of our
"Compliance Activities Handbook." This effort represents the
first time that the System has had all of its examination
procedures pertaining to the nondiscrimination, consumer, and
public interest laws and regulations in a handbook devoted
exclusively to them. The new handbook provides examiners with
specific guidance as to the conduct of compliance examinations,
textual information on each law and regulation contained in the
compliance examination program, and examination objectives,
procedures, and checklists. In addition to serving as a primary
examination tool, the handbook is also an educational centerpiece
for institutions.

Examinations under the specialized program are conducted on a
frequency schedule driven by the lower of either the CRA or
Compliance rating assigned at the previous examination. The
interval between examinations can range between 6 and 24 months -
the lower the rating, the more frequently an institution would be
examined. Ratings assigned during the examination for both CRA
and compliance are based on a 5-point scale with "1" representing
the most favorable performance and "5" the poorest. Ratings of
"1" and "2" reflect satisfactory performance while "3," "4," and
"S" signify progressively deepening degrees of unsatisfactory
performance. Effective with examinations commencing on or after
July 1, 1989, both the Compliance and CRA ratings are being
disclosed to an institution’s board of directors and management in
the examination report.

At the conclusion of a compliance examination, the District Bank
prepares a separate, comprehensive examination report written
primarily for the benefit of an institution’s board of directors
and senior management. The report is all narrative and is
designed to be consultative and educational. Report content is
geared toward areas in need of improvement and is tailored to each
individual institution. The CRA Assessment portion of the
examination report presents the examiner’s evaluation of an
institution’s compliance with CRA regulatory requirements, and its
performance in helping to meet the credit needs of its community
pursuant to the CRA examination criteria. The CRA remarks are
presented in four subparts: Description of Community Delineation;
the twelve CRA Assessment Pactors; Violations; and, CRA
Conclusions.

The new compliance examination program should be fully staffed and
implemented by January 1, 1991. Currently, examiners are being
selected and assigned to the compliance area at each District
Bank, training is being provided, and separate examination reports
are being prepared. The full specialized compliance program may
well be completely operational sometime before the 1991 effective
date.

CRA Ratings

The CRA rating system requires the examiner to make individual
assessments of six CRA performance categories. The performance
categories represent groupings of the twelve assessment factors
contained in the CRA regulations (12 CFR 563e). BEach performance
category is evaluated on a grading scale of 1 to 5. 1In assigning
the overall composite CRA rating, the individual performance
category assessments are weighed and evaluated according to how
well the institution meets the overall descriptive characteristics
for that category. The six performance categories are: Community
Credit Needs and Marketing; Types of Credit Offered and Extended;

S
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Geographic Distribution; Nondiscrimination Compliance; Other
Illegal Credit Practices; and, Community Development and Other
Factors.

The CRA rating system employed now is substantially similar to
that used by the banking agencies. The Federal Home Loan Bank
Board’'s old CRA rating system basically had 3 "passing grades" in
that a "3" rating represented satisfactory performance. Use of
the nev rating system began with compliance examinations
commencing on or after July 1, 1989. A copy of the rating
descriptions for the old CRA rating system are in Exhibit B.
Copies of the new systems used by examiners for assigning both
compliance and CRA ratings are in Exhibit C.

Per your request, the distribution of assigned CRA ratings by
Federal Home Loan Bank District from 1983 to 1988 can be found in
Exhibit D. This distribution is based on the old CRA rating
system. An aggregate between 1983 and 1988 indicates that
slightly less than 2 percent of the institutions examined during
that period received ratings of either "4" or "5", and 5.4 percent
received ratings of either "1" or "2". The overwhelming majority
of institutions received a rating of "3", which under the old
rating system equated to average performance.

There are a number of reasons that may explain the high
percentages of satisfactory ratings. First, thrift institutions
have been leading providers of housing finance which is a major
CRA-related activity and certainly a primary concern of many
community groups. Second, the old rating system spread
satisfactory or better performance over 3 rating grades. Third,
the relatively low level of CRA protests received throughout the
System may indicate general satisfaction with CRA-related
activities of thrift institutions.

CRA Examination Procedures

System examiners are directed to use CRA examination procedures
that recognize that an assessment of an institution’s CRA
performance record in helping to meet the credit needs of a local
community is a process requiring a balanced viewpoint. The
procedures are designed to ensure that information from both the
institution and the community are objectively reviewed and
evaluated. Each institution is evaluated on the basis of its
efforts to ascertain, and its actions to help meet, community
credit needs in the context of its resources and local
circumstances. A copy of the System’s CRA examination procedures
is found in Exhibit E.

The objectives of the CRA examination process are straightforward.
First, the examiner must determine whether the institution has
established and implemented policies and procedures that
demonstrate that it has recognized its continuing and affirmative
obligation to help meet the credit needs of its entire community
and that its facilities serve the credit conveniences and needs of
its entire community. Second, the examiner must determine whether
the institution’s delineation of its local community is in
accordance with the regulatory requirements and that the
institution is in technical compliance with the CRA regulation.

Specifically, the examiner is charged with evaluating the
institution’s efforts at ascertaining and meeting community credit
needs. Furthermore, the CRA examination procedures novw require
that examiners routinely interview parties such as real estate
brokers, community action groups, religious or political leaders,
merchant’s organizations, block clubs, neighborhood groups and
coalitions, local civil rights, consumer, minority, and
non-English speaking groups, housing counseling service centers,
community development corporations, nonprofit housing development
corporations, and local development corporations. Prior to the
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new examination program, these "outside contacts" were made
infrequently and usually only when special circumstances were
apparent. These interviews enable the examiner to gain a better
perspective of the credit needs of the local community as well as
an understanding of the extent to which the institution has
endeavored to ascertain and meet those credit needs.

In addition to reviewing procedures and conducting interviews,
examiners also approach the CRA examination by using a number of
other tools. As part of any CRA examination, examiners make use
of available HMDA information to determine the geographic
distribution of an institution’s mortgage loan portfolio.
Moreover, they have at their disposal information collected
through the Federal Home Loan Bank Board’s Loan Application
Register/Data Submission Report System (LARS/DSR). This
information identifies mortgage lending disparities on prohibited
bases from loan application data that are then explored as part of
the examination process. The information collected by this system
is used to help the examiner evaluate, among other things, an

institution’s performance under several different CRA assessment

factors such as: practices intended to discourage applications
for types of credit set forth in the CRA Statement; the geographic
distribution of credit extensions, credit applications, and credit
denials; and evidence of prohibited discriminatory or other
illegal credit practices.

CRA Examination Bours

Exhibit F contains a table that provides a breakdown of CRA
examination hours for various asset size ranges of institutions.
(Asset size ranges used are: less than $25 million; $25 to $100
million; $100 million to $500 million; and, over $500 million.)
Clearly, the table shows that the average examination time spent
on CRA increases as the asset size of an institution increases.
Between 1983 and 1988, System examiners averaged 3.75 hours per

institution in the smallest shops compared to 16.83 hours on
average in the largest ones. The national average for all a
ranges was 7.19 hours.

It is interesting to note that average CRA examination hours have
increased significantly in nearly all asset groups since 1986, the
year the Board transferred the examiners to the employ of the
District Banks. As our new compliance examination program becomes
fully operational, we anticipate that more hours will be devoted
to the CRA matters.

Joint g ng the ity Rei Act

Oon March 21, 1989, the Federal Home Loan Bank Board, along with
the other federal financial regulatory agencies with CRA
responsibilities, adopted a joint statement regarding the
Community Reinvestment Act. The statement is designed to provide
federally insured financial institutions and the public with
guidance regarding the requirements of the CRA .and the policies
and procedures the agencies will apply during the applications
process to review an institution’s CRA compliance and performance.
The statement indicates that the CRA examination report will play
a significant role in the evaluation process, thus making a strong
examination program a prerequisite.

Public Disclosure of Ratings, Examination Evaluations and Notice
of Examinations

Ratings and Examination Evaluations

Chairman Wall and Board Member White have indicated by letter to
Representative Gonzalez that the agency supports amendments to
H.R. 1278 to require the public disclosure of CRA performance
ratings and CRA evaluations of institutions. This letter can be
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found in Exhibit G. As indicated in that letter, the agency
believes, however, that the Congress should give consideration to
the public disclosure of a descriptive as opposed to numerical
CRA rating so as to not risk confusion with financial soundness
ratings.

Notice of Examinations

The System does not believe that providing public notice of CRA
examinations is necessary for several reasons. First, the public
already has a regulatory right to make comments on any
institution’s CRA performance. These comments must be maintained
by an institution in a public comment file and be readily
available for public inspection. 1In addition, the public has the
right to review public comments maintained by the Board or the
District Banks. The comments are taken into account as part of
the examination process. The public may also file complaints with
either the Board or the District Banks. Second, our examiners are
now making a more concerted effort to conduct interviews with
community groups and organizations as a routine part of the
examination. 1In addition, our examiners will also interview
members of the public that have expressed an interest in speaking
with an examiner about a CRA concern. Third, the public is
notified any time an application is filed by an institution and is
invited to submit comments. Fourth, we envision any number of
administrative problems that might surface as part of the
notification process such as cost associated with newspaper
notices, means of notification in rural areas not served, for
example, by daily newspapers, and public confusion or concern
about safety and soundness of an institution that may result from
misinterpreting the intent of the notification. Finally, it
appears that Congress will approve the release of CRA ratings and
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cvasuariuus, wnich will increase public involvement in the
examination process. Some time should be allowed to observe how
that procedure operates before seriously considering an
examination notification requirement.

Community Investment Activities

Before turning to a discussion of CRA’s role in the applications
process, I would like to mention another significant feature of
the Federal Home Loan Bank Board’s overall approach to furthering
the objectives of the CRA. Through the Board’'s Office of
Community Investment and the Community Inve ent Officers at the
Federal Home Loan Banks, the Board has made available to the
industry, community groups and state and local officials technical
assistance designed to assist thrifts with investments in local
communities.

In 1978, the System also established a 5-year, $10 billion
Community Investment Fund (CIF). This fund, which has expired,
provided $7.9 billion in specially priced advances to thrifts
involved in community investment activities. Over 40 percent of
our thrift members participated in this voluntary effort that
assisted in financing more than 500,000 housing units.

on March 21, 1988, the Board reaffirmed its commitment to a strong
community investment program by issuing a policy statement on
community investment. This statement urges the Federal Home Loan
Banks to develop programs and credit policies to support the
community investment efforts of member institutions. The Systeam
has responded by the adoption of specially priced Community
Investment advances in 10 of our 12 District Banks. To date, over
$345 million in CIF advances have been made to member
institutions.

11
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CRA’s Role in the Applications Process

By legislative direction, CRA performance must be considered by
the agencies as part of their disposition of certain types of
applications involving federally-insured institutions. Generally,
satisfactory CRA performance is a required regulatory criterion in
holding company acquisitions, mergers, branching activity, charter
conversions, insurance of accounts, change in location and
applications involving a change in control. Unsatisfactory CRA
performance can be the basis for denial or conditioning of an
application.

CRA performance is considered as part of certain holding company
acquisitions through the convenience and needs analysis. If the
most recent CRA examination rating of an institution controlled by
the acquiring entity is less than satisfactory, the acquirer is
asked to commit to appropriate corrective actions and reflect
those actions in its business plan to the satisfaction of the
Board. In the case of mergers between two or more institutions,
or branching activities, the most recent CRA examination reports
for all entities involved are reviewed. If a merger would create
a surviving institution with a less than satisfactory CRA rating,
the surviving institution must set forth plans to rectify the CRA
deficiencies. To meet the regulatory criteria associated with a
change in control application, the institution must have a
sathta;tury CRA performance record.

Public Notice

The Board requires an applicant to publish a newspaper notice of
any application covered by the CRA. The notice must appear in a
newspaper of general circulation in the community served by the
applicant’s home office and in any new locations where the
applicant proposes to do business. All notices must contain:
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o the applicant’s name and location of its home office;
o a description of the type of application;

o the location of any branch office that the applicant proposes
to open or relocate;

o the deadline for comments;

o an explanation of the circumstances under which the agency will
hear oral arguments about the application;

o instructions about how to submit comments, including the
address to which they should be sent.

In the case of a proposed merger, each institution involved must
publish a notice. Holding companies must publish a notice in the
community served by the home office of any institution the company
proposes to acquire. They must also publish a notice in the
community served by the home office of the holding company'’s
largest federally-insured subsidiary.

The Federal Home Loan Banks also make notices of applications
filed by thrift institutions available to the public in their
respective geographic areas upon request. The public is also
invited to examine all applications and related documents (subject
to certain restrictions) during normal business hours at the
appropriate Federal Home Loan Bank.

Public Comments

The public is invited to submit written comments on any
application to the appropriate Federal Home Loan Bank as
stipulated in the public notice. Generally, comments must be
submitted within 10 calendar days after the newspaper notice has

13
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appeared. Requests to make an oral argument must also be
submitted within the 10 day period. Seven day extensions of the
comment period will be granted to those wishing to protest the
application if the request for the extension is made within the
initial 10 day comment period. If an application involves a
holding company or a change in control, the public has 20 calendar
days in which to make comments or protest the application. A 20
calendar day extension will be granted to any person if a request
for such is submitted within the initial 20 day period.

CRA and Protested Applications

The Federal Home Loan Bank Board’s protest and oral argument
procedures are contained in 12 CFR 543.2(e). These procedures
apply to applications involving: a change of office location;
establishment of a branch office; permission to organize;
insurance of accounts; conversion from a State-Chartered
institution to a Federally-Chartered institution; merger; and a
purchase of branch office or transfer of savings accounts.

"Substantial® Protests

The Principal Supervisory Agent (PSA) at each Federal Home Loan
Bank has been delegated the authority to determine whether
protests are "substantial." The PSA must make this determination
within 10 days of receipt of the protest and so notify the
protestant and applicant of his finding. The applicant may submit
a rebuttal to any protest up until 10 days after the last date for
filing a protest.

A protest is considered "substantial” only if: (1) it is in
writing and filed in a timely manner; and (2) the reason for the
protest is consistent with at least one of the criteria for
denying an application, including CRA. The protest should also
contain:
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o a summary of the reasons for the protest;

o specific items in the appliéntion to which the protestant
objects and the reasons for each objection;

o facts supporting the protest, including economic or financial
data; and,

o any adverse effects on the protestant which may result from
approval of the application.

The PSA’'s determination on whether a protest is considered
"substantial™ is considered final. All applications involving
"substantial”™ protests must be forwarded to the Board for action.

Oral Argumsents

Any party protesting a merger or branching activity application
can ask that a meeting be held for oral arguments on the merits of
the application. This request will be granted if the protest is
considered "substantial."” A District Bank can also decide, absent
a request for a meeting, that one be held if it would assist the
Board in its evaluation of the application. The meetings are
usually held in or near the Federal Home Loan Bank in the
applicant’'s district.

Briefly, either a Supervisory Agent from the local Federal Home
Loan Bank or another individual appointed by the Board will
preside at the oral argument. Each side is generally given one
hour to present their argument. Cross-examination by the parties
involved is not permitted. Arguments presented by protestants and
applicants must be based on written information already submitted

15

S



by either party regarding the application. However, the
individual presiding over the meeting may let the parties present
new information that is relevant to the written protest. If this
is allowed, the opposing party will be given a reasonable time to
reply or to submit material in response. A written transcript of
the oral argument will be supplied to the applicant and the
protestant and be put in the application file that is forwarded to
the Board in Washington, D.C.

Analysis and Decision

The Federal Home Loan Bank Board decides all applications
involving protests. First, agency staff will review and analyze
the application file, the applicant’s CRA assessment record, any
written protests or comments, the transcript of the oral argument,
and any other relevant information. The staff then makes a formal
recommendation to the Board for approval or denial of the
application based upon its analysis of the entire record. The
staff summary of the application, together with its analysis and
recommendation, are presented to the Board for decision.

The Board will base its decision on all information available.
The Board may either approve or deny the application, or it may
approve the application with conditions that the institution will
take specific actions to improve its CRA performance.

Protest Activity

Between 1984 and 1988, the System received 9 substantial CRA
protests. The Board approved 4 of these protests without
conditions and 5 with conditions. (Unfortunately, we have no
reliable means of determining the number of withdrawn protests
over the 5 year span. 1988 data indicates that 3 protests were
withdrawn after the parties reached a settlement). 1In addition, 3
applications that were not protested were approved with
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CRA-related conditions and 2 were denied on CRA grounds. The
Board also denied a protested application in 1989. The number of
CRA protested applications (9) as a percentage of applications
processed (3515) is miniscule. We believe that thrift
institutions have not been the subject of much protest activity as
a result of their traditional role as providers of housing
finance, a major focus of CRA.

Although the Board has an applications tracking system, the
average difference in time to process protested versus
non-protested applications is not readily accessible. On the
basis of our experience, however, it is safe to say that
processing time for handling applications protested on CRA grounds
is much greater than for non-protested applications.

Conditional Approvals

The Board has used conditional approvals as a means of assuring
the future satisfactory CRA performance of an applicant.
Compliance with conditions imposed by the Board is monitored by
the appropriate District Bank through the normal examination
process and through supervisory reviews of institution responses
to reporting requirements frequently imposed as part of a
condition. If an institution does not fulfill the terms of a
condition, the Board can invoke its cease and desist authority, if
necessary, to compel the correction of any deficiencies. With the
advent of our new compliance examination program, we will be
placing emphasis on the monitoring of CRA-related conditions.

17
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shifting CRA’s Focus from the
Applications to the Enforcement Process

We would much prefer to see the enforcement of the CRA be more a
part of the examination process. We believe that the "Joint
Statement of the Federal Financial Supervisory Agencies Regarding
the Community Reinvestment Act”™ makes it clear that an
institution’s past record, as documented through the examination
process and detailed in examination reports, should be given great
weight in the applications process. In fact, the Board relied on
this factor as one basis for denying an application on CRA grounds
on July 19, 1989. Consistent with the joint statement, we also
believe that the agency should place, in appropriate
circumstances, some weight on commitments offered by an applicant
to rectify deficiencies in an otherwise satisfactory CRA
performance, and, of course, monitor those commitments.

shifting CRA’s enforcement focus to the examination process would
also serve to promote the objectives of CRA among all
institutions, not just those who are interested in expansion.
With CRA's leverage being limited to the applications process,
the law provides little incentive for an institution that does not
intend to file a CRA-covered application to aggressively pursue
CRA-related activities. This shifting of emphasis, however,
cannot take place without a comprehensive examination system. We
believe that our new compliance examination program places us in
the position to be able to more vigilantly assure that all
institutions develop strong CRA programs. We recognize that the
applications process is the primary method currently enabling the
Board to enforce the CRA and we will continue to use that
mechanism together with our enhanced examination program.

18

In closing, it should be apparent from this testimony that the
System has made several significant improvements to its CRA and
compliance examination enforcement program over the past 18
months. We are very pleased with the progress we have made but
also recognize that our job is not finished. Our new examination
program, balanced with our activities aimed at providing industry
education and guidance, serve as the keystones of a major thrust
to improve our performance in these areas. We take our CRA
enforcement responsibilities seriously and fully support the
intent and objectives of the law.
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ZXHIBIT A

SPECIALIZED PROGRAM FOR COMPLIANCE AND TRUST MATTERS

The Federal Home Loan Bank Board has established a new specialized
examination progras for compliance and trust matters.!
Implementation of this new program will begin January 1989. The
program calls for separate examinations for trust and compliance
matters to be conducted by a specialized, dedicated, career-
professional examination force. The significant features of this
new program are discussed below. The Board is confident that this
new program will serve to reinforce the importance that it places
on the compliance area and strengthen the System’s overall
approach to examination and supervision of member institutions.

Significant Features of the New Spicinlizcd Program

Generally, the significant features of the new examination program
involve the use of specially-trained examination personnel who
will conduct separate examinations for the compliance and trust
areas. The System will provide these personnel with a specialized
training program. Separate reports of examination for each area
will be presented to an institution’s board of directors. The
System will use a scpuaﬁ rating lylni for each area to evaluate
an institution’s celpli.hcn,'cu, and trust performance. The
rating system will provide a mechanism to trigger the frequency of
subsequent examinations.

! See Attachment A for a detailed listing of the applicable
laws and regulations covered by this program.

Handbooks

The Compliance Activities and Trust Activities Handbooks, which
are part of the System‘s Regulatory dbook Series, body the
vwritten principles and procedures of this new program. In
addition to providing materials relevant to the conduct of
examinations, the handbooks have a larger role as educational
centerpieces for both examiners and member institutions.

statfing

Each District Bank will have a staff of dedicated specialists
whose primary responsibility will be the conduct of compliance and
trust examinations. These individuals will be drawn first from
the existing examination staff and then from outside sources, and
be individuals who have the professional desire, motivation, and
capability to handle examinations involving a complex set of
dynamic laws, regulations, and fiduciary principles. Individuals
who become part of this specialized program will be provided a
career path comparable to that for general thrift examiners.

Training

All examination personnel involved in the specialized program will
receive training both in the rudiments of the laws and regulations
and in examination approach and philosophy. The System will
sponsor periodic two-week basic schools for compliance and trust
matters, suppl d by k dary level schools.
Topical seminars will be conducted periodically as important
issues arise.

Examination Conduct

Specialized compliance and trust examinations will be conducted
using a "top-down" examination approach. This approach shifts the
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examination focus away from individual transactions, to a broad
based review of internal policies, procedures, and review
programs. This review is supplemented by and evaluation of the
integrity of these internal systems through hypothesis testing.
This approach is detailed in the Compliance Activities and Trust
Activities Handbooks.

Reports of Examination

Separate reports to a member institution’s board of directors will
be prepared for examinations conducted under this specialized
program. These reports will be comprehensive in nature and detail
examination findings in a narrative format that gives the reader a
thorough analysis of the integrity of the institution’s systems
and their strengths and weaknesses. These reports will be signed
by the person’who led the specialized examination.

Ratings

In connection with compliance examinations, examiners will assign
two ratings to the institution - one for compliance itself, and
one for CRA performance. These rating systems both involve a five
point grading scale.

In connection with trust examinations, examiners will assign a
rating to the overall trust area. Similarly, this rating system
involves the use of a five point grading scale.

Examination Frequency

Both compliance and trust examinations will follow the same basic
frequency schedule. The frequency of examinations is primarily
dependent upon the rating assigned at the previous examination.
The lower the rating, the more frequently the institution is to be
examined, thus assuring that limited examination resources are
directed to those institutions that are in most need of

examination and supervisory attention.

Basically, "1" rated institutions receive a regular examination on
a 2-year cycle, with a targeted examination conducted eyery other
2 years that focuses on nev and emerging regulatory trends or
requirements as well as the continued reliability of the
institution’s basic operational systems. Institutions rated "2"
receive a regular examination on a 2-year cycle. Institutions
rated "3" and "4" receive regular examinations on a l-year cycle.
Institutions rated "S" should receive a regular examination on at
least a 6-month interval, as deemed appropriate by the District
Bank. Additionally, the District Banks will have the flexibility
to extend these intervals in r to 1 cir

Examinations under this specialized program can be conducted
concurrently with, or separately from, safety and soundness
examinations, at the discretion of each District Bank. FPurther, a
District Bank may decide on the approp s of a rent or
separate examination as circumstances apparent in connection with
an individual institution may dictate. 1In situations where
concurrent examinations are conducted, the interval between
examinations is to be driven by the lowest rating assigned. For
example, if an institution receives a "2" MACRO rating and a "4"
compliance rating at a concurrent examination, according to the
frequency schedule the next examination would be conducted in one
year, the interval that corresponds to a "4" compliance rating.

Organizational Structure

Due to the wide variety of organizational structures present in
the District Banks, decisions as to the placement and supervision
of the specialized examination function within the District Bank
are matters left to local discretion. It is essential, however,
that in determining the placement and supervision of the function,
special consideration be given to examination scheduling, report
reviev, oversight, quality assurance, technical support and that



appropriate ibllov-up'ncasurc‘ are taken in connection with poorly
performing institutions. These duties should be assigned to an
individual (with staff as needed) who should be given the
necessary responsibility and authority to fulfill theam.

Attachment

ATTACHMENT A

Lavs and Regulations Covered Under the Specialised Examination

Program for Compliance and Trust Matters

Compliance

Bank Secrecy Act

Bank Protection Act of 1968 (Part 563a)

Civil Rights Act of 1964

Civil Rights Act of 1968

Community Reinvestment Act of 1977

Delayed Funds Availability Provisions of CEBA - Regulation CC

Economic Sanctions

Electronic Pund Transfers Act - Regulation E

Equal Credit Opportunity Act (including the LARS systenm)

Equal Employment Opportunity

Fair Credit Reporting Act

Fair Debt Collection Practices Act

FHLBB Adjustable Rate Mortgage Disclosure Regulations (Parts
545.33, 563.9-9)

FHLBB Nondiscrimination Regulations (Parts 528, 531.8)

Flood Disaster Protection Act

FSLIC Advertising (Parts 563.27, 563.28)

Home Mortgage Disclosure Act of 1975 - Regulation C

Interest on Deposits (Part 526)

Real Estate Settlement Procedures Act of 1974 - Regulation X

Right to Financial Privacy Act

Truth in Lending Act - Regulation M (Consumer Leasing)

Truth in Lending Act - Regulation Z (Truth in Lending, Fair
Credit Billing, Unsolicited Credit Card Issuance, Credit
Card Solicitation, Home Equity Loan Disclosures)

Unfair or Deceptive Acts and Practices (Part 535)

Trust

tear

Trust Powers of Federal Associations (Part 550, 545.102)
Relevant provisions of the:

Home Owners Loan Act of 1933 (Section S5(n))

Employee Retirement Income Security Act of 1974
Securities Act of 1933

Trust Indenture Act of 1939

Securities Exchange Act of 193¢

Internal Revenue Code of 1986
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EXHIBIT B

e Meme L AEms

Attachment to AB-35

TIDERAL SAVINGS AND LOAN INSURANCE CORPGRATIO Weshingion DC 20382
Board £

n Fesuial Home Loon Eant Svriem
'" “ INTER-OFFICE COMMUNKCATION Federal Home Loan Bank Board Teoeust nome Loan Mon
Office of District Eanks Tegewst Sevmps 40 L ou:
#AOM:  Robert J. Moore DATE: April 18, 1979 March 30, 1979
T0: Department of Examinationp - SUBJECT: CRA Ratings

Professional Staff Raymond B. Elliott, Supervisory hgent
Federal Fome Loan Eank Board

Federal Home Loan Bank of Boston

Post Office Box 2196

Attached for your information and guidance is a copy of a letter sent Boston, Massachusetts 02106

by the Office of District Banks to the Supervisory Agents. The letter
includes some useful ‘guidelines for assigning CRA ratings. Re: CRA Ratings
Until formal guidelines are developed and agreed to by all the enforcing
agencies please use the attached guidelines in your overall assessments
of the performance of associations in regard to CRA.

Dear Ray:

in oy 15, 1978 pemorandum, the Inter Agency
Coordln:ﬂns Committee deterzined that each age
institutidons' CRA perfors: to 5 based on the examiners’'
D assessment_of- OrZan: set forth in reports of examinations.
eputy “'“‘” ——-— """ The "Association Evaluation (Rating)" (Form 648) and the "Transmittal and
Departaent of Exasinations Analysis Sheet” (Form 168) are being revised to provide for the CRA rating.

Attachment The Coordinating Commiitee decided that only one rating should be assigned-
based on a given report of examination. For this Agency, this means that
while the *EIC, District Director and Supervisory Agent will each be
required to individually rate an institution's performance, they sust all
agree on the rating. Should the EIC, District Director or Supervisory hgent
be unable to reach agreement on the appropriate rating, the District
Director and Supervisory hAgent must submit a joint memorandus summarizing
the issuves to the Deputy Director, Department of Supervision and to the
Deputy Director, Field Operations, Department of Examinations for a final
decision.

For associations which receive a CRA rating of 4 or 5, there is a need to
monitor the 2ssociations' progress, or lack thereof, in izproving their CRA
perforcance between examinations. hccordingly, the Supervisory hgent,
after consulting with the District Director, will be responsible for
submitting to the Regional Director a brief memor-andum sunzarizing (a) the
factors which led to the ¥ or S5 rating, (b) ine corrective actions
suggested by the examiners or Supervisory Agent to the institution, and
(¢) the actions, if any, taken or promised by the institution to improve
ts perforzance. This written up-date of an institution's perforcance must
be subnitied promptly upon completion of the supervisory effort relative to
the examination. If this problem is not resolved within 120 days, an



Attachment to AB-35

interic stztus report must be filed with the Regional Director. Should a
CRh covered application be filed during this period, it should be heid up
pending completion of the supervisory effort with respect to CRA matters.
hdditionally, supervisory clearance of a CRA covered application by an
association whose most recent CRh rating was either 4 or § must be cleared
first with the appropriate "chioml Director.

Other than assigning the words "Outstanding®, "Good", "Satisfactory",
"Reeds lmprovement® and "Unsatisfactory®™ to the numerical ratings, the
Coordiriating Committee has not reached agreenent on the criteria to be used
in assigning the overall rating. Obviously, the rating must take into
consideration each of the twelve factors listed in Section 563e.7. This
requires that an institution's performance under one factor be weighed
subjectively in terms of its performance under the other factors. However,
saterial violations of the Bank Board's nondiscrimination regulations
cannot be mitigated by other CRA performance. Unless corrected, such
violations will result in an unsatisfactory rating of S. Pending the
issuance of more specific guidelines by the Coordinating Committee, you may
find helpful the following discussion of some of the factors which I
believe should be considered in assigning the overall rating.

Outstanding - The association has assumed an active leadership role in
furthering the objectives of CRA. This will be usually evidenceéd by its
aggressive efforts acting in concert with various governmental and
community groups to identify the special credit needs of its community,
particularly in the low/moderate income neighborhoods, and by its efforts
in helping to meet such credit needs through a variety of effective, and
often innovative, marketing, lending and redevelopment prograss. The
association normally will have devised prudent programs to help meet the
credit needs of its community even in the face of legal or economic
ispediments and will have coomitted substantial managerial resources to
its efforts.

Good - The association is meeting its obligations under CRA in a positive
and aggressive manner. This usuvally will be evidenced by numerous contacts
with community groups and the extent of its affirmative marketing and
lending prograzs. The association for its size and financial condition
oust have a good record of serving the credit needs of its entire
community, particularly in low/moderate income neighborhoods, or it must

actively be working to remove roadblocks to such full community
involvement.

Attachment to AB-35
Tzyooné K. Ellioti, Supervisory hgent
Page 3

Satisfactory - The association's community delineation appears reasonable
and it has taken steps to identify and help meet the credit needs of its
entire community. The association's lending record in its community
eppears sdequate when legal, economic or business grounds are taken into
consideration. The association's loan policies and practices must comply
with the Bank Board's nondidcrimination regulations. Complaints alleging
discrimination or unacceptable CRA performance must have been resolved in
the association's favor or the institution must have taken appropriate
corrective action.

Needs luprovement - The association's community delineation does not
appear consistent with the spirit and intent of CRA and/or the association
has taken few, if any, productive steps to identify and help meet the
credit needs of its community or the association's efforts are so recent
that their probable impact cannot be adequately d The ion
report does not disclose any material violation of the EBank Board's
nondiscrizination regulation or numerous, repetitive violations of the
technical/procedural requirement of the nondiscrimination or CRA regul
tion. Although the institution cannot fully ‘justify the lack of lending in
its community, particularly in low/moderate incope neighborhoods, there
2re clear indications that the institution is becozing increasingly aware
of its cogmunity responsibilities and that improvements in its CRA perforo-
ance can be reasonably anticipated.

Unsatisfactory - An association should norocally be rated "Onsatisfactory"
because of either of the following reasons:

1. The examination report discloses material, unresolved violations of
the Bank Board's nondiscrimination regulations or numerous repetitive
violations of the technical/procedural requirements of the nondiscrim-
ination or CRA regulations, or

2. The association cannot provide any reasonable Justification for its
compunity delineation or its lack of lending in its community,
particularly’ in low/moderate income areas, and caterial improvements
in its CRA performance cannot be reasonably anticipated in 1ight of
zanagement's attitude. 3

1f you have any suggestions regarding the foregoing comzents, please let us
know. Hopefully, we will have time to discuss the CRA rating at our Kansas
City peeting on April 10th and 11th.

Sincerely,

\
wes W. MeBride
Director

cc: District Director Seazan
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CHAPTER: Administration
SECTION: Assignment of Ratings

EXHIBIT C
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ously cited violations.
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Rating3

ndy enable the institution to oom its deficiencies
and improve its compliance posif

Rating 5
An institution in lll:::gayu in nd:flhtstm‘lgsl

Y

in noncompliance with several of the civil rights,

wad\np,tf involve a few
mnﬂmnﬂmmln-wnumm!h
no evidence of It

and public interest statutes and

'y poicies or
one or more dlmmnmymmlomﬂ
they are clearly isolated instances inconsistent with
the policies and practices of the institution and not
indicative of a pattemn of discrimination. Am\wy\

mess or inabil i he cope of hess
ness or ty to openh scope

Previous efforts on the part
of the authority to obtain voluntary com-
pliance | been unpmdudve Discrimination,

mammmnyhnvethea ity to
mundmﬂm-deﬁoﬂmm&
sﬂnﬂe numerous violations discovered are an
tion that management has not devoted
suffident time and attention to its compliance
and controls

resulting in seri-
ous repeat violations are present.

Compliance Rating Guideli

The Compliance Rating scale has been ted in

a narrative format descril the level of compliance

lorad\oﬂhﬁvenﬂmo- udplngautln;
the category wi

beneﬂemthehuutummwmllm

pliance position. In many, if not all, cases an institu-

ﬂonscomplhmponmn-ynotuﬂennluhelu-

effort. By ident
ing an msﬁtumn with mn;m mmplhnce e:rl';_
to minimize Fature wiolations aad pr prevent further

deterioration in the institution’s le- than satisfac-
tory compliance position.

Rating4

An institution in this category requires close i
attention and monitoring to ymply serious
disclosed. Numerous substantive
as well as technical violations of one or more stat-
utes or regulations are ptuan Overcharges, if any,
nlfeclt a i o] . consumers and
involve a sul lmmlnto mwyohm
tices resulting in violations lrddhdnptvz:cu

remain
acts, practices, or policies may be in evidm
Clearly, mlnlsunmt has not exerted sufficient
dlontomummnplnm Its attitude may indicate
a lack of interest in adi an effective com-
pliance progr‘u‘;\‘ which may have contributed to the

Internal procedures and controls have not proven
effective and are seriously deficent. Shfl training

Comequa\dy, it is impomt uut“d: e:tm‘ts:nd

types of
report support the examiner’s ral TI!mmmtrs
i P Cmﬁd:\'u‘ils«wno!m

be assigned.

The institution’s compliance record and the internal
routines and controls used to prevent violations are
directly related to management and to the hasis
management places on compliance matters.
fore, the examiner’s ral ‘:\urlhve should com-
mence with a discussion of mana; t. The narra-
tive should then briefly discuss the problem areas
within the institution, why the violations occurred,
including deﬁdenues in internal routines and con-
trol p Sp correc-
tions. Other mam'spenma\l to the examination not
aypmprmefwm:opmnpm as well as the names
of persons in attendance at the final discussion or

will generally be found
l’runpucﬁononlhepcnoﬂhenrpawloryw

\gs, may be included in the confidential
section.
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SECTION: Assignment of Ratings Section 110-2
When rating the institution, the examiner should ¢ Does management have the capabilit olopeil-
consider and address the topics listed below. A more mg&emsutunonmmhmpeo?'
detailed discussion of these subjects follows. tions? Or, are the areas cited in lle
report a
(2) Management bilities? o
— ability
— attitude
— succession ¢ Is management familiar with the various civil
(b) Compliance ? The' — w:-lt o rocetiores
content a
— nature and extent of violations mmmmwmmmm
— repeat violations of found in the indicate
- P nd g s of the laws.
— overcharges

© mmmeomylhr;emm

— audit/review procedures
— training programs

Assessment Guideline Questions

The following questions are meant solelyn;uld&
lines for the examiner. Answers to
alwdlumpomsbhumil\eﬂxedlm,
shouldddheumh\demnmﬂ\enung
and targeting areas for discussion.

an analysis of management s essen in determi

ing a rating. When uating mana, the fol-
l:‘ e dng gement,
Ability:

o Is
nummtea-ﬂi!lu&nhtpmdmmm

trative abilities necessary to promote compliance
with the laws?

. it able to interpret (understand)
md xmpm the relevant laws and revisions
to the laws? Or, does management rely heavily
on lhemmnﬂs to supply guidance L
standing the lawsi

violations?

* Does of
compliance with civil riy consumer and
other public interest laws? tion of appro-
priate staff with specific ibilities for com-

assurance, prompt identification and
of and causes of
to with the -
FEaaimems e
mmmmﬁdﬂﬁwdlpﬂdwaﬂ-
toward compliance.
Management Succession:
* Is there provision for adeq g
gh its imp ilnotllm—
ited to

matters,
vision for succession indicates a long. w per
spective of the institution’s future that
will_indude a commitment to comply wil
applicable laws and regulations.

Compliance with the Laws

Violations are indicative of the level of compliance
within the institution. The number and types of vio-

O et
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lations ﬁm extent of an institution’s problems
and are of paramount importance in deter-
by ! institution, the

*  Are there any repeat violations reflecting a con-
tinuing policy or practice noted in previous
8 P

mining a nﬁns. rating the
examiner should consider the following:
Nature and extent of violations:

© Are the violations primarily technical in nature
and easily corrected? Examples include: faili

to include the telephone number of a "requi':g

provider” ona faith estimate; failing to dis-

y an Housing Lender” poster in a

I Federal

ty
Notice; failing to cross-out old early withdrawal
penalty notices placed on the back of CD forms
when new ty notices are given to the con-
sumer.

o Are the violations concerned with practices and
mdummtmybemndﬂﬁmllwwm?
violations may have a ter direct
mmmmemmormy the insti-
tul to liability. For example, the failure to
e.hblhhm credit histories or the failure
to give notices may directly harm the
consumer.

*  What s the cause of the violations? Are they the
;uultol practices and
s a parti i il

pr y resp

How widespread are the violations? Are they
restricted to isolated instances?

*  Are the violations inadvertent or willful? A vio-
lation committed in intentional adherence to an
established procedure that is itself in error may
be considered inadvertent if (1) creation of the
procedural error was inadvertent and (2) the
violation is not obvious in its execution and
therefore may be carried out with no intention
to violate the law.

Types of violations:
o Are the violations substantive?

e Are ges and
ments involved?

* Are discriminatory practices involved?

yet still uncorrected? How
often were the violations repeated?

o Are there many violations of the same type, thus
a “pattern” of liance?

* What are 's plans for ion?
Are these phmledy to correct the cause(s) of
the violations?

Internal Compliance Program

Management is directly responsible for the establish-

ment ohneffe:ﬁveconxlhme This pro-

gram will include the designal of compliance
assure proper op P

and policies, establish a of internal routines

and controls. Such a system may 't many com-
pliance violations and can be implemented
ith little cost to the institution. Assistance to mem-

ber institutions wea:l.’mb:‘mﬁﬂ
internal compliance provi

the FHLBES in the “ Seﬂ

: A
Assessment Guide,” distributed by the Office of Reg-
ulatory Activities.*

g the ofani i
program, the examiner should focus on its results
rather than its specific structure, which may be quite
varied between institutions. The following aress
should be considered when evaluating internal rov-
tines and controls:

Dx of )

8 P

o Does the institution have a compliance officer?

o If no compliance officer has been formally desi
nated, have specific responsibilities for oon?‘pg:
ance assurance been assigned to other appropri-
ate members of the staff?

Is the ignated  person(s) geabi
about the civil rights, consumer, and public
interest laws? How much time does this person
(s) devote to compliance assurance? How much
autonomy does this person(s) possess?

* Copres of the “Guide” may be ordered for $20 from the Office of
Activities, Publications, 801 17th St. N.W., Washington, DC

Offics of
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o Ifa officer has been has
the officer been granted sufficient authority and
resources to effectively carry out the functions
assigned?

Audit/review procedures:

o Does the institution’s audit incdude
mplhmeudor.kﬂmﬂ:y':mm7

¢ Does the legal counsel review forms and proce-
dures for compliance?

Does the institution mghgo:’udn/miew proce-
someone recheck

dures in its daily work wm\ﬂ!CRAndnpuud:{h bank
forms and for ac Are the agencies, all of adopted the FFIEC
filelcl\nclm'lu»m-lrgnmthn:llY system earlier.
forms are and that the customer has
been given all the correct information? C Act
Rating System
Training progrms: The purpose of this rating system is to provide a
. Dou!h;'h-dmﬂ::hlveun te training ve and uniform system for i
and the of insured member
program? Does ‘nm“‘dh training rating the performance f

Are
o 0 einog kel ar compice and g
to date?
o Does the program encompass enou| cu?loy-
eﬂ.orhilllmldha\lylhwu\p&ea
Additional Comments:

Comments may include subjects that are not
in the

section. Ex include e
ipated in
. nagment postons of Swnerip o the
pi-

the CRA e
may be ‘dpfu.l in evllmlg

insti or g to capi
tal. If appropriate, comments should also include
name of individuals or other sources resp for
substantive violations.

Part B - CRA Rating System

Effective with examinations commenced on or after
1989, ratings for an instituti

P f the current entity in proper context.
‘lhnﬁnglylﬂ\nnbmdmimon-nlehom

of ince
hi;molm
performance that falls short of satisfactory due to

July 1, s

u&f the Community Reinvestment Act ("CRA")
will be assigned under the revised CRA Assessment
Rating System described below. The most significant
difference between the Bank System’s current CRA
rating scale and the new CRA rating scale effective

July 1, 1989, is that a “3” rating the new sys-

P in one or more significant areas, althou;
deficiencies are well within management’s capabili-
ties to correct if given reasonable attention. Level “1”
represents strong, superior performance.

An eaminer should begin to evaluate the institu-
tion’s record in helping to meet community credit

11026 Compliance Acjjvities March 1989
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needs by first reviewing its financial condition, size,
legal lmpedtmems. and local economic conditions,
. Thg f hh:‘: ﬂldl i

tes. of community in wl the insti-

mpt:‘n is mmu also haveiz ficant bunn

on how the i fulfills its

the community. Community credit needs ‘will ohen
differ with the s characteristics of each local
ting in a variety of ways an institu-
those needs. To maintain a balanced
Penpeclive. auminen must arefully consider
d by both and the

mﬂunun.i(y.
CRA Rating

The CRA rating is actually a composite develoj
from indw:d:ag\ luessme):\ ts of six CRA PeriP:g
mance Categories. The Performance Clug\mes
resent groupings of the twelve assessment facwrs
contained in the implementing regulation for the Act
(12 CFR 563e). Each Performance Category is evalu-
ated on a grading scale of 1 to 5, with a “5” repre-
senting the worst performance. These six categories
are discussed in the next part.

In asdgl\lne‘the overall wmpo-'n CRA nling. the

CRA Rating (1)

An institution in this group has a strong record of
helping to meet community credit needs. Both the
board of directors and mnn;un:nt take an active
part in the process and demonstrate an affirmative
commitment to the community. Direct and indirect
support of local communl?' reinvestment is viewed
as an i int llpecl

record of
and ludenl\ip. and present no ’upmmory concern
in CRA ma

CRA Rating 2)

An institution in this group has a satisfactory record
of helping to meet community credit needs, consis-
tent with its resources and capabilities. Although
less aggressive in initiating community contacts and
in pursuing special ms than a 1-rated institu-

tion, management and the Board of Directors gener-
ally consider the objectives of CRA to be an impor-
tant part of their operations. Institutions receiving
this rating normally place in the satisfactory levels of
IMPerkmm CY. ries and present no serious

be weighed ll\d evaluated u:oaning to how well lhe
institution meets the overall descriptive characteris-
tics listed below. The six Performance Categories

should not be automatically accorded equal waghl

may, however, benefit
from nddmmul encouragement to help meet com-
munity credit needs on an ongoing and more inno-
vative basis.

Rather, the relative ts a) in order to CRA Rating (3)
arrlve at the composite rating should be based upon
the examiner’s g of the i An institution in this group exhibits marginal inter-

mdwldul circumstances. In rmny instances, a pnr
ticular strength or weakness will directly affect the
assessment under more than one Category.

found to be in i
violation. of nondiscrimination regalations shoula
normally not receive a composnzm Rating higher
thana “4.” A pattern or practice of substantive viola-
tions (as defined under Performance Ca V) of
nondiscrimination requirements must result in a
composite rating of “5.” Thus, if the assessment for
CRA Performance Category IVisa “4" or “5,” that
Category will outweigh all other Categories in
assigning the composite CRA rating. This

est in the objectives of and has, overall, an
unfavorable record of helping to meet community
credit needs. Despite more positive results than evi-
dent at a 4-rated institution, the board of directors
and m:nagement gmmlly do not place strong
credit needs in
pollnes and programs. Activities specifically respon-
sive to CRA responsibilities are rarely mnuted by
the institution without supe: Insti-
tutions receiving this rating have mixed pedor-
mance results, surrounding the mid-range levels of
the Performance Cal ies, despite the resources
and capability to form at a higher level. Such

on nondiscrimination compliance as a factor in CRA
evaluations continues Bank Board policy imple-
mented in 1979.

require to help meet the
credit needs of their communities.

Officn of
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SECTION: Assignment of Ratings Section 110-2
CRA Rating (4) six “Performance Categories.” The remaining assess-
mlhmhst!dmll!l!guh as factor (k),
An institution in this group is or potential, to
cither a critical decline in CRA help meet cnmmnnlty cndit needl based upon its
commonly, a continui poorrewrdo(l\el incial local
meet community credit needs. Superficial emnomicundlliom,nnd similar factors. This
consistent with objectives, often in response to ith

T...‘ Mthe o‘f" 12: imi:‘m-
tion’s community and to compliance routine
nnyh CRA

receis this composite rating generally plwe
v{ng two or more of the Performance Cal

ries, and lack st compensatin pe'formlnu in

the remainii "“"S sufﬁdenl to achieve an

overall rating o( @

encouray it to help meet community credit

under Performance Category IV)
may also result ln a@) nucn’&regnldku of satisfac-
tory p other:

CRA Rating (5)

Institutions in this group have a severely deficient
record of h:lplng to meet community credit needs,
in low- and areas. The
board of J irectors and mana t to give
little consideration to the it needs of the institu-
tion’s entire community in establishing policies and
ams, despite previous supervi sor{ criticism.
nstitutions receiving this nlmg ly phce at
the “4” and “5” levels in most
C-lepﬂs. Such institutions reqnue Ilve smsesk

mumly credit need;. I’anm or Pruﬁas yudgtd to
be

i by ol "5"
undcr Performance Category IV) must result in a (5)
rating regardless of performance in other CRA cate-
gories.

Included in tegory

®), and (o), uwdluevnluluonolhowwdlth
huunh wo:i:-md
pliance with for posted no
Paintenance of public .

. Geographic Distribution

of the instil P‘Pb;Ioum
and any practices meant to discourage aj tions,
as wﬂ{as the impact of the opening or closing of
any offices and the services offered at those facilities,

5 are considered in this cal . This category covers
Performance Categories assessment factors (d), (e), @®.

Insurance Regulation 12 CFR 563e contains, in addi- IV. Nondiscrimination Compliance

tion to CRA reg\l requirements, twelve

“assessment factors” that lnlubemmdered inrat- The i s iance with iminati
ing an insti 's CRA p For p laws and nguhﬁons is evaluated in this category.
of this nun* system, eleven of the twelve assess- The caf addresses the nondiscrimination por-
ment factors listed in section 563¢.7 are grouped into tion of assessment factor (f).

Oficn of
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V. Other lllegal Credit Practices

Compliance with credit protection laws and regula-
tions, excluding the nondiscrimination require-
ments, is evaluated under this category, which cov-
ers the “other ilk'Fl credit practices” portion of

assessment factor (

VI. Community Deveiopment and Other Factors

The msutuﬁm is evaluated in this category un/iu

and/or

othufacmnnhmgwnm:gloalaedllmds

muded in this category are assessment factors (h)
.

Performance Category Assessment System
Each of the Performance Ca and the levels of

upon by the institution consistent with its CRA
responsibilities, may include:

a) iden! the demographic makeup (racial/
ethnic mymsmd low- and moderate-income areas)
of its commlu\l ty and making meaningful contacts
wn.h a reuombly full range of organizations (civil,
, minority, etc.) to assist in
credit needs of I“ segments of its

eommumty,

b) taking into consideration comments in the public
describe existing unmet credit needs; or

<) mnuding it officials to identify
any needs for private lender participation in :;shng
orp v

opment programs.

The actit and J‘ecﬂvely under-

relal to each Category are
in greater detail
ment factors are gvu
related Categories, the factors and are not
mutually exdusive. Often, a
‘weakness

will directly affect in more
than one Cal . For exam awukm-'r-
snphk tion under ugorylllnuy
rectly to a weakness in marketing efforts under
Category 1. In such cases, the examiner should strive
for in g actual p

over the full range of Performance Categories.
Where reference is made to types of credit offered,
housing, business, and farm credit may be listed
with H the CRA

and credit related programs appro-
mm-m capacity of d\ehuumhonand
the nature and location of the community. These
programs reach all segments of its community. Com-
munﬁyupm would include low- and moderate-

activities. The
No \dohuons of the CRA mg\lhmy reqummms

ize that it is app for thri
tutions to emphasize residential lending over lend- o Assessment Level 2
ing for business or farm addition,
remember to aj lhe"ubimmhw The J Ms fully ken activities
(K), to each of the six Cal ies. See 's credit needs. As a

Procedure 8 in Section 220 of this Handbook for a
detailed description of all twelve CRA assessment
factors.

1. Community Credit Needs and Marketing
(Assessment Factors (a). (b), (), Community

Deli and

vesuh of these ndviﬂu, the institution is generally
aware of the credit needs within its cmmmmly,

low- and
institution has u\ithlzd a dialogue with mmumly
repnsa\mim such as local pvunmmt. neighbor-
glmu. and minority organizations, or, as

® Assessment Level 1

The institution has achieved, IM continues to
actively and

small business and small farm org-m:

tions. The
credn related programs, including programs in low-
and moderate-income neighborhoods, but the pw
grams are not ongoing orr compnhﬂmve

pursue,
determination of its oomrnumty’s credit needs. lts
activities, conducted to obtain data that is then acted

of commu-
mtymlnduhwm 'n\ecommumtydelm
tion is reasonable. Violations of CRA regulatory

Office el
Regulatory Activities March 1969

FHLBS Regulatory Handbook 11029

SECTION: Assignment of Ratings

Section 110-2

requirements, if any, were corrected during the
course of the examination.

¢ Assessment Level 3

The i 's activities to i i

credit needs are limited. The institution’s employees

may serve as

boards and eummme: however, the institution has
method to

not
how or if its enployee’s volunteerism assists the
institution in meeting its CRA goals. The institu-
tion’s efforts may be deposit
oriented. In addition, the institution gmlly has
made no efforts to market its services on an equal
basis to all of its

community. There may be t concern about
thconummtyddnum iolations of CRA regu-

latory ts may exist and remain unre-
solved at doseohheeuﬂ\lnllbn.
11 Types of Credit Offered and Extended

(Assessment Factors (i), (). and CRA Statement)
o Assessment Level 1

The institution has investigated the need for differ-
enttypesolu:ditwlwniueommtywdlurd-
loans, housi and

"!
home improvement loans, and small business or
farm loans, mdudmg the need forpﬂvab. as well as

and credit-related pmgnnudemimludenmtdu
nism for reaching low- and moderate-income areas

?omuolsuhloau.hhsthennudennexpﬂdl

dmmmdmiumwlﬁemmve

wxlhlnlhe The s to identified needs, with its
effort does not focus on mar- The CRA and com-
kamx of credit for which the institution K:etdydau-lbuhngpudﬂ!dnoﬁa&m
ent need (or for which a need is other- wolvement by the institution in the making of each

wneaprpuau) Tluem-yahobe
about the

lygeoflo-nlindlnlbmdmmmm

of CRA may remain uncor-
rected at duomwz

®  Assessment Level 4
s efforts to

mdnne:dsmv:yummd-nd fail to address
rnlbf segments of its mmu:h\ny Management has
wit

a
senmive of lhe community, indudmg any
P - and or minority

o meet existing com-
munity credit ueds. T:hmum'- CRA State-
m:mn-ynho or all of the optional

u\cmnlpdbyumm:).

©  Assessment Level 2

mhnwmmmmhm‘edhwe;
rehabilitation loans, smail business and farm loans,

grams are limited or P
ay t is unaware mdsoflow—md
gancn tpacul and

ts may exist and remain unresolved
al lose of the examination.

© Assessment Level S

i has not
cllom to m e::\m:sxty cndnyneed-. Mm
agement imi wi ge regarding the
munity’s demographic cha: ‘ﬁe institu-
tion’s marketing and :r!dit remed programs are
cither non-existent or have repeatedly excluded low-
and moderate-income areas within the delineated

® Assessment Level 3

The institution may not be offering one or more
o‘uedklkndmmmsumorm
identified as needad in the
tetheu

dﬁ? p.dty so\m.u may mfz that d\e

|mﬂmumsvolmﬂnalyp¢ortypu of residential,
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small business, or small farm credit needed in the

of unvnty frm purm:ulnr neighborhoods or areas,

'g in low- and
areas, is unpsnﬁably small relative to demand and
the i The ion may be

undmullzing -vllhble private n\d

areas, the insti-

tution has mnewzd its marketing practices to deter-

mine what, if any, impact they may have had on the
Where

insu to
help meet identified credil needs, md can offer no
reasonable explanation for failure to take better
advantage of these resources.

® Assessment Level 4

The institution’s record of offering and of making
loans reveals that it is doing relatively little to help
meet known or demonstrated credit needs for resi-
dential, small business or small farm credit, particu-
larly for residents of low- and moderate-income
m I plrtidpadon in an-te,- well upvem—
loan
grams is either perl\mmry or ronexistent, uvﬂ:
here the s need for such
bnmmb«nchldyide\ﬂﬁdmtmlmdzun
objective, reason for its
hwkvdorhckdpuddplmh\sﬂmmm\-
nel may be poorly trained top\lrsueinnused
involvement in private and

has

revised its marketing practices or lending policies, or
both, and has implelnemed £ programs target-
ing low activity :m m institution’s offices are
of its commu-
nity and office hours mmlwed to meet the conven-
ience and hmdluummmmﬂw
adheres to a stated poll‘cyo( dert V:Bn;
the potential of opening of
onmlhlnymm services throughout its
community, and of taking special care to avoid,

to do so, in service
to low- and modenemmme neighborhoods.

® Assessment Level 2

of the itution’s
u!dlt lppliauons, aj vals, and denials indicates
that the lender is mal credit available to all areas
within its community. distribution reveals no
patterns nggesmg that applications from particular

may be
out of date or otherwise imccunug

® Assessment Level 5

The institution is unwilling to adapt its credit offer-
ings to serve demonstrated unmet credit needs in its
eommum , particularly for housing, small business
credit, and in low- and moderate
mmme areas. The 's CRA ma

spe-
cial marketing pmgnmsmurptueuoﬂow activ-
ity may be n%mhml the institution has taken posi-
tive steps to address any clearly disparate lendms

or by
r‘mul review of credit :ctmty, policies or prac-
tices. While no explicit policy may exist, the institu-
tion’s record of opening closing offices and the
provision of services at its offices do not reflect any
ldv!m treatment of minority or low- and moder-

be seriously deficlent o; This

would be particularly appropriate where the

lender’s failure to meet these needs was cited in a
examination.

m. G hic Distributi
Eactors (d), (e), and (g)

* Assessment Level 1

The institution is making its credit products uni-
formly available to all areas within its community.
There is no indication that applicants for any type of
credit are being discouraged on the basis of
graphical location or any other prohibited basis. ﬁe
reviews the dxs—
tribution of its credit applications, approvals, ai
dmuls Where that review has disclosed a low Ievel

Olﬁce {mﬁus and ser-
vices are of its
delineated community.

® Assessment Level 3

i of the i
tndll applications, -ppmvals, and denials may sug-
pogslble unreasonable, disparate Iu\dlng

Iems. Management has not recently revi ts
lending policies and procedures or analyzed the
lnsmuuon s lending patterns within its community.

is, therefore, no firm plan in place to explain
or otherwise address the questi e patterns. The
institution’s record of opening and closing offices
and its provision for services at its offices may indi-
cate some disparity of treatment between geographi-
cal areas within ‘its community, with potentially
adverse effect upon low- and moderate-income

SECTION: Assignment of Ratings

Section 110-2

neighborhoods. However, such disranly appears to
be unintentional, and not an overall pattern or prac-
tice. Management readily agrees to address all areas

of concern r:rrdh\g patterns of credit activity and
distribution 24

* Assessment Level 4

cited, ingt action has
not been taken.

Iv. Nondiscrimination Compliance (Assessment
Eactor ()

The assessement undertaken here should reflect the
nondiscriminal

of credi results of lhl d tion ponhm of the
t will, therefore, be necessary to
pprovals, and denials reveals mnerhﬁy unequal review the and
wnngpmmmmmaywmu developedlormonnmlnlnmmuwmam
of activity in low- and moderate-income nei being assigned in the absence of a concur-
lwedsotmolndll/edmic concentration. The %ull—smpe examination, the examiner must
geograp may indicate mlhan indepmdmtdmmum old\emm-

lppuﬂﬁm or other means of discou-

raging aj nts from certain areas. Management is

unable to justify these unequal patterns. The institu-

tion’s record of opening and closing offices and the

provision of services at its offices may suggest a pll-
tern of disparate treatment adverse primarily

mmon or low- and moderate-income neighbur-

record might portray an institution that

lusso t to close, or curtail services at, primarily

those serving minority or less affluent neigh-

ment:. In any event, u\geumlm should be Ikﬂ for
of

y practices
brought out by the CRA examination pmeadum
that may not have surfaced during the regular exam-
ination. If such indications are found, they should be
reported immediately to the EIC or appropriate Dis-
trict Bank supervisor.

For purposes of this l vioh-
tion

borhoods, while openinf new offices in ping,
non-minority, w income areas. Concerns over
credit and/or [patterns or practices raised in
prior examinations have resulted in less than ade-
quate responses by the institution.

* Assessment Level 5

ion of credit
.ppmv.l’., and denials kull lending patterns por-
traying an
credit activity in bw— and moderate-income or

of laws

any \nohllon of the Fair Houdnq Aa or the Equl
redit Act,

tions (mc[ndln ptwislom of Bank Srys!m

tion 12 CFR 528), where the institution hu

uudueditaimmamw&ddhclnﬁu

tising practices, or has, on a prohibited basis, discou-
raged or declined an applicant, required a cosigner
or orii diffe dit terms.

minority areas of the The p
of indicates the probe

y

or
:35 smmhm'n-eimdmlonhu
lopted, (mmlly or otha-wue lun policies and
pmcedure-. such as restrictions based on the age of
g perx bleviohlionoleC.FR.ucﬁm
28.2, 528. 2a, and 528.3) or unjustifiably high mini-
mum mortgage amounts or down payments, whkh
have, or can reasonably be to have, a mea-
surable adverse effm on loan availability in low-
and moderate-income or minority

* A Level 1
The institution is found co be in full complhnce mth
adopted explicit pohcy smemenu suppordng ncn—

dlscnrmunon in lending and has implemented
programs to assure its continuing

internal .
p&hnce tllmugh staff training, written policies

M procedures, and interal review and manage-

The institution's record of opening and_closi
offices and the provision of nervi atits offices su“:-
gest a i pattem

adverse to minont Iow- lnd

P

porting

® Assessment Level 2

neighborhoods. current dzﬁdmda were

The is found to be in satisfactory compli-
ance with iscrimi laws and It

unhﬂy AnMg- March 1989
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SECTION: Assignment of Ratings Section 110-2
has adopted internal policies and . Level1
assure continued liance, ‘Imﬁ rognm
is not as extensive as that cited under mmummuw»hinfuumnlp\hm
mhmu\d regulations. It has imple-

* Assessment Level 3 m:u!ml nmlum
The is in less th ry i policies and procedures, lnd internal review a
nwalmpolidellndrmd hm"\:\nd:qua . - " -

ures are i ite to assure
compliance. Violations found are sporadic, technical © Assessment Level 2
in nature, lnddowlrrwwpt‘mupnm
or practice of prohibited discrimination. ‘The institution is found to be in sa

*  Assessment Level 4

m(mumuonhsmummhcmymdnlm
pliance with nondiscrimination laws and regula-

me-d&plmwrlmdw

mmmnmmdnyhdmnnum The institution is in less than sat nce
M-Mnuvevlnhﬁomnwdlu-dlﬂal with credit Internal
of non-discrimination laws :5: policies ures are te to assure
mmdummmmmmumh compliance. are sporadic,
dent. in nature, and do not 0 represent a pattern
or practice of
© Assessment Level S
*  Assessment Level 4
The isin p with
i e it aedl.' I lmdlquclim
a pat- with t ws
tern or practice of dhahimdonh\l:ne ﬂﬂ.mw: pmwmdmm
or more lending activities, or have continued with- may not be indicated, individual violations are
out correction pervisory criti- vl of credit p h’m
and cited in past may
v § beevident.
W © Assessment Level 5
mnluofmml lhnpmmdmldd ue': pa? laws and i
na ressing it credit ws
hwund than nondis- are subs and of a pat-
crimination (e, g., In Lendi Fllr Credit tem or of noncompliance in one or more
Reporting, Fair llection, 'A, and Bank lending activities, or have continued without correc-
Syl!mnguhunn 12 CFR. Part 535). It will, there- tion despite previous supervisory
mmmwm pers, check-
ts, and comments developed for areas. In VI. Community Development and Other Factors
whu!amhunghbemgemd (Assessment Factors (h) and ()
the absence

themmlnamlygumllyrﬂy upon ﬂtdingsmle
vant to this Category the most recent
examination report and a brld to determine
whether reported deficiencies, if any, have received
corrective attention.

Note: Under assessment factor (1), an institution may
receive favorable consideration for activities that do
not fall under the other assessment factors, but

Otfen ot
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SECTION: Assignment of Ratings Section 110-2
identifiable “other factors” should not, of itseif, be *  Assessment Level 3
seen as negative. .
The institution is only vaguely aware of the commu-
o Assessment Level 1 nity development/1 activities m hs
community. The institut has taken
The institution has taken affirmative steps to become affirmative action to become involved in communil 417
aware of the full range of of to learn the specific features of
and Progr within its pti
"""“der in the P or ing involved or in m umpﬂ)—
of 10 an extent con-

lm&(bdﬂ.ﬂ%hmmw
tion of the community. nmn-MSAl,th.:'ndm-

mwtpﬁmbwmhnwzmm
axdga-po-b\epmidpluon.m

non- agement has periodically discussed various efforts
government I n;:uni u‘lm to respond to community credit needs, but a specific
comm it its area. It has not been developed.
lhendeu:yuhnd areas are a) plan
involvement and has initiated . Leveld

has undertaken other Iz\pﬂﬂxﬂﬂwmm
D“ﬂym"'“d' the s g is unaware of the existence or nature
reasonably besr upon the extent to which the institu- P thin its
tion is meeting the community credit needs. m“"'w”h:&m*

this any
*  Assessment Level 2 ‘3- which were not covered
t0 help meet

The is aware of develop- may be of the g
mlwvdm!mwilﬂnfum of in it
nity. It has ad ite commund P prog:
of its interest in inuwhpmpunnnd
is already involved in . LevelS
ﬁs"' ::m?u::%' help its lack

gto o has repeatedi s
meet community w%d't of interest in determining if ity
thﬂﬂwﬂuvﬁ ment projects exist in its community. It has not

an interest in itsown

110214  Compliance Activities March 1999 Regulstory Activites



PAGE 1

AGGREGATE CRA RATINGS EXHIZIT D
BY DISTRICT
1983

1 2 3 4 5 TOTAL
01 . 5 77 2 . 84
02 . 5 180 . . 185
03 . 2 160 . . 162
04 1 16 307 1 . 325
05 . 12 222 . . 234
06 . 4 94 ) . 98
07 . 5 250 . 1 256
08 . 6 164 1 . 171
09 . 3 216 1 . 220
10 . 7 85 2 . 94
11 2 6 115 6 . 129
12 . 14 73 1 . 88
*TOTAL YEAR 1983

3 85 1943 14 1 2046
AGGREGATE CRA RATINGS
BY DISTRICT
1984

1 2 3 4 5 TOTAL
ot . 6 53 1 . 60
02 . 5 132 . . 137
03 . 1 149 ) ) 150
04 . 16 291 4 . 311
05 . 8 208 1 . 217
06 : 3 66 2 1 72
o7 1 2 221 1 1 226
08 . . 133 ) . 133
09 . 2 196 2 . 200
10 . 8 135 2 . 145
i : 4 110 6 . 120
12 . 16 61 1 : 78
*TOTAL YEAR 1984

1 n 1755 20 2 1849
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PAGE 2
AGGREGATE CRA RATINGS
BY DISTRICT
1985

1 2 3 4 5 TOTAL
01 . 12 54 1 . 67
02 . 7 148 . . 155
03 . 3 119 . . 122
04 . 25 269 4 2 300
05 1 12 189 1 . 203
06 2 . 18 1 . 21
07 2 10 185 2 3 202
08 . 1 178 2 1 182
09 . 3 120 . . 123
10 . 15 123 3 1 142
11 2 6 83 8 3 102
12 . 8 43 . . 51
*TOTAL YEAR 1985

7 102 1529 22 10 1670
AGGREGATE CRA RATINGS
BY DISTRICT
1986

1 2 3 4 S TOTAL
01 . 8 53 1 . 62
02 . 4 167 1 . 172
03 2 107 . . 109
04 13 260 4 . 277
05 4 193 3 1 201
06 3 81 2 . 86
07 . 3 232 1 . 236
08 . . 137 2 1 140
09 3 18 355 9 10 395
10 . 100 . . 108
11 . 10 128 16 1 155
12 . 13 90 1 . 104
*TOTAL YEAR 1986

3 86 1903 40 13 2045
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PAGE 3

AGGREGATE CRA RATINGS
BY DISTRICT

1987

1 2 3 4 5 TOTAL
01 . 15 57 1 73
02 . 9 144 1 . 154
03 . 5 136 . . 141
04 . 13 409 5 2 429
05 . 12 272 2 . 286
06 2 5 131 2 1 141
07 1 6 221 1 2 231
08 . 1 153 3 1 158
09 1 27 220 8 2 258
10 . 18 107 1 . 126
11 . 16 83 7 4 110
12 . 9 81 . . 90
*TOTAL YEAR 1987

4 136 2014 31 12 2197
AGGREGATE CRA RATINGS
BY DISTRICT

1988

1 2 3 4 5 TOTAL
01 . 17 34 51
02 8 143 1 . 152
03 . 5 96 . 101
04 . 14 319 10 343
05 . 9 171 1 1 182
06 2 100 2 . 104
07 q 215 6 1 226
08 . . 133 1 1 135
09 3 20 240 10 273
10 18 66 . . 84
11 . 21 62 6 5 94
12 . 8 : 52 2 62

*TOTAL YEAR 1988
- 3 126 1631

w
©
®
[
®
o
<2

AGGREGATE CRA RATINGS
BY DISTRICT

1 2 3 4 5 TOTAL

TOTAL
21 606 10775 166 46 11614

22-155 0 - 90 - 3



CHAPTER: Nondiscrimination

SECTION: Community Reinvestment Act

EXHIBIT £ Section 220

Introduction

The Community Reinvestment Act (CRA) is
intended to encourage lenders to help meet the
credit needs of their entire communities, including
low-and moderate-income neighborhoods, while
preserving the flexibility necessary for institutions to
operate in a safe and sound manner.

The Bank Board is required by the CRA:

* to use its examination authority to encourage an
institution to help meet the credit needs of its
entire community, consistent with safe and
sound operation of the institution.

* to assess, in connection with its examination, an
institution’s record of helping to meet the credit
needs of its entire community.

to take that record into account in evaluating an
application for a charter, deposit insurance,
branch or mhnld deposit facility, office relocation,
merger, Of ing com acquisition of a reg-
ulated financial hngdtuﬁg:: Y i

Proponents of the CRA were concerned, among
other r:;l‘ngs with situl:cﬂ:m in which local lenders
reportedly exported deposits to other areas
despite sound local lending opportunities. Such dis-
o .

CRA Regulation

The regulation requires the board of directors of
each institution to adopt and at least annually
review a CRA Statement. The statement must
include:

 a delineation on a map of each local community
served by the institution.

a list of the specific types of credit that the insti-
tution is prepared to extend in each local com-
munity.

a copy of the CRA Notice.

The regulati each to also
include in its CRA Statement a description of its
efforts to ascertain and help meet community credit
needs.

An institution must provide in each office a CRA
Notice, the exact wmdin‘?cot which is prescribed in
the nghuon. The public notice indicates that the
CRA Statement is available, that written comments
on the CRA Statement and the institution’s commu-
nity lending performance may be submitted to the
institution or its suj isory asznt.z, that a file of
such comments is publicly ‘availabfe, and that the

i from the i g
public may mq:x"wr 0 ’uperm:yry Cig:ncy

as a threat to
and neighborhood vitality. Lenders are, therefore,
encouraged to give increased attention to local hous-
ing and development needs of urban and rural
areas. Increased lender sensitivity to such lending
needs would help preserve, rehabilitate, and revital-
ize such neighborhoods. Moreover, even though
credit for local housing and community develop-
ment was emphasized, it was realized that other
types of credit provide community facilities and ser-
vices for neighborhood vitality and, more
generally, a healthy local community.

CRA is not intended to inject hard and fast rules or
ratios into the ination or application p

Rather, the law contemplates a judgmental evalua-
tion of a lender’s record in order to d:

P

Each institution must keep a public file of CRA
Statements for the past two years and CRA-related
public comments received during the past two
years.

The regulation sets forth a list of twelve factors that
the agency will consider in connection with its
examination in making its assessment of each insti-
tution’s record of helping to meet community credit
needs, induding those of low-and moderate-income
neighborhoods. The list of factors indicates the kinds
of activities to be considered. Institutions are not
required to adopt particular activities on the list
since the regulation is desij to allow each institu-

varying circumstances. Nor does CRA require insti-
tutions to make high risk loans that jeopardize their
safety. ilding and revitalizing ities are
viewed as beneficial for both communities and
financial institutions.

tion i flexibility in how it
can best help to meet the needs of its entire commu-
nity in view of its particular skills and resources.

The assessment of an institution's CRA record will
be taken into account in evaluating a varicty of
applications by the institution.

SECTION: Community Reinvestment Act

Section 220

In essence, the regulation encourages institutions to
become aware of the full range of credit needs of
their communities and to offer the types of credit
and credit-related services that will help to meet
those needs. However, the regulation does not
require institutions to offer particular types or
amounts of credit.

for

General

In connection with examinations, the Bank Board is
required to assess an institution’s CRA record. The
cxaminer plays a major role in this assessment pro-
cess, with other 1 such as s:xerviwry
agents, community investments officers and applica-
tions staff using the examiner’s findings in making
judgments on applications.

Judgmental Process

Community credit needs differ somewhat with the
specific of each local and
institutions may serve these local credit needs in a
variety of ways. Each institution should be evalu-
ated on the basis of its willingness to ascertain, and
its determination to help meet, community credit
need: local cir-

s in the context of its resources and
cumstances.

Balanced Viewpoint

The examiner should maintain a balanced perspec-
tive in conducting a CRA examination. The exam-
iner cannot normally conclude on the basis of any
one factor that an institution is or is not helping to
meet the credit needs of its local community or com-
munities. Nor can the examiner adequately assess a
lender’s on the basis of any one source
of information, data, or opinion. For that reason, the

jures contained in this section are designed to
ensure that information from both the institution
and the community are objectively reviewed and
evaluated.

Institution’s Imput

The ination p ?ive each instituti
the opportunity to supply information indicatin

of that fact and will be of substantial assistance to
the examiner in assessing their performance.

Institution’s Financial Condition and Size, and Legal
Impediments and Local Economic Conditions

An institution’s ability to help meet community
credit needs is influenced by its financial condition
and size as well as by legal impediments and local
economic conditions under which it operates. An
examiner must take considerations  into
account in reviewing the institution’s

Technical Compliance with the Regulation

IS
The examiner will check for technical compliance ~~
with Ihe i of the ion. He

with p qui does not
impl'y that a lender has been serving local credit
needs. The converse is also true; noncompliance
with a technical requirement does not necessarily
mean that an institution is not helping to meet com-
munnyundhneedsmmnlnermuum\hn
sight of the intent of the statute in for tech-
nical compliance with the regulation. entire
CRA examination is designed primarily to deter-
mine the extent to which a lender has helped and is
helping to meet community credit needs.

Ca i C ity D and Low-
and Moderate-Income Neighborhoods
lnm'zwinglhenmd,haumlwshouldburln

tive P
activities. With respect to communication, the prem-
ise is that community needs which can be met on a
safe and sound basis are more likely to be met when
the community is aware of the types of credit availa-
ble and the lender is well informed about commu-
nity credit needs. Hence, efforts to ascertain commu-
nity credit needs and to publicize available credit
services, including measures to identify the credit
needs of, and to advertise in, low- and moderate-
income neighborhoods , are encouraged.

Outside Contacts
The examining staff should normally conduct inter-
views with i to ine the
local perception of mmmuniz credit needs. Such

Ot ot
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that it is having a beneficial influence on its ma% members might include local lopment corpora-
ity or i itutions that are tions, housing P P X
helping to meet community credit needs are proud i P P housing
onmel
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Section 220

counseling service centers, minority and non-
English speaking groups, igh
organizations, ,mwm,bddvﬂr@\‘:,;rd;m
customers of the institution. ’

CRA also focuses on activities that foster develop-
mwilhlnhmunmmﬂty,hludinslaw-
'moderate-income

ness fi ling loans to small farms are
viewed fa ly.

Selected Features of CRA Examinations

CRA Statements

Because many factors influence the size and shape of
a lender's wmmmhy, the mguhﬁou allows three
methods of tion and

mn-‘nuchlmﬁmdmin ing its
1 community or communities.
The first method the use of widely recog-

such as those MSAs or
m:mzmmmmmwsbalmu-
nity or

PP of the institu-
tion" lloalaammuuty‘

In general, a local community based on existing

‘boundaries should be no larger than an entire MSA
oumunlyinnnon—MSAam.lhnlmﬂmuonm
offices in more than one such ares, it will have more

An institution must prepare a separaste CRA State- should include those portions of adjacent counties
nmforndcbmlmmmtynmmdudms. that it serves. In rural areas, a local community may
delineation of the relevant local more than one county, but,
Mmﬂlyfolbw.m that the Sme- should not use states or
for each local community must con- regions of states to delineate local communities. A
hil\ list of available credits. A lender serv- small institution that serves an area smaller than an
local communities may elect to re MSA or Hyd&ﬁmiumﬂmlymbeu
Summbwmmhmdmluw:c'h part of the oremmty The institution may
are similar or identical for the local make in
served. Since credit needs may be common to many 'heu!ofmdivldgdbymmbocdm or
local communities, such an a may be consis- significant geograj barriers, or areas that are
tent with the intent of CRA. areother ways for extremely large or of unusual configuration.
a multi-community lender to this ire-

Reasonableness of Community Delineation

Each institution must delineate the local community
or communities which it serves. For instance, a state-
wide branching institution would serve a number of
“local communities” the total of which would consti-
tute its “entire community.” Further, more than one
office of an institution may serve the same local com-
munity. For example, an institution may have olﬁm
mmushml a city and its suburbs and consider tha

mgmm:m\ area to be the local communil
for those of Each community delineation m\l!?:

of course, include the contiguous aress surrounding
each office or group of offices.

a substantial portion of its loans and all other areas

distant. Even if an institution employs its

ve lending csrltnry it is encouraged to follow-
existing boundaries where practical.

One should not conclude from this guideline that

each office necessarily serves a te -M distinct
loal wmlmmlty becnuse u‘h typically has a

ble; that is to say, the institution can provide a sensi-
ble rationale for the delineation and has not arbitrar-
ily excluded any low- and moderate-income neigh-
borhoods.

Some Rules of Thumb on Reasonableness

The examiner should qusdon the appropriateness
ofa mmnmnny That is
not to say, however, thnt an kmguhrly shaped com-
munity cannot be justif

Of course, the number and location of offices in an
area influence the size of the institution’s local com-
munity. For similar size institutions, those in rural
areas tend to serve a larger phic area (because
of the lower population density) than !ho’eu\urhn
areas.

Other factors which influence the shape of an institu-
tion’s community include traffic patterns, natural
and artificial barriers such as a river or an airport,
legal boundaries such as state borders, and the insti-
tution’s size.

If a question mluim d

greater than 80 t but less than or equal to 95
percent of the MSA median income.
p low- and

reviewing an institution’s activities in low- and
moderate-income areas.

The data columns appearing on the touts are

self inatory with the ¢:§¢pﬂon olptrl'l:ﬁhh col-

columnun\unlmindhtewh:ﬂun

minority” as

deﬁmd in the in:!mnimu for preparation of the
mmoﬂ

of an i the exam-

iner may obtain GIA Statements from similar insti-
tutions in the local community and review their
community delineations. Such a review may provide
additional information valuable in pldgi the ru-
sonableness of a lender's community dﬁ
Community grou?l can also provnde inlorm-non
about the nature of an institution’s delineation.

Low- and Moderate-Income Neighborhoods

In determining whether the community definition is
reasonable, the examiner must be alert to situations
where low- and moderate-income neighl

are gerrymandered out of a delineated area. Moreo-
ver, in reviewing an institution’s record, the exam-
iner must loull rticular attention on the lender’s

dfemn Iendlng m ll an msnmﬂon is repre-
sented throughou! or market area, it may be
more rusou\lble w suppose that area comprises its
local community.

Fllully, the regulation allows an institution to use
any ot d area. An

is thus given substantial leeway in specifying its
local community so long as the definition is reasona-

ow- and moderate-income neigh-
borhoods wnhin alocal community.

For neighborhoods located in MSAs, low- and mod-
crate-income neighborhoods are defined by the
FHLBB as follows: lcw—mcome neighborhoods con-
. hich are I tha 1 h;)n ot
incomes which are less than or to 80 percent of
the MSA median income; mndeqe:mmm nei

borhoods are those which have median incomes of

cauus , tracts are mﬂ\n& in which the minoril
dents constitute 25 percent or more (either km
Hiquc)oimebulpopuhthnh\themm
This column can be used to check the information
in the 's loan regis-

ters.

The examiner will note that n\n\y of the census tract
printouts include the following foo! mzt “These cen-
sus tracts included quarters.” Group quarters
are defined by the d S!plﬂllﬁlt of Comumerce as
follows: “Gmup quarters are living arrangements
for institutional inmates or for other groups contain-
ing five or more persons not related to the person in
charge. Group are located most frequently
in institutions, ing houses, military barracks,
dormitories, fratemity and sorority houses,
hospitals, monasteries, convents, and ships. A house

or apartment luwlwdu!dgm:gqmnasﬂnh
shared by the rlson five or more per-
sons unrelated to him, or lhznlsnopenonm

charge, bysixormunrdnedp?som- Informa-
tion on the housing characteristics of group quarters
was not collected in the census.” Housing character-
istics columns on the data printouts are the follow-
ing: Occupied Housing Units; Percentage Black
Occupied, Percentage Black Owmer; Percentage

Offen of
v Activities
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‘Owner Occupied; Percentage Units Built 1939 or ear-
lier; and 1-4 Family Structures. These columns do
not include information on group quarters.

If a census tract has group quarters, it is flagged as
having group quarters regardless of whether data

were sup on
individuals. However, data suppression for the cen-
sus tract, in such cases, may be indicated if the
median income is shown as zero and/or the number
of occupied housing units is less than 50.

The printouts do have certain limitations. Most of
the data comes from the 1980 census and thus is
rather old. Some census tracts may have radically
changed since then. The examiner will have to rely
on his or her own knowledge of the area, discus-
sions with management, real estate brokers, city
officials, and neighborhood groups, more recent
local studies, property inspections, etc., in resolving

ies over the current phics of

any g

the census tracts.

Non-MSA areas, especially rural areas, present a
problem in i ing low- and

income neighborhoods. Examiners have to rely on

personal knowledge of the :;'u. physical inspection

as necessary,
local studies, or a combination of these.

Small Business Lending

Small business loans represent one of credit
that is directly related to the purposzpzl CRA. In

i i business lending, the examiner
shouldnot be concerned with any hard and fast or
precise definition of what constitutes a small busi-
ness. Instead, the examiner should regard as small
business lending any loans to local firms whose
access to credit is limited to local sources because of
the firm's size.

Examination Objectives

To ine whether the institution has i
and imp policies and p that dem-
onstrate:

* that it has

recognized its continuing and
affirmative obligation to help meet the credit
needs of its entire community; and,

« that its facilities serve the credit conveniences
and needs of its entire community.

To ine whether the institution’s delineation of
its community is in accordance with the regulatory
requirements.

To ine the i ion’s i with stat-
utory and regulatory requirements and policy state-
ments.

Examination Procedures

1. Ascertain from institution personnel what steps
the institution has taken or plans to take which indi-
cate whether it is helping to serve the credit needs of
its local community or communities.

2. Obtain the following:

a. minutes of the board of directors’ meetings, par-
ticularly those dealin with the adoption,

review, and revision of all CRA Statements.

b. the institution’s public comment files and recent
CRA Statements.

c. comment letters received by the Federal Home
Loan Bank.

d. the institution’s loan and investment policy and
ural manuals along with other manuals
relating to the CRA.

3. Review minutes of directors’ meetings and ver-
ify that the board has:

a. adopted a CRA Statement for each delineated
community.

b. reviewed each statement at least annually.

c. acted upon any material change in each state-

ment at the first regular meeting of the board fol-
lowing the change.

4. Review and analyze the public files for:

a. any signed written comments received from the
public during the past two years that specifically
relate to any CRA Statement or to the institu-
tion’s performance in helping to meet the credit

Otten ot X
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needs of its community or communities. Deter-
mine that the comments do not contain any
material specifically prohibited by the regula-
tion. However, the examiner shall consider let-
ters containing any such material.

b. any responses to the commentors that the insti-
tution may have made.

c. all CRA Statements in effect during the past two
years.
(Inherent in the rnxs of reviewing public files

is the option of contacting commentors to the
extent deemed necessary.)

5. Review each CRA Statement in effect during the
past two years and:

a. ascertain if the institution’s delineation of its

local or is
Give special attention to the following:

. used by the institution to
define its community.

¢ community boundaries that are sharply
asymmetrical, too narrowly drawn, or so
broad that the institution fails to focus on its
local community.

Request explanations for any differences. If feasi-
ble and appropriate, nvwvy the list of available
credits prepared by comparable local institu-

tions.

¢. determine that a copy of the CRA Public Notice
isincluded.

d. analyze any of the ing optional
tion that the institution may have included:
© a description of how its efforts, including

special credit-related programs, help to meet
community credit needs.

* a 'icreponngudingismwrdol
helping to meet community credit needs.

o a description of its efforts to ascertain the
credit needs of its community, including
efforts to communicate with members of its
community regarding credit services.

« any other material the institution may have
included.

6. Determine if the institution:

a. provides the CRA Public Notice in a manner
specified by the regulation.

o whether any low- and i
neighborhoods have been arbitraril,
excluded. Y

. blic comments specifically rela to the
P“mmblau of the wut’;ﬁm‘: lelinea-
tion.

e any relevant information obtained from
?th:!dwvrk programs that have been per-
formed.

If a question remains regarding the reasonableness
of the community delineation, a review of the com-
munity boundaries drawn by comparable local insti-
tutions may provide useful information.

b. review and analyze for completeness specific
of credits within certain categories that the
institution is gr;s:»:d to extend within the local
cummul\l? ine if the types of credit in
the CRA Statement mrrespm»gl to the types of
credit actually being extended by the institution.

b. kes all CRA Statements available to the public
as provided by the regulation.

¢ makes the public comment files readily available
f:rpublkinq;em‘onumvﬁdzdln the regula-
on.

7. Review the institution’s credit underwriting and
appraisal criteria and terms and conditions of

to determine if they are being used for exclusionary
purposes, contrary to the objectives of CRA.

8. The i 's activities in i credit
needs and in helping to meet the credit needs of its
community.

a. Activiti by the institution to ascer-
tain the credit needs of its community, including
h of the insti 's efforts to i

the
cate with members of its community regarding
the credit services being provided by the institu-
tion.

2206  Compliance Activities March 1989
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SECTION: Community Reinvestment Act

Section 220

SECTION: Community Reinvestment Act

Section 220

Amin from records and through i

ing management and a sampling of communit

hldm and interest groups the extent to whicl
has with

cf its local community or otherwise has
attempted to determine such need. Pertinent fac-
tors may include:

w mungemenk review of written, ﬂy\ed pub-
comuments recei in response to
hudhlﬁon 's CRA Statements.

(2) studies conducted or reviewed by the insti-
tution concerning local credit needs.

(&) the extent of the institution’s efforts to com-
th

providing. Such members llugl\t include
Customers of the institution, the PTA, mer-
chants pr religious
local civil rights, consumer, minority, and
non-English speaking groups, housing coun-
i S oot oy
ment corporations, and nonprofit housing
development corporations.

(4) the institution’s review of the local Ewcm—
ment’s Community Development Plan and
Housing Assistance Plan prepared in con-
junction with HUD’s Community Develop-
ment Block Grant Program.

(5) economic forecasting, as developed or used
by the institution.
b. The extent of the institution’s marketing and
spechl cndh-nhtgd programs to make mem-
the community aware of the credit ser-
vhs oﬂﬂ!d by the institution.

Review the institution’s marketing and deter-
mine if it is adequately designed to encourage

for loans in its particu-
larly low- and moderate-income neighborhoods.
Pertinent factors may include:

(1) any working relationships the institution

nuy have with real estate brokers or others

service low- and moderate-income
nelghboﬂmods

@ mongag g programs and pro-
grams of management assistance for small
or minority businesses.

()] and i in

review boards.

(4) credit and credit-related services in low- and
in

to such services in other nughbarﬁoods
served by the institution.

(5) use of institution representatives for seeking
out poumal hnudn -related and smail
business d

- and moderate-
income nughborhoods.

6) Idvmng the of loans the institution
is willi in media likely to reach
low- n\ode’lhe-im individuals in
the institution’s local community or commu-
nities.

(7) availability of convenient hours in offices
accessible to residents of low- and moder-
ate-income neighl

(8) use of informational brochures and partici-
Ppation in other educational efforts.

The extent of partici :Z the institution’s
board of dlm in lcrm ting the institu-
tion’s policies and reviewing mdﬁrﬁmmnm
with respect to the purpose of the

Any practices intended to discourage

" tions for of credit set forth in tl\emm-

tion’s CRA Statement.

Review other nondiscrimination examination

ams, particularly as they in to inter-
5:':5“5 P‘pnscnenin itionally, ascer-
tain the following:

(1) whether administrative loan personnel and
loan officers are aware of the CRA and the
requirements of the regulation.

(2) whether lending officers are aware of the
institution’s delineation of its local commu-
nity or communities and its policies, if any,
with respect to its commitment to help meet

the credit needs of its entire communi
low- a
borhoods.

(3) whether loan officers are aware of the types
of credit the institution offers to members of
its local community or communities.

(4) whether contact are aware
of the nmly of m:hons CRA
Statement and public comment file.

(5) whether the institution is prepared to extend
types of credit in some local communities or
neighborhoods but not in others. An expla-
nation of any difference should be requested
from the institution.

(6) the extent to which the institution is willing
to make loans in its delineated local commu-
nity or communities, utilizing information
derived in (e.) below. Special attention
shouldheymhotpedﬁcm me

mtsuhdmhlhllMonapmmhnd
basis.

@ whgthslmnofﬁ(a'oroﬂ\erpubucmm

flv:dobumfnwulolm that ue institution has
stal it is to i
ling to make, particulariy

For loans made outside MSAs, i ly with
to institutions that mp‘mhd in
and

related lending in low- and moderate-income
ghbwhoodland Nﬂh\lhviﬂﬂhﬂnﬁ-

tution has not extended such credit in those
areas.

may be on of credit
e e e S T

als. The examiner review the loan
tion to determine the istri-
bnﬁom.Im, -ppﬁmumsm‘ml. In
with other ination exami-
nation programs, it may be o0 analyze
lunher the geographic zmnbuhm\ small busi-
loans to small farms within
the institution’s community.

Evidence of prohibited discriminatory or other
illegal credit practices. i

In with the eami-
nation mmdemmd:exmw which
the institution is currently complying with the
law.

The institution’s record of opening and closit
mmmmmnol&a "€

mghha-hoods.

of the i
acdxt extensions, credit uppllathm, and a!dn
denials.

Determine whether there u nny mdludnn of a

ate-income may
be placed upon ion with
review of reports of examination, and review of

from other rmed.
For tllosepif\-‘mncm bumwmsumnoml
nlunm may be placed upon other nondiscrimi-

The invest-

ments, in Ioal commuuly develapmem and
P P

Review written policy and procedural

manuals and interview ing officers to ascer-

tain whether current programs include, or if the

for ,fym potential credi reeds foch
ims for sati: lit
ﬂumwm €

!he volume and location of housing-related ared-
its.

C i Fund
HUD’s Community Development Block Grant
Program.

Otfien of
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SECTION: Community Reinvestment Act

Section 220

*  Local neighborhood preservation efforts.

. G ity Dy [¢

* Financing for Local Development Corporations.
* Neighborhood Housing Services.

o Investments in, or coordination with, Minority
Enterprise Small Business Investment Corpora-
tions (MESBICs) or Small Business Investment
Corporations (SBICs) in providing loans to busi-
ness for which eguity or subordinated debt is
provided by MESBIC or SBIC.

* Purchase of securities of State and local housing
agencies.

i. The insti 's origi of resi mort-
gage loans, housing rehabilitation loans, home
improvement loans, and small business or small
farm loans within its community, or the pur-
chase of such loans originated in its community.

Review the institution’s financial statements,
other appropriate records including HMDA
Statemnents, its written lending policy and pro-
cedural manuals, and interview md'z?”pawn-
nel to ascertain whether the institution has origi-
nated or purchased such loans or has plans.to do

s0.

The institution’s participation in go
tally-insured, guaranteed, or subsidized loan

for housing, small business or small
farms.

This information may be obtained in ways simi-

lar to the o;m“cﬂ: assessment factor (i) above.
les of s loan

include: o i

* FHA/VA/FMHA mortgage loans to mem-
bers of its community or communities.

*  FHA Title | home improvement loans.
* SBA loan guaranty programs.

* Similar programs conducted by State or

k. The institution’s ability to meet various commu-
nity credit needs based on its financial condition
and size, and legal impediments, local economic
conditions, and other factors.

The financial condition of the institution may be
ascertained from discussion with other examin-
ers or review of examination work papers and
reports.

Small institutions may not have the specified
staff or financial resources needed to participate
in some loan programs. Legal restrictions on per-
missible activities, interest rates, and. branches
may affect a lender’s ability to help meet com-
munity credit needs. Adverse economic condi-
tions caused local or general economic
difficulties may force an institution to temporar-
ily curtail its lending activities. Other factors
may affect an institution’s ability to help meet
community credit needs.

1. Other factors that in the agency’s jud t rea-
sonably bear upon the extent to which the insti-
tution is helping to meet the credit needs of its
entire community.

Pertinent factors may include:

« purchases of state and municipal bonds, sec-
ondary mortgage market securities or such
other activities when they further special
purposes in the community, such as the con-
struction or rehabilitation of low- and mod-
erate-income housing or other neighbor-
hood or community development, or are
issued by municipalities or other local pub-
lic financing units which do not have access
to the capital markets.

o whether the institution’s policies promote
efforts to assist existing residents in neigh-
borhoods undergoing a process of reinvest-
ment and change.

© any other relevant factors.

9. Determine if the record of performance of the
institution’s facilities its ion of

SECTION: Community Reinvestment Act Section 220
ing low- and i i con- d. i ptions in policies or p:
sistent with safe and sound operation.
12. Prepare a narrative statement for the examina-
10. Complete the CRA Checklist (CA 220). tion report (see Section 110-1).
11. Review the following with management: 13. Assign a rating of 1 to 5 based on the institution’s
overall &A performance (see Section 110-2).
a. the extent to which the institution is helping to
meet the credit needs of its entire community,
low- and neighbor- References
hoods, consistent with safe and sound operation.
Regulations

b. suggestions that might better enable the institu-
tion to help meet the credit needs of its entire
community and improve its CRA rating.

. p i f the

12CFRS63e  Federal Home Loan Bank
Board Regulati

(See also Nondiscrimination—General, Section 200.)

its inuing and i igation ‘to hel)
local agencies. meet the credit needs of its entire community includ-

Ottar ot
Regulatory Activities March 1969 FHLBS Regulatory Handbook 2209

22010 Compliance Activities March 1989
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i

Community Reinvestment Act
Checklist
: ' Yos | No: Yes

1. Has the Board of Directors adopted its 12. Are public files readily available for public
CRA Statement? (§ 563e.4(a)).................... inspection? (§ 563€.5(a)) ........cccovurrerrerennenns

2. Is the CRA Statement clear and concise?... 13. Were the considerations used by the insti-

’ tution to define its community reasona-

3. Have all changes in the Statement been ble? (§ 563e.3)
approved by the Board of Directors at its
first regular meeting following the 14. Were all comments on community
change? (§ 563€.4(d)) .........e..cccvvreurecrnnne definition in the public file considered by

the institution?

4. Do the minutes indicate annual review of
each Statement? (§ 563e.4(d)).................... 15. Does the lender’s delineation of commu-

nity include all low- and moderate-income

§. Does the Statement contain: - neighborhoods? (§ 563e.3(a))...........cccouuuens
a. A delineation of the institution’s entire 16. Are the delineated areas reasonable? ........

community including local communi-
ties, if any? (§ 563e.4(b)(1)).......coue....... 17. Were all comments in the public file rela-
tive to types of credit considered by the
b. A list of the types of credit the institu- institution?
tion is prepared to extend to its entire
community? (§ 563e.4(b)(2)) .................. 18. Are the kinds of loans made by the institu-
tion comparable to the types of credit of-
¢. The required notice either as a part of fered in the CRA Statement?.......................
the Statement or as an attachment?
(§5630.4(D)(3)) .....cceerueremrerrerreererrerenne 19. Are all lending personnel informed of the
types of credit the institution is prepared

6. Is a notice provided in the public lobby of to extend?
institution offices either as a part of the
CRA Statement or separately? (§ 563e.6)... 20. Does the CRA Statement describe how

the institution's efforts, including special

7. ls the notice in the form provided by the programs, help meet the credit needs of
Regulation? (§ 5636.6).............cooun......... the community? (§ 563e.4(c)(1))* ....ccceeene.

8. Are the CRA Statements readily available 21. Does the CRA Statement include a report
at the head office and at each office of of the results of its efforts to help meet lo-
the institution in the local community? (§ cal credit needs? (§ 563e.4(c)(2))°..............
563e.4(e)(1) and (2)) -...c.oeveruerecnreerneeceennnnn.

22. Does the CRA Statement inciude a de-

9. If acharge is made for the CRA State- scription of its efforts to ascertain commu-
ment, do records indicate this charge. nity credit needs and communicate with
does not exceed cost of reproduction? (§ members of its community? (§ 563e.4(c)
563e.4(f) @)

10. Does the institution maintain a “public file” 23. Did the institution review the CRA State-
as required? (for the two most recent ment in light of community comments and
years) (§ 563e.5) ... its experience in offering various kinds of

credit?

11. Is the location of public files in accor-
dance with the Regulation? (§ 563e.5(c)

(1) and (2))
“Note: These items are not required to be included in the CRA State-
ments. Such inclusion is only ged by the R i
Reviewed
By Date
CA 220 (03/89) Community Reinvestment Act 1ot2
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Community Reinvestment Act
Checklist

Y, Mo Yes|io

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

of its local community about its plans and

policies on available credit services? .......... b. Housing rehabilitation?;.
25. Does the institution invest in the following ¢. Home improvement/equipping?;

types of loans originated within its com-

munities: (§ 563e.7(i)) d. Small business?;

e. Small farm?.
Comments
Reviewed
By Date

CA 220 (03/89) Community Reinvestment Act 2012
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EXHIBIT F
Average éRA Hours Per Examination
By Asset Size Ranges
1983 - 1988
< $25M $25-100 $100-500 $500+ Total
Year Avg. Hrs. Avg. Hrs. Avg. Hrs. Avg. Hrs. Avg. Hrs.
1983 3.66 4.82 6.83 11.46 5.87
1984 3.09 3.91 6.62 9.87 5.46
1985 2.91 4.57 6.47 11.22 5.82
1986 4.17 5.88 9.40 17.03 8.20
1987 3.57 5.20 7.12 23.72 7.92
1988 4.84 6.24 9.12 21.25 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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17006 sewe nw.  EXHIBIT G
Washingion, D.C. 20882

Federal Home Loan Bank Board . “" o Sy

Federsl Sevings end Losn inewence Corporstion

July 17, 1989

The Honorable Henry B. Gonzalez

Chairman

Committee on Banking, Finance
and Urban Affairs

House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

We are confirming our support for the amendments to the House
Bill (H.R. 1278) improving oversight and enforcement of the fair _
lending and community reinvestment laws. These include "Sec.
1211. Fair Lending Oversight", "Sec. 1212. Amendment To The
Community Reinvestment Act", and "Sec. 1213. Reports On
Geographic Origin Of Deposits Of Depository Institutions”". These
amendments are appropriate supplements to equal housing lending
programs, community investment initiatives, and fair housing
enforcement. ’

The thrift industry and the Bank Board have been in the
forefront of efforts to collect data for use in advancing equal
housing lending, promoting community investment, and enforcing
nondiscrimination laws and regulations. Our data collection and
reporting systems (such as the Loan Application Register and Data
Submission Reports) are unique among the federal financial
regqulatory agencies. With the establishment of our new consumer
compliance division with a specialized examination force, we are
making more effective use of the data collected.

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.

Section 1211 would amend the Home Mortgage Disclosure Act to
require reporting by all mortgage lenders as opposed to the
current coverage of only depository institutions and holding
company subsidiaries. It would also require the reporting of
income levels of borrowers, racial characteristics, and gender.
We fully support both of these objectives. This amendment will
cause only a minor increase in the reporting burden of our
institutions, because the Bank Board already collects most of the
information under the Loan Application Register and Data
Submission Report requirements of 12 C.F.R Part 528 of our
regulations. Requiring reporting by all mortgage lenders will
benefit fair housing enforcement, community investment promotion,
and competitive equality among all lenders.
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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. .

Section 1212 would amend the Community Reinvestment Act
("CRA") to require the federal financial regulatory agencies to
publish detailed CRA evaluations of institutions upon the
completion of CRA examinations and to release the institution’s
CRA rating. We support the thrust of this change, but we are
concerned that the CRA numerical rating could be confused with an
institution’s financial numerical rating. Therefore, we propose
that CRA rating system be changed from a numerical one to a
descriptive one and the descriptive rating disclosed. For
example, the rating system could include "Good", "satisfactory",
and "Unsatisfactory" or some other set of terms that would clearly

rate performance, but not risk confusion with financial soundness
ratings.

Section 1213 would require the Federal Reserve Board to
collect data and conduct studies on the geographic origins of
deposits. This information could help in better understanding the
complexities of our changing financial markets and in the better
formulation of financial policy.

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 safety and
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.
ncerely, a 74
M. \Danny waE; ’
Chairman

Lawrence J. White
Board Member
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Senator DixoN. Thank you, sir.
Mr. McDowell.

STATEMENT OF JOHN H. McDOWELL, DIRECTOR OF CONSUMER
ACTIVITIES, OFFICE OF THE COMPTROLLER OF THE CURREN-
CY, WASHINGTON, DC

Mr. McDoweLL. Mr. Chairman, I am pleased to have this oppor-
tunity to respond to the questions posed in your July 6, 1989 letter
regarding our efforts under the Community Reinvestment Act.

I am Director of the Consumer Activities Division of the Office of
the Comptroller of the Currency. My division has primary responsi-
bility in the OCC for the administration of the examination proce-
dures relating to consumer protection laws affecting national
banks, including the CRA.

The OCC supports the objective of the CRA and oversees bank
performance through a program that encourages positive action by
the national banks. Cooperation among the OCC, the banks, and
the banking public is essential for this effort.

My written statement focuses on the supervisory process em-
ployed by the OCC to fulfill its responsibilities under the CRA. The
first section describes how our supervisory efforts for CRA are inte-
grated into our overall approach to bank supervision.

The next section provides a more detailed analysis of our exami-
nations and our efforts to maintain an ongoing dialogue with bank
customer and community groups and with national banks.

The final section of this testimony outlines our views regarding
the appropriate disclosure of information to the public and the
level of public participation in our CRA.

In the interest of time, Mr. Chairman, I will limit my oral testi-
mony to a brief discussion of the OCC’s CRA efforts.

Compliance with the CRA is assessed through consideration of a
number of both positive and negative factors. They include activi-
ties conducted by the bank to ascertain community credit needs,
the extent of the bank’s marketing efforts to make community
members aware of credit services, participation by the bank’s board
of directors in formulating the bank’s policies and reviewing its
CRA performance, the existence of practices intended to discourage
application for credit from the local community, geographic distri-
bution of the bank’s credit extensions, applications and denials, evi-
dence of prohibited discriminatory practices, the bank’s record of
opening and closing offices, participation in local development
projects, and the bank’s origination of loans for residential mort-
gages, home improvement, housing rehabilitation, and small busi-
nesses or small farms.

Examiners assess a bank’s CRA performance by reviewing its
CRA statement, ensuring the accuracy and completeness of prod-
ucts and services offered, and reviewing whether the community
delineated by the bank is either too narrowly or broadly drawn. In
discussions with line officers and management assigned to coordi-
nate CRA activities and by reviewing the bank’s documented evi-
dence, the examiners determine the bank’s efforts to ascertain the
credit needs of its entire community.
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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.

Board minutes are also reviewed to be sure that the directors are
informed of the bank’s CRA-related activities, are active in formu-
lating appropriate CRA-related policies, participate in the monitor-
ing of the bank’s performance, and that they not only review but
approve the CRA statement.

As appropriate, the examiners also conduct meetings with local
community groups to determine what their perceptions are of the
community’s credit needs and whether national banks in the com-
munity are helping to meet those needs.

The OCC uses the uniform interagency rating system for evaluat-
ing the performance of federally regulated institutions under the
CRA. A rating is assigned to each financial institution based on the
institution’s performance in meeting community credit needs. This
rating is based on a subjective analysis of the bank’s performance
and is but a general indicator of the bank’s overall CRA assess-
ment.

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.

We do not believe that a large number of banks should necessari-
ly fall into the 3, 4, and 5 rating categories. In general, banks have
found that it is in their best interest to serve their community.
Therefore, they historically have worked hard to meet local com-
munity credit needs consistent with safety and soundness require-
ments, and we have found that they continue to do so.

An integral part of the examination is the report provided to
bank directors and management summarizing the results of the ex-
amination. The report normally contains the examiner’s assess-
ment of the bank’s CRA performance and recommendations for im-
proving that performance. These recommendations to enhance or
improve performance are also discussed with management and the
board of directors at the conclusion of the examination. This guid-
ance helps promote a high level of CRA performance.

The examination report is also the key document used by the
OCC in monitoring CRA performance. Field examiners use the
report to review performance and prepare for subsequent examina-
tions. District personnel use the report to ensure thorough supervi-
sion of examined banks and to develop supervisory strategies. Cor-
porate analysts in the districts and in Washington use the report
in evaluating corporate applications.

Disclosure of CRA numeric ratings also has been proposed. The
OCC recognizes that disclosure of a bank’s performance would
serve to increase the public’s awareness. In light of the recent con-
ference committee decision to amend the CRA to include disclosure
of assigned ratings and written evaluations of the institution’s per-
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formance, the OCC will of course make the necessary adjustments
to comply with the act.

In summary, the purpose of CRA is to encourage financial insti-
tutions to assess and help meet the credit needs of their communi-
ties, including low and moderate income neighborhoods, utilizing
their own expertise and resources. The OCC believes it has imple-
mented appropriate systems for assessing the level of performance
under the CRA, encouraged improvements to national banks’ per-
formance through examinations, education, outreach, and commu-
nications activities, and enforced the spirit of the statute through
the corporate application process.

We recognize that there is always room for improvement, and we
welcome recommendations that the subcommittee has to offer.

Thank you, Mr. Chairman and members of the subcommittee, for
this opportunity to present OCC’s views on this important subject.

[The complete prepared statement of John H. McDowell follows:]
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Introduction

Mr. Chairman, I am here today to discuss the Office of the
Comptroller of the Currency’s (OCC) efforts under the Community
Reinvestment Act (CRA) and to respond to the specific questions posed
in your July 6, 1989 letter. The OCC supports the objectives of the
CRA and oversees bank performance through a prog that
positive action by the national banks. Cooperation among the OCC,
the banks, and the banking public is essential to this effort.

My testimony today will focus on the supervisory process employed
by the OCC to fulfill its responsibilities under the CRA. The first
section describes how our supervisory efforts for CRA are integrated
into our overall approach to bank supervision. The next section
provides a more detailed analysis of our examinations and our efforts
to maintain an ongoing dialogue with bank customer and community
groups and with national banks. The final section of this testimony
outlines our views regarding the appropriate disclosure of
information to the public and the level of public participation under
CRA.

OCC’s Supervision for CRA

The OCC’s responsibilities under CRA are discharged in accordance
with our overall supervisory philosophy. First and foremost, a
bank’s performance is the responsibility of its board of directors
and management. Banks must establish policies and procedures
consistent with the spirit and intent of the CRA and systems of
control to ensure that those policies and procedures are effectively

-2 -

implemented. During examinations, we monitor whether the banks’
systems work, and we require changes when necessary. Our dual
strategy of requiring systems for bank compliance with the law and
monitoring the performance of those systems underlies our supervisory
process, not only with regard to the CRA, but with regard to all
assessments of bank compliance.

The Compliance Program

Since early 1987, the OCC has assessed a bank’s performance under
CRA as one facet of its review of compliance with a number of laws
and regulations. The Compliance Program includes procedures for
determining adherence to the Bank Secrecy Act, fair lending laws,
such as the Equal Credit Opportunity and the Fair Housing Acts,
insider and affiliate t ions, P ion laws, such as
the Truth in Lending Act, and adherence to fiduciary principles in
the performance of fiduciary duties as well as compliance for CRA.
The operation of electronic data processing centers and bank dealer
activities are also examined.

Each year, we select a statistically valid random sample of
national banks with assets of less than $§1 billion for an in-depth
review of their compliance efforts and accomplishments. National
banks with assets in excess of $1 billion are examined every other
year. Although we do not examine every bank every year for
compliance, we believe the sample size is sufficiently large to allow
us to determine whether national banks are, in general, meeting their
CRA responsibilities. Those banks that we do not examine in a
particular year have an incentive to comply with the law because of
the uncertainty associated with being selected in the sample.

In addition to the CRA assessments conducted in the sample of
banks, other CRA are d through targeting and
special investigations. Banks may be targeted for CRA examinations
if they are known to be planning an ion through or
branching, if unsatisfactory operating procedures are discovered
through the commercial examination, or if the supervising examiner
determines that the previous CRA assessment is outdated. Later in my
statement, I will describe in some detail our specific examination
efforts regarding CRA.

The OCC does not rely solely on examinations to encourage banks
to meet their CRA obligations. We also make sure, through the use of
banking issuances and advisories, that bank management is aware of
its compliance responsibilities. Advisories and banking bulletins,
covering a broad spectrum of issues including speculative trading
activities, disclosure of the method of calculating interest on
deposit accounts, banks’ investments in government securities mutual
funds, home equity lines of credit, discounted variable rate
mortgages, the Flood Disaster Protection Act, and the CRA Policy
Statement (discussed in more detail later in this testimony) have
been distributed to the industry.
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Our efforts also include OCC participation in formal industry
education programs. In 1987 and 1988, the OCC, through its Consumer
Activities Division, provided speakers for over 60 seminars and
training sessions sponsored by trade and state banking associations
and for individual banks promoting compliance with consumer
protection laws and regulations. The OCC maintains an ongoing
program of activities to facilitate i d ing 1 Y
sensitivity to customer and community needs. These activities,
carried out principally gh the Ci and I y Affairs
Division, are designed to:

o Identify and assess key issues and concerns raised by bank
customer groups and i these to national
banks;

() Provide information to banks through conferences,
roundtables and publications highlighting a variety of
positive approaches and program models banks can and do use
to help meet special credit needs in their communities and
fulfill their CRA responsibilities; and

o Promote the use of bank community development corporations
and community development investments as one tool to help
banks meet community credit needs.

Additional information concerning the OCC’s educational and
communications activities which supplement the CRA examination and
corporate application processes is attached as Appendix 1 to this
testimony.

Another aspect of the Compliance Program consists of efforts to
simplify compliance with regulations. For example, we developed a’
microcomputer program that makes it much easier to compute accurate
annual percentage rates, in conformity with Federal Reserve
Regulation 2. This program was distributed to all OCC examining
staff, the FDIC, the Federal Reserve Board, the Federal Home Loan
Bank System, and various state banking regulators. It is also made
available to the banking industry through the OCC and the American
Bankers Association.

After the completion of the first cycle of compliance
examinations in April, 1988, we analyzed the extensive examination
data collected from the banks examined. The most important objective
of the analysis was to develop information to improve industry
compliance. Our analysis that, in 1, financial
performance and size of the bank are unrelated to compliance
performance. The results of this analysis will enable us to develop
more effective supervisory tools.

Finally, when we detect violations, we take appropriate action to
require correction of detected problems. For the time period
beginning with the inception of the Compliance Program through
year-end 1988, 17 enforcement actions were taken against national
banks solely on the basis of identified compliance problems. Another
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208 enforcement actions were taken partially on the basis of
compliance problems. By strictly requiring corrective action for
detected problems, we are deterring noncompliance.

I will now turn to the OCC’s examination efforts to specifically
address the CRA performance of national banks.

The OCC’s CRA Efforts
CRA Examinations

Compliance with the CRA is assessed through consideration of a
number of both positive and negative factors. They include:
activities conducted by the bank to ascertain community credit needs;
the extent of the bank’s marketing efforts to make community members
aware of credit services; participation by the bank’s board of
directors in formulating the bank’s policies and reviewing its CRA
performance; the existence of practices intended to discourage
applications for credit from the local community; geographic
distribution of the bank’s credit extensions, applications, and
denials; evidence of prohibited discriminatory practices; the bank’s
record of opening and closing offices; participation in local
development projects; and the bank’s origination of loars for
residential mortgages, home improvement, housing rehabilitation, and
small businesses or small farms.

Examiners assess a bank’s CRA performance by reviewing its CRA
Statement, ensuring the accuracy and completeness of products and
services offered, and reviewing whether the community delineated by
the bank is either too narrowly or broadly drawn. In discussions
with line officers and management assigned to coordinate CRA related
activities, and by reviewing the bank’s documented evidence,
examiners determine the bank’s efforts to ascertain the credit needs
of its entire community. The examiners then review the bank’s loan
policies and credit approval standards to ensure that, considering
its resources and financial condition, it is helping to meet those
needs and that such policies and procedures do not have an adverse
effect on any consumer. Board minutes are also reviewed to ensure
that the directors are informed of the bank’s CRA-related activities,
are active in formulating appropriate CRA-related policies,
participate in monitoring the bank’s performance, and that the CRA
Statement is annually reviewed and approved. As appropriate,
examiners also conduct meetings with local community groups to
determine what are their perceptions of the community’s credit needs
and whether national banks in the community are helping to meet those
needs.

Attached, as Appendix 2 to this testimony, is a table showing the
twelve assessment factors used by national bank examiners in
evaluating a bank’s performance under the CRA and general examination
procedures used for each factor.
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Examination Results: CRA Ratings

The 0CC uses the uniform i rating system for evaluating
the performa of federally regulated institutions under the CRA. A
rating is igned to ch financial institution based on the
institution’s performance in -uting ty credit needs.
rating is based on a subjective analysis of the bank’s performance
and is but a general indicator of the bank’s overall CRA
Areas of evaluation include bank performance under the a
factors detailed in the CRA regulation, comments from the community
contained in the public files concerning bank performance under the
CRA, and community contacts initiated by our office or by community
groups. Banks may ba given CRA ntln?l rangi. 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 ss than satisfactory; a 5 rating represents a
substantially inadequate record of helping to meet community credit
needs. Appendix 3 to this testimony is a description of the Uniform
Interagency CRA Rating System and the five performance categories
identified within the rating system.

We do not believe that a large number of banks should necessarily
fall into the 3, 4, and 5 rating categories. In general, we have
found that banks historically have worked hard to meet local
community credit needs, consistent with safety and soundness
requirements, and that they continue to do so. However, we also note
that increased training and sensitivity to CRA in recent years have
improved our examiners’ ability to evaluate bank CRA performance.
This may account for the more critical ratings that we have recently
experienced.

Following is a table that shows the distribution of ratings for
the examinations conducted each year by OCC’s district offices. The
chart covers 1985 through June 30, 1989.

(1985)

(1986)

(1987)

(1988)

(1/89-6/89)

Batinga

Northeastern
Southeastern
Centzal
Midwestern
Southwestern
Western
Totals

Northeastern

Midwestern
Southwestern
Western
Totals

Northeastern
Southeastern
Central
Midwestern
Southwestern
Western
Totals

Northeastern
Southeastern
Central
Midwestern

Northeastern
Southeastern
Central
Midwestern
Southwestern

~ Western
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Examination Results: Reports to Bank Management

An integral part of the examination is the report provided to
bank directors and management summarizing the results of the
examination. The report normally contains th- examiner’s assessment

of the bank’'s CRA perf and ions for imp: ng that
performance. These r ions to pert
are also di with and the burd ot directors at the

conclusion of the examination. This guidance helps promote a high
level of CRA performance.

The examination report is also the key document used by the OCC
in monitoring CRA performance. Field examiners use the report to
review perf and e for sub examinations. District
personnel use the report to ensure thorough supervision of examined
banks and to develop supervisory strategies. Corporate analysts in
the districts and Washington use the report in evaluating corporate
applications.

Examination Time Devoted to CRA

In your letter of invitation, Mr. Chairman, you asked for
information on CRA examinations, examination time, and examiner
training. I noted previously that CRA performance is assessed by
examiners during all compliance examinations that we conduct and
during targeted CRA examinations. The OCC does not have precise
information on the amount of time devoted specifically to on-site CRA
examinations. However, we estimate that approximately 20 percent of
the time spent on the consumer protection portion of an on-site
compliance examination is devoted to CRA. Based on this estimate, we
have calculated the amount of time the OCC has spent examining for
compliance with CRA. Those calculations are presented in the
following table.

Workdavs Devoted to CRA Examinations by Bank

Mork Days Per Bank Examined
Asset Size 1987 1988
Under $50 million 2.5 2.0
$ 50 million to $100 million 2.5 2.7
$100 million to $300 million 3.0 3.4
$300 million to $1 billion 4.5 5.6
$1 billion to $10 billion 9.0 8.1
Over $10 billion 16.5 21.0

Examiner Training

Examiners are trained to assess CRA as part of their broader
compliance examination training. This training typically occurs
after the examiner has been with the OCC between 12 and 30 months.

All examiners are required to take a compliance self-study course and
a 40-hour tutorial on Pr ion laws pr by the OCC in
cooperation with a banking trade association. Additionally, an
eight-day consumer school is required for all examiners.

An advanced consumer compliance seminar is also offered to
commissioned national bank examiners who have completed the
district-sponsored consumer school and who conduct the consumer
portion of compliance examinations. At the seminar, leaders from
national banks, consumer and community groups, and other financial
regulatory agencies offer different perspectives on a variety of
consumer-oriented issues, including CRA. The OCC also offers a
seminar, which includes CRA training, for managers who administer the
compliance examination process in the field and who review compliance
examination reports.

The following table reflects the number of examiners who have
received consumer training, including CRA, from 1986 through year-end
1988. The majority of figures in the chart reflect examiners who
were hired since 1985. Many other examiners received consumer/CRA
training prior to 1986.

No. of Field No. of Examiners
Southeastern 239 122
Western 273 124
Midwestern 308 194
Northeastern 313 202
Southwestern 501 249
Central 3s3 197
ging CRA h gh the Application Process

The CRA does not give the OCC or any other financial regulatory
agency the authority to initiate administrative enforcement action
when a bank’s CRA performance is less than satisfactory. Enforcement
of the CRA is primarily through the corporate application process.

The OCC considers the CRA performance of national banks when

evaluating their corporate applications for charters, charter
sions, br s, and relocations of home and branch

offices. This lnfomtlon is derived from examinations conducted in
the course of the Compliance Program, from targeted examinations or
special investigations triggered by a corporate application, from
data collected under the Home Mortgage Disclosure Act, and from
public comments.

OCC policies and procedures for the disposition of corporate
applications offer extensive opportunities for public comment. Those
opportunities may be found in certain provisions of our regulation:
12 CFR Part 5, "Rules, policies, and pr es for corp
activities.”
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In particular, section 5.8 of that regulation requires an
applicant to notify the public of its application by publishing a
notice in a "... newspaper of general circulation in the community in
which the applicant proposes to engage in business. The notice shall
state that an application is being filed as of the date of notice,
and the notice shall contain the name of the applicant(s) and the
subject matter of the application.” In addition to the rement
for public notice by the applicant, the OCC publishes a notification
of receipt and disposition of applications in its Maskly Bullatin.

Section $.9 requires the OCC to maintain a ic file for each
application. The public file contains the n?pl cation and, with
certain exceptions, supporting data and 114 ion
filed by the applicant(s). It aiso contains "... all data and
information submitted by interested persons in favor of or in
opposition to such application....” Ordinarily, interested persons
are given 30 days after the publication of the notice to provide
comment. However, the OCC may extend the comment period if there are
extenuating circumstances.

In accordance with the OCC’s goal of processing corporate
applications in a timely manner, extensions of the public comment
period are rare. Extensions may be granted if the applicant failed
to properly publish the notice of the application, or if the group
desiring to protest is not located in the area where the applicant is
required to publish, e.g., a group may want to prot a bank with
statewide operations, but may not see the notice of a branch
application filed in another area of the state. Extensions are
granted for a limited period of time, normally to allow the protester
the standard comment period from the date they actually received
notice of the application or from the date notice was published in
the Weekly Bulletin. We believe, , that ned groups need
not and should not wait to icate their or problems
until a bank has filed a corporate application.

When applications are protested on CRA grounds, the 0OCC
encourages, but does not require, further communication between the
contesting parties. Any agreement they might reach is not subject to
OCC approval or enforcement. during CRA
examinations, the OCC may find evidencc that a bank has undertaken
activities based on an agreement. These activities would be
considered as part of the OCC’s normal review of the bank’s CRA
record and could be a factor in the assessment and rating. In
assessing the bank’s overall CRA performance, we also take into
account any effects that may result from a bank’s decision not to
meet with community groups.

An institution’s CRA assessment is measured by its past
performance in helping to meet its delineated community’s credit
needs. In general, commitments made during the application process
cannot be used to overcome a seriously deficient record of CRA
performance.

- 10 -

The OCC has approved applications with specific conditions
requiring the applicant banks to strengthen their CRA performance.
Under such circumstances, the banks cannot consummate the
transactions in question until they provide concrete evidence to the
OCC that their CRA performance has been strengthened. As a result,
the conditional approval approach provides the OCC with substantial
enforcement leverage by explicitly tying improvement of a bank’s CRA
per: to its achi of a desired objective. This
procedure produces results, and communities benefit through the
improvements made in response to the OCC-imposed conditions. If, on
the other hand, the application was lLIply donhd, the bank may not
implement CRA performance ty would
experience no benefit from the denial.

In addition to the OCC’s action on the approval of applications,
the objectives of the CRA can be promoted by meetings between
applicants and concerned community groups while an application is in
process. However, the OCC does not require or intervene in such
meetings. We do not have the authority to approve any agreements
that may be negotiated between applicants and community groups.

Following are tables reflecting the number and disposition of
protested applications and the number of all CRA related
applications.
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Community Reinvestment Act Protests

Year of Type of Number of Ave. Processing Tatge} Processing Cond. 3 3
Action Appl. Protests Time Time Approved Acproved” Denied %/
1985 Branch 2 72 days 45 days 2
1986 Charter? 6 287 days 120 days 4 2
Branch 2 94 days 45 days 2
Merger 3 76 days 45 days 1 2
1987 Charter? 3 339 days 120 days 2 1
Branch 5 158 days 45 days 5
Merger 5 113 days 45 days 5
1988 Charter? 3 718 days 120 days 1 2
Branch q 268 days 45 days L}
Merger L] 218 days 45 days 1 3
[
Notes - Processing Timea -
-
1. Target processing time for district processing of an application under delegated authority. Applications with a !

substantive protest cannot be decided by the district under delegated authority, but must be-decided in Washington
by the Senior Deputy Comptroller for Corporate and Economic Programs. The target procesing time for Washington
processing of those cases is 45 days, which is in addition to the district target processing time.

2. The charter applications represent applications for District of Columbia charters protested by the D.C. Reinvestment
Alliance. Delays in decisions were related primarily to significant legal issues associated with these charters.

‘Notes - Decisions

3. 1In addition, during 1987, the OCC conditionally approved 8 applications based on CRA considerations where the

application was not protested.

In addition, during 1988, the OCC conditionally approved 8 and denied 2 applications based on CRA considerations
where the applications were not protested.
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Decisions - All Corporate Applications Covered bv CRA

Number of Conditionally
Xear Actions  Approved Approved Denied Hithdrawn
1987 2,195 2,085 49 17 54
1988 2,483 2,32 69 19 7

Other CRA Issues

Statement of the Federal Financial Supervisory Agencies Regarding the
Community Reinvestment Act :

In March of this year the Office of the Comptroller of the
Currency, the Federal Deposit Insurance Corporation, the Federal Home
Loan Bank Board, and the Federal Reserve Board adopted this CRA
Policy Statement to provide guidance to institutions and community
groups, and to clarify a number of issues that have arisen in
enforcing the CRA.

For instance, institutions are presently required by regulation
to prepare, annually update, and make available for public review a
CRA Statement listing the loan products they are willing to offer.
The new Policy Statement encourages each institution to significantly
expand its CRA Statement to more accurately reflect the institution’s
overall approach to CRA, describing strategies for marketing and
advertising, credit needs assessment and new product development,
including past accomplishments and future plans. The size, resources
and location of an institution will influence the degree of detail
and the scope included in the expanded CRA Statement.

One of the main purposes of the revised Policy Statement is to
shift the emphasis away from the corporate application process to
build stronger and more ongoing mechanisms for outreach and service
by institutions to their communities. We believe that the expanded
CRA Statement is a better vehicle for doing that by focusing the
attention of an institution’s management, and of the public at large,
on the institution’s record on a continuing basis, and on any areas
needing improvement.

In the revised Policy Statement we have encouraged community
organizations to take advantage of the expanded CRA Statements as a
starting point for discussion, bringing their concerns to the
attention of an institution’s management and to the appropriate
supervisory agency as they arise, rather than in the adversarial
atmosphere of a protest at the time of a corporate application.
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Disclosure of CRA Ratings and Related Examination Comments

In light of these enhancements to the CRA assessment process, and
the need for communities to be informed of banks’ efforts with
respect to their lending activities, including those in low- and
moderate-income areas, the OCC would not object to the public
disclosure of a narrative summary of a bank’s performance under CRA.
This will serve to increase the public’s awareness of how well a bank
is performing. These summaries should not be the same as the
examination report comments, however.
information of a confidential nature that is important for
supervisory purpos u
institution, or any sensitive information about any of its employees,
customers or of the ity.

Our objective is to inform the people of the community in a
concise and forthright manner how well their local institutions are
doing under the CRA. This will enhance the process initiated by the
CRA Policy Statement by supporting ongoing and ingful dialogue
about CRA achievements and goals between the bank and its community.

Disclosure of CRA numeric ratings also has been proposed. As
with safety and soundness ratings, CRA ratings historically have been
held confidential by all the financial regulatory agencies. It is
this agency’s belief that such release would not serve the objective
of keeping members of a bank’s community informed of the bank’s CRA
performance. CRA ratings (like the other summary rating systems used
by the banking agencies) serve an important, but limited, purpose for
the supervisory agencies. In essence, the rating is the assignment
of a quantitative value to the bank examiners’ evaluation a number
of qualitative factors. It is an examiner’s short-hand assessment of
a bank’s overall performance with respect to CRA and is only a
general indicator of a bank’s CRA performance.

In addition to the communication efforts encouraged in the CRA
Policy Statement, the OCC issued Banking Circular 238, "Disclosure of
CRA-related Corporate Application Decisions,” on June 15, 1989. The
circular revises procedures for disclosure of corporate application
decisions where CRA performance was raised as a concern and provides
easier access to the information for national banks and the public.
The OCC will publish its decision letter when corporate applications
from national banks have been conditionally approved or denied on
grounds related to the CRA. The Office believes that publication of
CRA-related decision letters will facilitate broader bank and public
access to information on actions taken by the Office with respect to
its statutory responsibilities. The decisions will also provide
banks with additional guidance about how the Office uses assessments
of bank CRA performance when deciding certain corporate applications.

oo
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Publication of CRA Examination Schedules

The Subcommittee has asked for our comments on the proposal to
publish, in advance, the agency’s CRA examination schedule. We
assume that the purpose of this proposal is to provide greater
opportunity for public input in the CRA examination process. We
believe, however, that current procedures, including the use of a
bank’s public comment file, examiners anervisu vit_h co—unit.y group

members, and the use of CRA by the
new CRA Policy provide opportunitias for the
public to cate their about bank CRA performance both

to banks and their supervisory agencies. This process would not be
enhanced, however, by the publication of the CRA examination
schedule.

The scheduling of examinations is a very fluid process, subject
to constant change and adjustment. When new issues or priorities
arise, bank supervisors must have the flexibility to assign examiners
to address them. Publication of an examination schedule would place
the office in the untenable position of restricting this needed
flexibility.

Summary and Conclusion

The OCC has developed a comprehensive program to encourage national
banks to help meet the credit needs of their local communities.
believe that we have developed a program that strikes the right balance

the peting ds for our supervisory resources. We use
on-site examination programs to make sure that national banks comply
with the law. We train our examiners to assess national banks’
compliance efforts and accomplishments. We consider the results of our
assessments in evaluating corporate applications and are requiring
national banks to strengthen their CRA performance. We maintain
contacts with community and banking groups to help ensure that all
parties understand the needs and resources of each other.

We believe that most national banks help meet the credit needs of
their local communities in the ordinary course of doing business. The
0OCC has not found it necessary to deny many applications on CRA
grounds. Denials are a last resort. They are used only when the far
more effective tactic of conditional approval has little, if any chance,
of improving bank performance.

The purpose of CRA is to encourage financial institutions to assess
and help meet the credit needs of their communities, including the low-
and moderate-income neighborhoods, by utilizing their own expertise and
resources. The OCC believes that it has implemented appropriate systems
for assessing the level of performance under the CRA; encouraged
improvements to national banks’ performance through examinations,
education, outreach and communications activities; and enforced the
spirit of the statute through the corporate application process.

A PpPENDTIIX 1

Otner OCC ActviTies Reater To THE CRA

In addition to use of the examination and corporate application
proces: the OCC, primarily through its Customer and Industry
Affairs Division, also provides encouragement to banks through
an ongoing program of educational and communications activities
to help i banking 1 sensitivity to customer and

community needs. These activities are designed to:

o 1Identify and assess key issues and concerns raised by bank
customer groups and communicate these concerns to national
banks through publications, banking issuances, advisories;

o Provide information to banks through conferences,
roundtables and publications highlighting a variety of
positive approaches and program models banks can and do use
to help meet special credit needs in their communities and
fulfill their CRA responsibilities; and

o Promote use of bank community development corporations and
ty devel 1 as one tool to help banks
meet the community credit needs.

OQutreach Activities

As part of the encouragement process, the OCC also coordinates

activities to increase outreach with consumer and community

groups, monitor CRA-related issues and offer feedback to the

banking industry on issues and trends, including those related

to the CRA. These activities help the OCC identify key issues
ing CRA enf and bank performance.

Formalized in 1984, OCC’s outreach and monitoring program,
through the Customer and Industry Affairs Division, includes:
(1) regular contact with nationally-based bank customer groups
(2) special meetings and briefings focused on key issues, (3)
development of publications and other lntomtion to alett
banks to issues and ge their i nd (4)
assistance to customer groups, banking organlntlons,
government officials and other groups to develop their own
programs focusing on bank participation in housing, community
and economic development finance.

In addition, the OCC’s six Dhtrict Offices established
outreach programs for and ity groups,
an bankers.
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Major outreach activities have included:

o

Ristrict Bank Customer Group Kev Issues Mestings. In 1985,
the OCC’s Customer and Industry Affairs Division, in
concert with District Offices, Bank

Group Key Issues Meetings in each of the OCC’s six
Districts. The purpose of the meetings was to discuss a
broad range of CRA, consumer, housing and small business

issues and concerns and obtain group p ives
on bank and 0CC parformance. “Summary lopom' for esch of
those meetings were developed and provided to all nuuml
banks and in each

District, and to key OCC poﬁcy-n-n and other federal
regulatory agencies.

National Bank Customer Groups Key Issues Mestings. Also,
to obtain a broader, national perspective, the OCC arranged
a "National Bank Customer Groups Key Issues Meeting® in
April of 1986 which g! ] the Comp ller,
senior OCC and repr tives of
nationally-based groups for a dialogue on banking issues
affecting consumers, small businesses, community, civil
rights, housing and state and local government
organizations. A comprehensive summary of that meeting,
which included a number of concerns national groups raised
about CRA regulation and bank performance, along with OCC
responses, was provided to all national banks, national
customer groups, bank trad ociations and other
regulatory agencies. A similar meeting with
nationally-based groups was held in November 1988.

Ristrict Offices Community Outreach Program. In 1987 the
OCC implemented a process under which District Offices
conduct their own community outreach and contact programs
to illicit customer group perspectives on bank performance
under the CRA and other consumer compliance laws.
Information collected through these outreach programs is
utilized during the CRA examination process and in District
Office communications with banks on compliance issues.

Circulars and Advisories. Additional encouragement is
provided to national banks through the issuance of special
banking circulars and advisories. These alert banks to
common issues and compliance concerns affecting national
banks which the OCC has noted through examinations or its
outreach and monitoring activities. CRA-related issuances
have included:

== Banking Circular 189, "Branch Closings and Reductions
in Service," which encouraged each national bank to
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develop and implement policies for branch closings to
minimize adverse effects on the bank’s commsuni

-- Banking Circular 206, "Basic Banking Services,” which
encouraged national banks to m&u mu banking
.services to their customers, low- and
moderate-income, young and utkd persons who may be
unable to pay regular charg ional banking
accounts.

Conferences/Prograns. The OCC also provides ongoing
assistanca to banking organizations, customer groups, and
other interested parties, to help them devel

implement informational programs and publications related
to bank CRA compliance responsibilities and bank
participation in special community financing programs

Over the last few years, OCC’s activities have included the
following:

-~ Comptroller Robert L. Clarke, senior OCC management and
other OCC staff, have spoken at a number of conferences
and workshops sponsored by the ABA, IBAA and other
banking organizations on bank compliance and CRA issues

-- The Office provided assistance to the ABA in developing
a Branch Closings Manual, which was designed to help
banks make informed decisions when branch closings
become necessary.

~- Each year, the Office assists the Securities and
Exchange Commission to plan its annual small business
Forum; in 1987, the SEC Forum focused on models and
approaches used to provide equity and long-term
financing for small businesses and included a number of
bank-sponsored model programs.

-- In November 1987, the Comptroller addressed a major
conference sponsored by six national customer groups,
"Community Rights and the Banking Industry®,
emphasizing the importance of the CRA and OCC’s
activities designed to encourage bank performance and
accountability.

-- Each year, the OCC assists many customer organizations
to develop conferences and publications which feature
sessions on bank CRA obligations and bank participation
in community financing programs. Such assistance
includes, provision of OCC speakers and informational
materials, and advice on bank programs and speakers
which could be featured. Among the organizations
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assisted in 1987 and 1988 were the National Council for
Urban Economic Development, the National League of
Cities, the Southern Growth Policies Board, the Black
Business Investment Board of Florida, the National
Center for Policy Alternatives, National Peoples
Action, ACORN, and the Consumer Federation of America.

QCC Conferences and Publications

In addition, the OCC a of and
roundtables for bankou on CRA-related issves and community
lending opportunities. One of the primary purposes of these
meetings is to develop and provide information to national
banks about the successful approaches banks have used in
meeting community credit needs. In each case, a publication
based on proceedings of the meeting is developed and provided
by the OCC to national banks. Over the last few years these
meetings and publications have included:

o - -
. This major conference, held on

June 15, 1989, brought together over 200 bankers, bank
trade association and regulatory agency participants to
discuss key issues banks face and model bank programs used
to address low- and moderate-income housing credit needs.
Comptroller Clarke was the keynote speaker. A publication
based on the proceedings is now being developed and will be
distributed to all national banks later this year.

. This publication, developed by OCC staff
describes a variety of financing techniques and
organizational models use by financial institutions to help
meet important community credit needs in such areas as
lower income housing, small and minority business
development and neighborhood revitalization. The
publication was sent to all national banks and OCC offices
in March 1989. As of July 1, 1989, over 1,000 additional
copies have been distributed in response to requests from
banks and others.

o Bank Financing of Community Business Development. This
roundtable, held in June 1988, addressed effective
strategies for serving small businesses, particularly those
owned and operated by minorities and women and those
located in economically distressed areas. The roundtable
brought together bankers and small business groups to
discuss key financing issues faced by small businesses and
strategies banks can use to address them. A publication
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based on the roundtable proceedings was sent to all
national banks.

opportunities and Issuss for Banks in Affordable Housing,
was a roundtable sponsored the OCC In December 1986.
The purposes of the Round: e were to (1) beighten the

of ding opportunities for investment
in affordable housing programs and (2) to highlight several
effective financing programs o!to:.d by banks or through
partnerships in which banks part. The
attracted more than 100 perticipants, the great njorit.y of
whom were bankers. Three panels addressed innovati
lpprolchc: for bankers, public and other private .oetor

to work Q! to provide housing for low- and

-odente-xm:au people. A publication summarizing the
proceedings was sent to about 2,000 national banks and
almost 1,000 additional requests for the publication have
been nll.d to date.

Customer Needs was a major national conference sponsored by
the OCC in June 1985. Over 220 people attended including
ty, and small business leaders and
bank t.nda association representatives. The goal of the
meeting was to help participants adapt to change and
understand the evolving role of the bank culto-.r. It wvas
also meant to assist the OCC in ng the
and needs of the i y and A
Conference publication was made available to cuntn-r group
and banking organizations, and was sent to approximately
1,500 national banks.

Small Business Lending and Private Secondary Markets. This
roundtable, cosponsored with the National Federation of-
Independent Business (NFIB), in April 1984, highlighted
innovative bank programs to make available long-term
fixed-rate financing to smaller businesses. The purpose of
the program was to and 1 in the
public and private sectors about opportunities and new
approaches in all business finance and to encourage them
to work together to implement creative long-term financing
programs. It addressed new developments in the lending
field with banks serving both as loan originators, and as
sellers of loans to other investors with long-term
investment horizons, such as pension funds. Approximately
50 leaders from the banking, small business and
governmental sectors participated in the meeting. A
publication based on the roundtable was produced by NFIB
and was provided to 2;_(100 national banks.
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oCC’s Community Develovment Corporation Program
for National Banks
Bank community development corporations and c

ommuni
development investments can be a useful tool in holplng banks
meet community credit needs. l‘h- Office of the Comptroller of

the Currency administers and p. the ty Devel
Corporation Program which lna\u utioul banks to make direct
equity and other i in ity development
corporations (CDCs), business v« o ty devel

projects serving predominantly civic, community or public
purposes.

Through July 1, 1989, over 65 national bank CDCs and community
development project investments have been approved by the OCC.
Currently, there are 35 active CDC'’s and projects in which over
130 banks have made investments under the OCC’s program. A
number of CDCs have multiple bank investors.

National bank CDCs and community development investments have
focused on low- and moderate-income housing development and
rehabilitation, downtown and neighborhood commercial
revitalization, industrial development and redevelopment, small
and minority business assistance, neighborhood marketing, and
training, technical assistance, research and planning for
nonprofit development groups.

The OCC has initiated a number of activities designed to inform
national banks about community development corporations and
investments. Recent CDC activities by the OCC have included
the following:

o- Banking Circular 185. The Office issued Banking Circular
185 - "Community Development Corporations™ in 1984
Circular describes the OCC’s policies, procedures and
guidelines for national banks wishing to organize or invest
in CDCs, or invest in community development projects.

o CDC Information Package. This package, entitled "Community
Development Corporation Program for National Banks®™, was
designed to provide national banks (and others) with
important information on OCC’s policies and procedures
governing bank community development investments, and to
encourage banks to consider such investments as part of
their overall program to help meet community credit needs.
The package included five separate pieces of information,
each also used to help the OCC respond to specific requests

-7-

for information. These information pieces included:

-- CDC Brochure: “"National Bank Community Development
Corporations and Community Development Investments®

== ®“Community Development on g ons
and Answers®

== *National Bank Community Development Corporations:
Directory”

-- National Bank Community Development Corporations:
Background Information®

-- Banking Circular 185: Community Development
Corporations.

Distributed initially in March 1987, the package has been
used extensively by the OCC to respond to a growing number
of bank requests for information about CDCs and community
development investment options. 1In addition, upon request,
the package, or individual pieces, were provided to
customer groups, federal, state, and local government
agencies, and a variety of benk and customer group trade
associations for use at their conferences and other
programs. To date, over 4,000 packages have been
distributed to banks, customer groups and other interested
parties.

. To promote
community development corporations, the OCC, together with
the Board of Governors of the Federal Reserve System,
convened this forum to provide information about bank CDCs
and ity devel inve . The Forum was
attended by over 200 lndividulla, including current
Community Development Corporation (CDC) officials, bank and
bank holding company representatives and others interested
in establishing bank CDCs. The Forum included information
on how to form a CDC and highlighted new and innovative
housing and small business development approaches of
current CDCs.

g8
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A PP ENDTIKX 3
UNIFORN INTERAGENCY CRA RATING SYSTEM

Composite Rating Svstes

The performance categories are individually assigned a numeric rating. 1In
Assigning the overall composite CRA rating, the performance categories
will be evaluated according to how well the institution meets the
following descriptive characteristics.

Rating (1)

The institutions in this group nvo a strong record of meeting community
credit needs. th the board of d. and take an leu.v.
part in the process and an affi commitment to the
community. Institutions receiving this rating normally rank high in all
performance categories. Such institutions have a able record and
need no further encouragement.

Rating (2)

Institutions in this group have a satisfactory record of helping to meet
community credit needs. Institutions receiving this rating normally are
ranked in the satisfactory levels of the performance categories. Such
institutions may require some encouragement to help meet community credit
needs.

Rating (3)

Institutions in this group have a less than satisfactory record of helping
to meet community credit needs. The board of directors and management
have not placed strong emphasis on the credit needs of the community.
Institutions receiving this rating have mixed rankings surrounding the
mid-range levels of the performance categories. Such institutions require
encouragement to help meet community credit needs.

Rating (4)

Institutions in this group have an unsatisfactory record of helping to
meet community credit needs. The board of directors and management give
inadequate consideration to the credit needs of the community.
Institutions receiving this rating generally rank below satisfactory in
the majority of the performance categories. Such institutions require
strong encouragement to help meet community credit needs.

Rating (5)

Institutions in this group have a ially 4 quate record of
helping to meet community credit needs. The board of directors and
management appear to give little consideration to the credit needs of the
community. Institutions receiving this rating generally rank in the
lowest levels of the performance categories. Such institutions require
the strongest encouragement to help meet community credit needs.

III.

PERFORMANCE CATEGORIES

Community Credit Needs and Marketing (Assessment Factors 1, 2,
&3

Bank is evaluated on its activities in determining the credit
needs of its community and marketing its services.

Types of ai d and (A 96&
10)

Bank is evaluated on the types and amounts of credit extended
and the degree to which those extensions are helping to meet
the community’s needs.

Geographic Distribution (Assessment Factors 4, 5 & 7)

The geographic distribution of the bank’s loans and any
practices meant to discourage applications are considered, as
well as the impact of the opening or closing of any offices
and the services offered at those facilities.

Discrimination or Other Illegal Credit Practices (Assessment
Factor 6)

The bank’s compliance with anti-discrimination and other
credit laws are evaluated. This rating must be the same as
the overall compliance rating.

Community Development (Assessment Factors 8, 11 & 12)

The bank is evaluated for its participation in community
development and/or factors relating to meeting local credit
needs.

L8
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Senator DixoN. Thank you, Mr. McDowell.
Ms. Smith.

STATEMENT OF JANICE M. SMITH, DIRECTOR OF OFFICE OF CON-
SUMER AFFAIRS, FEDERAL DEPOSIT INSURANCE CORPORA-
TION, WASHINGTON, DC

Ms. SmrrH. Mr. Chairman, I am pleased to offer the views of the
Federal Deposit Insurance Corporation on various matters related
to the Community Reinvestment Act. The FDIC has worked hard
since enactment of the CRA in 1977 to enforce the act and to en-
courage financial institutions to help meet the credit needs of their
mcommunities, including low and moderate income neighbor-

The FDIC performs its role primarily through effective supervi-
sion and regulation of insured State chartered nonmember bank.
We administer a compliance program by which about 9,000 FDIC-
supervised banks are reiularly examined, evaluated, and rated for
compliance with the CRA and other consumer protection laws.

The FDIC has been increasing the number of compliance exami-
nations conducted over the past few years. We completed over
1,200 compliance examinations in 1986, more than 2,200 in 1987,
and nearly 3,100 in 1988. We estimate the number for 1989 will be
about the same as in 1988.

The FDIC expects to continue to improve on this record as we
hire and train more examiners to meet our increasing responsibil-
ities.

The FDIC has approximately 2,000 field examiners, most of
whom have received formal and on-the-job CRA training. We have
at least one consumer affairs/civil rights review examiner in each
of our eight regional offices. These examiners coordinate the
FDIC’s compliance efforts and are directly involved in examiner
training. They also provide liaison for consumer and community
goups and assistance to banks in assessing issues of community in-

rest.

The FDIC’s Division of Bank Supervision has further strength-
ened its compliance examination and enforcement efforts by desig-
nating a consumer compliance coordinator for each of its 94 field
offices. These are commissioned examiners with compliance exper-
tise who are responsible for overseeing the compliance examination
and enforcement program in their respective field offices. They
handle or coordinate the more complex compliance assignments
and help train other examiners. ]

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 of a 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.

The FDIC follows CRA examination procedures which were de-
veloped on an interagency basis. Particular attention is focused on
the various assessment factors prescribed by regulation.
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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.

It should be emphasized that the CRA rating reflects an assess-
ment of a bank’s performance record over time. Examiners discuss
their findings regarding a bank’s CRA performance with bank
management and encourage them to make improvements where
deficiencies or problems are noted.

Progressively more stringent administrative action is taken until
compliance is achieved. Our overall experience has been that once
a problem is brought to a bank’s attention corrective measures are
implemented in a timely manner.

FDIC policy provides that examiners should make outside con-
tacts during regular compliance examinations when necessary to
assess the bank’s performance in meeting CRA goals. Community
groups and other interested parties are also encouraged to contact
the FDIC and banks on an ongoing basis concerning CRA and
other consumer issues.

The public may call or write the FDIC’s Office of Consumer Af-
fairs or regional offices with complaints and inquiries.

During 1988, we received approximately 39,400 telephone calls
for information and assistance, of which only about 300 involved
community reinvestment matters. In 1988, nearly 3,600 written
complaints and inquiries were received, only 20 of which involved
CRA-related issues.

Our regulations require the maintenance of a public file of com-
ments on a bank’s CRA performance. This file is reviewed by ex-
aminers during the course of a CRA examination.

Community groups and other interested parties may learn about
CRA covered applications filed with the FDIC through notices pub-
lished in local newspapers for the convenience of the banking
public. Interested parties may also learn about such applications
for specific geographic areas by placing their names on regional
office mailing lists for weekly notification.

Comments received concerning CRA-related issues are considered
during the specified time periods. An extension of comment periods
may be granted for good cause.

As part of the application process, community groups and other
interested parties can request a public hearing or an informal pro-
ceeding. A decision on whether to hold a public hearing is based on
how much new information is likely to be gained.

The FDIC has been successful in conducting informal proceed-
ings with banks and community groups. Generally, major differ-
ences between the parties have been resolved without materially
delaying the application process.

MONITORING AND ENFORCING

Monitoring and enforcing bank compliance with the CRA man-
date is a critical component in the FDIC’s evaluation of bank appli-
cations for deposit facilities. In making decisions on such applica-
tions, the FDIC gives due consideration to the bank’s CRA perform-
ance record in all cases, not just when a protest has been filed.
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The FDIC 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.

The FDIC is aware of the importance of the CRA in encouraging
banks to more comprehensively meet the credit needs of their
entire communities. Effective enforcement by the FDIC is both es-
sential and beneficial. It should be recognized, however, that imple-
mentation of the CRA must be accomplished in a manner that as-
sures the safety and soundness of the financial institutions.

Thank you, Mr. Chairman, for giving the FDIC an opportunity to
express our views on these issues. We would be pleased to respond
to any questions.

[The complete prepared statement of Janice M. Smith follows:)
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The FDIC regularly examines about 9,000 State-chartered normember banks
for compliance with applicable consumer protection laws, including the
CRA. Our goal is to examine banks rated 1, 2 or 3 for compliance at least

visitations conducted as necessary. mlzzs u:plhmn

exninations in 1986, 2,242 in 1987, and 3,066 in 1!

Campl iance by both

formal and Mn—j&txﬂnim Moton-dgltwofﬂmh-w

mtr“' d to the ocompliance area. A Consumer Compliance
has been

3! to each of our 94 field offices and
alplhnm details are required of all comissioned and assistant

mmIlemtmhanhmamubyanhasismimmmmlm
which were

on an
include assessment factors which are outlined in Pnrt 345 of fhe FDIC’s
Rules and Regulations.

‘The FDIC rates banks in accordance with the Uniform Interagency CRA

noncampliance
are taken into account, a rating reflects a more camprehensive view of a
bank’s performance.

The FDIC uses exami.mtxm ratings to sunlmriza a bank’s performance. It

to
institutions under its supervision. For banks filing CRA-covered
a.mlicatuxs with the FDIC, a summary of CRA is
and included in a public file at the applicant bank and
a;prq:rute FDIC Regional Office.

The FDIC may take various actions if noncompliance with the CRA is
established, including: unsatisfactory ratings, memoranda of
, application denials, and ultimately a cease and desist
order. P:cgzenivcly more stringent administrative action is taken until
i eved.

FDIC policy provides that examiners should make outside comtacts
regular campliance ions when Yy to assess a bank’s
in

to
FDIC and banks on an ongoing basis concerning CRA and other consumer
issues

The FDIC publishes notices of applicati in local Each
Regional Office also maintains mailing lists for weekly notification of
applications filed. C CRA-related issues are
considered during specified time periods. 4 of

may be granted for good cause.
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The FDIC also considers complaints and inquiries in evaluating banks.

During 1988, the FDIC’s Office of Consumer Affairs and Ihqicnll offices
reported 39,400 teleplx calls for inf
assistance, only 331 of hhim comamity of

3,600 written camplaints and inquiries only 20 involved CRA-related
issues.

hdommlmptlicrmxaofm i would be ical
Public camments may not be by the prior to letion of
mmxmumamnummmmmmumud.
Interested parties are to submit basis

uﬂr\otmlyﬂl’manmhutimnhlplm Bbucatxmofm
examination dates could d interim

Good afterncon, Mr. Chairman and I anpl d to
ottnrth-vi-u ofth-lh-l-ml Dq:mitlmmrpnnﬁmmvarias matters
related to the Comamnity Reinvestment Act ™

Introduction
mmcmmm-mmotmmmnwmﬂmm
Act’s mandate. The abjective is to financial to help
meet local commmnity credit needs, including those of low and moderate income
with the ions’ safe and sound
i The FDIC its role primarily ef; ision
mmmmozmmuw,m . We administer a

banks
mluntndarﬂntad!nruqlmwiththsmard
laws and regulations.
Today’s testimony focuses on areas of particular interest to the Coomittee as
wtuudmﬂno:nu-n' s letter dated July 6, 1989. These areas are
discussed in the order of the questions presented in the letter.

1. for campliance with CRA

rated 1, 2, or 3 at least every 24 months, with visitations conducted as

mmmmatchllmmmﬂa-mﬂnputmy-n
is upward, even though the chhnrudcod-\mdmiﬂantm
safety and in Pebruary 1989, to its
interim supervisory mlcundnr?:-mmt mah'l savings-and-loan rescue plan.
In the future, we anticipate further progress in our compliance examination
program.

In the CRA banks on a case-by-case
basis taking into account their size, expertise and location. Commmity credit
needs often differ based on the characteristics of each local comamity. The

mcu.mmmndmmﬂml)m-ndwnmdmm
interagency basis. These [ mt.unndin
Part 345 of the C ! but

'mo
mnotlmudto.acuviﬂ-m the bank to ascertain the credit
mwiummlthlndtmbmk'smmﬂmntiumtu.mtypuu!
loans made; the impact of the opening or closing of any offices and the
services offered at these facilities; the bank’s compliance with
anti-discrimination and other credit laws; and the bank’s participation in
community development in order to meet local credit needs

é6
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amount of mortgage loans extended in a bank’s lending area.

At times, a bank’s HMDA Statement may reveal a disproportionately low ramber of
lminlulmmhmmnhuwummm
mmity Itthhh!und,

aandmuamhtwalmthmmhhcmym
rating.

The following list highlights same of the items which are used to evaluate CRA

and fair lending compliance:

The bank’s public comment file

Consumer camplaints concerning the bank

CRA Statements

Actual CRA-related efforts undertaken by the bank

The bank’s loan, investment, and procedural maruals

The cammunity delineation an:l any supporting doannnu

Previous campliance and safety and

Records regarding efforts to commnicate with members of the bank’s

l.q'dx.ng community, especially low and moderate income residents

monitoring ion and log-sheets

- Aqgngau and individual bank HMDA data

- Records of any special efforts to help meet the deposit service needs
of low and moderate income residents, such as the offering of
"lifeline accounts"

- All records of the bank’s advertising efforts and content

- Adverse action notices (denials, or 1s), with
special emphasis on protected groups and i of low and
income neighborhoods :

Examiners also evaluate efforts undertaken by banks to address the
reconmendations contained in the revised Statement of the Federal Financial
Supervisory CRA, by the FDIC in March of this year.

The credit needs of the commmity which a bank serves are determined in a
vnrietyofunys. HDA data are used to ascertain the raumber and dollar

and location of home loans made, which serve as a performance
i.rﬂ.imu:r mmmmmwmmmmmwmmpm
are also used when available. Credit needs
-yb-dcmmhndbycammiathqwimwmhmm public service

-3-
mlmmmhpﬁlicamwivau).plrtixmhryﬂm“mukhlw

icate wicn of its s g thn credit vi it
¢! l.l ! as is the

-y bank
vs. bank, wholesale vs. retail) than to asset size.

Average

PerBom  $0-50 million $50-100 million $100-500 milljon Qver $500
1985 4172 6 10 1/2 24 172
1986 s 6172 29
1987 5 5 1/2 16 1/2
1988 5 61/2 9 22

2. The FDIC’s Examination Force

There is a total of 1,956 FDIC field examiners (uof.vn/sw,utotﬂm
have received CRA training. The FDIC has at least one Consumer Affairs and
Civil Rights (CA/CR) Review Examiher in each of its eight regional offices.

Mmhmmdmuﬂnmwscmplm efforts and are directly

i in They also provide liaison with consumer and
camunity groupe and assistance to banks in issues of

'memc's Divhimofmswvuxmnmlmmm
efforts. A Consumer Compliance Coordinator has
bemulactadfnr-d:ofmrsdﬂaldotno- These are camissioned

examiners with campliance expertise. Same of the duties of the Coordinator are
to:

- Conduct, or assist in, campliance i and visitati
natvithmhnudsotdiminpnblnormllimm

= Review, as necessary, certain compliance examination reports (e.g.
campliance problems or unusual situations) prior to submission to the
Regional Office;

- and to i and inquiries;
- Conduct supplementary compliance training for examiners and serve as an

instructor for Regional Office and the Division’s Training Center
compliance training programs;

€6
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- Serve on Regional Office details and other assigmments pertaining to
the consumer compliance area.

To become issioned, FDIC i must have passed a rigorous evaluation
in the areas of safety and soundness and campliance generally after 3-6 years
of on the job experience. Assistant examiners may, at times, be assigned to
perform less camplex campliance tasks primarily involving banks rated 1 and 2.
FDIC policy is to assign its most experienced examiners and those who have
specialized in the field of campliance examination to examine 3, 4, and 5 rated
memmemlmmlmum On-slnmcmplamtlml
protest investigations are also igned to these

The FDIC’S CRA f training is provided
primarily in four ways. ru-st, the FDIC’s Divhiun of Bank Supervision
Training Center isters the Corg ion’s ¢ Protection School
(CPS). Most CPS are with a
supervision experience.

The following table provides data related to the CPS:

Total Length of Total #
Nurber of Each of FDIC Hours of Fair lending Training Per Session
i i CRA

Year

1989  *8 5 —
1988 6 s 17
1987 4 5 Days 62
1986 3 8 Days 39

NNUIE
wuuiE
NHI—'IE

woN
)

* Sessions scheduled for year.

Second, a two-hour overview of consumer protection and civil rights laws is
included in the advanced training school for assistant examiners.

Third, the Office of Consumer Affairs also annually conducts a 2-3 day
campliance seminar for Regional CA/CR Review Examiners and their assistants
and/or field examiners. These Review Examiners also provide compliance
training for their respective regional examination staffs. In addition, an
advanced one week training program is being developed with approximately two
days allommd to the CRA and related laws. The first session is scheduled for
late 1989 and should be attzﬂed by 40-50 of our 94 regional field office
Consumer Campliance ( These ¢ will then provide
training to regional examiners.

Fourth, in addition to formal training, regular campliance and CRA

conducted an-site by senior field examiners. Our Regional Office staff keeps
these examiners updated on all pertinent information relating to the scope of
work assigned to them, including CRA-related information.

3. Assignment and Use of CRA Ratings

The FDIC rates banks in accordance with the Uniform Interagency CRA Assessment
Rating System (Attachment 2). The ratings range fraom 1 to 5, with one being
the best.

The aggregate CRA ratings for ions during each of
the past five years are as follows:
CRA Ratings
Year: 1 2 3 4and 5
1984 252 1,549 31 8
1985 98 947 22 3
1986 115 1,086 19 1
1987 221 1,965 40 8
1988 307 2,683 58 12

m:?m@smiuammmmw-mtawm

Recent statistics indicate thatahwtsapemot all FDIC-supervised banks
examined for CRA campliance were i.e., alor
2. Itmldbeulphasxzdthatamntnqisanamotam'
performance record over time. While individual instances of technical
noncampliance are taken into account, ratings reflect a more cmprdxensive view
of a bank’s performance.

CRA ratings are based on FDIC evaluate campliance with
the CRA on the basis of each bank’s (1) attempt to

(2) determination to help meet, and (3) parfumrminhnlphqmlmt
cammunity credit needs in the context of an individual bank’s resources and

local ci di their hﬂh:pru;axdimthebank'lm
i also

appropriate

CRA-related ion and technical i att.hatum thereby helping
banks to understand the purposes of the CRA and the FDIC’s enforcement role.
Overall, we believe our CRA enforcement efforts have been effective. This view
is based on the large number of banks which are assigned a satisfactory or
higharmmﬂm, (i.e., a 1 or 2), the low number of CRA consumer camplaints

and protests we have received, and the few comments found in public files of
FDIC-supervised banks relating to their CRA or CRA per

Banksﬂndtmtmmplnmecanlaythcgrumkturmmand
denials of applications. Our werall experience, with few exceptions, has been

that once a problem is brought to a bank’s attention timely steps are taken to
correct the deficiencies.

4. citizen and Community Participation
mcwliwwmmmmdmmtmwﬁgmmm
during regular compliance i y to assess the bank’s
performance mnutimmmityczuiitmmmm

*  Any person or organization that has, in a CRA camment to the public
file, specifically requested to speak to an examiner;

©
>
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. Myponmoxnzganiutimthathnni—da-hunﬁali.-mam
cament letter midxzqum uplanndon and/or verification
— such persans should be even where they
havemtnndaalpacuicmtor-m:q

. sample i with wham the
luﬂarhunmitmmimud uﬂ.tmatmidembund
normally be made only in circumstances where there is a need to
independently verify the lender’s performance in ascertaining local
credit needs.

are advised to make other ocutside contacts are liksly to
ide valuab] either the credit needs of the bank’s
mmw,iuutmmmmmmmmminmc
services, or its efforts to meet those needs. Among the persons or
i le, might be local goverrment commmnity

cammunity and the extent of the bank’s participation.

The public may call the FDIC’s Office of & Affairs or ional Offices
during normal business hours, or write, with a camplaint or inquiry. The
Office of Consumer Affairs has a toll free mumber which, along with the
agency’s address, is well-publicized nationally in newspapers and public
interest organization newsletters. In additicn, FDIC’s outreach efforts
include representation at conferences or by and
industry , where the attendees are encouraged to write and/or call
whenever there Ls a perceived problem. During 1988, the FDIC’s Office of
Consumer Affairs and our Regional Offices reported approximately 39,400
telephone calls for information and assistance. Of this number, only 331 calls
involved cammmnity reinvestment matters. In 1988, OCA and the Regional Offices
nearly 3,600 written complaints and inquiries, only twenty of which
involved CRA-related issues. The latter figure is consistent with prior
years.

Community groups and cther interested parties may learn about CRA covered
applications ﬁlad wim the FDIC thmm notices published i.n local newspapers
for the publ i may also learn
ahwtmappliwumfor camn(s) of special interest by placing
their names on Regional Office mailing lists for weekly notification.

The time for rel ion applications is 21 days, for mergers
30 days, and for all other applications, 15 days. The FDIC will
processing if legitimate, substantive issues are raised which may have merit.
Extensions of from 15 to 30 days may be granted in order to allow for
submission of more detailed documentation or evidence.

The FDIC encourages interested parties to comment on applications within the
time periods specified. This is timely allows the
FDIC to carry out its ibility to appli within applicable
time limits consistent with the public interest. Processing delays can be
costly to banks and delay service to the commmity.

parties can a public i The C Regional
whether to hold a public proceeding based on how such new information is likely
to be qained fram the C i office is

if the ional Di decisi to deny a request for such a
. violations

arise as to what

nmwmmmmmxc'- lities in g the CRA.
We have been ing informal i with banks and
community groups, uﬂﬂnnbyhuvnmllyhmmotomlw-jm
dittmm—-.mmj- ying the applicati

Our goal, when wiﬂmamr ,:llto the
pnrtxest;omt, i and sati ily dair

All CRA-related allegations are addressed in a formal statement accampanying
the FDIC’s order to approve or deny an application. These documents are

available to the public for review. hhereanun)lxmﬂmhnsbmpzm
the FDIC also sends a letter to the protestants explaining the action taken.

Webelimﬂmituiwmm:wuludjalmvithmum
from both community and consumer groups and the banking industry. Our outreach
i ity groups and

protection and civil rights otgamminhuvaanmtmitymn-twimm
Chairman and senior Corporation staff for an of views on
reinvestment and other and issues. In addition, the

FDIC conducts compliance seminars for bankers in various parts of the country,
at which CRA concerns and other consumer-related laws and regulations are
addressed.

Monitoring and enforcing bank campliance with the CRA mandate is a critical
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Where appropriate, the FDIC may require banks to take specific actions designed
to improve CRA performance by granting conditional approval of an application.
In such cases, approval granted by the FDIC generally becomes effective or
final only after confirming that the bank has satisfied the appropriate
conditions.

6. CRA Protests
The FDIC received no CRA-related application protests in 1984, two 1985
(againstmbunks),mi.nlsse (against two banks), nine in 1 u;airst

seven banks), five in 1988 (against five banks), and one (uqai.nst bank)
thus far in 1989. During the past five years, mawhatiu‘shavabeendﬂ\i
based on CRA factors, mehasbeencaxuc.mnllyamrwed 14haveb-n
approved without conditions, and two were w.
six written camplaints and inquiries in 1986, eight i.n 1987, twenty i.n 1988 and
five so far in 1989. Investigations of each CRA camplaint mvulod no patterns
or practices of discrimination. Also, FDIC examiners have found very few CRA
camment letters in bank public files.

Since the Act’s inception, the FDIC has denied three applications for deposit
facilities due to CRA factors. The rate of application denials on CRA grounds,
however, should not be given undue weight in assessing the FDIC’s enforcement
of the CRA. CRA-related problems often are corrected by banks at the request
of the FDIC, prior to our action on an application. The incidence of such
preapproval corrections has not been aggregated. Also, applications are
sametimes withdrawn by applicants when it becomes clear that denial is likely.

The following table reflects i on nor CRA- applicatons
for the years 1984 through the first half of 1989:

1st half
1984 1985 1986 1987 1989 1989

Approved 1,580 1,402 1,515 1,750 1,801 839
Denied 21 12 8 10 4 1

The length of time it takes to process nonprotested applications ranges from an
average of 30 days for branches and relocations to 111 days for deposit

insurance. For protested applications, the ranges from 40 days for
relocations to 198 days for merger applicatiors.

7. Supervisory Enforcement Actions

FDIC sanctions for noncampliance with the CRA include: unsatisfactory ratings,
memoranda of understanding, application denials, and ultimately, a cease and
desist order. Progressively more stringent administrative action is normally
taken until compliance is achieved.

Bxamples of FDIC supervisory actions taken outside the application process
against institutions not in compliance with the CRA are attached (Attachment
3). These include memoranda of understanding and a section 8(b) Cease and
Desist Order.

-9 -

Campliance with the terms of supervisory CRA-related

with made in con: ion with a CRA covered application is mfunnd
through visitations and through routine bank ons by FDIC i
Whenever deficiencies are found in a bank’s they are poi out

andmabankxs to promptly make appropriate corrections.
The FDIC does not made
groups or other interested parties. However, evidence
mmmmwwmmmimﬁnhemmm
assessing its record in meeting local credit needs.

thelnrdcsic-pazvise-ard

In regard to the public disclosure of CRA ratings and examination reports, we
believe the release could:

*  Deter open and frank discussions between a financial institution and
its regulator;

° Have an adverse effect on institutions which have campliance problems
but are trying to correct them;

°  Cause institutions to use the ratings and examination findings as an
endorsement standard in advertising.

Community groups and other interested parties can monitor an institution’s
performance by ocbtaining the CRA statement, the HMDA data, intngiewh\g
consumers and meeting with bank personnel. In addition, summary CRA

assessments are part of the public file for applications submitted to the FDIC
and are provided to the public upon request.

‘The FDIC uses examination ratings to summarize a bank’s performance. The

(FFIEC). The FDIC also provides its ratings and the open section of
examination reports to institutions under its supervision.

As an alternative to the public disclosure of CRA ratings and examination
reports, we suggest that in addition to providing ratings and comments to
institutions, the regulators also prepare a summary assessment without a
rating, which the bank would be required to include in its public CGRA file.
The Regional Offices would also maintain these summary assessments which would
be made available to the public upon request.

9. Notice of CRA Examinations

We do not believe public notice of CRA examinations would be practical. Even
the most thorough CRA review usually takes only a few days. Publication near
the date the examination commences may not allow for public camments to reach
ﬂnm&nerinatimlym Further, there are times when for very valid
reasons, an ion must be r led at the last minute. A notice
requirement could cause confusion for the public and problems for regulators in
these instances.
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enforcement by the FDIC is both essential and beneficial. It should be
,m,mcmxmim«mmmuwmm
ways that assure the safety and soundness of financial institutions.




Attachment 1 “'D

CRA EXAMINATION POLICIES AND PROCEDURES

COMMUNITY REINVESTMENT

INTRODUCTION

The Community Reinvestment Acj (CRA) (12 U.S.C.
2901 et seq.) is intended to encourage banks to heip
meet the credit needs of their entire communities,
including low- and moderate-income neighborhoods.
while preserving the fiexibility necessary 1o operate in
a safe and sound manner.

Encouragement is 1o be provided by the Corporation

which is required to:

o Use its examination authority to encourage a bank
o help meet the credit needs of its entire com-
munity, consistent with the safe and sound opera-
tion of the bank;

Assess, in connection with its examination, the
bank's record of helping to mest the credit needs
of its entire community; and

Secvon

the bank is prepared to extend within each local com-
munity, and (3) & copy of the CRA notice. The regula-
tion aiso encourages each bank to inciude in its state-
ment a description of its efforts 1o ascertain and heip
mest community credit needs.

A bank must provide in each office a CRA notice. the
exact wording of which is prescribed in the regulation.
The public notice indicates that the CRA statement
is available, that written comments on the statement

Take that record into account in g an ap-
plication for deposit insurance, a branch or other
deposit facility, office relocation or merger.

8
|
2
i
H
H
§

Communty Reinvestment (12-96)

2

of its local community or communities. Nor can the
examiner adequately assess a bank's performance on
the basis of any one source of information, data or
opinion. For that reason, the examination procedures
are designed to ensure that information from both the
bank and the community is objectively reviewed and
evaiuated.

Bank's input

The examination procedures give each bank the op-
portunity to demonstrate that it is having a benefi-
cial infivence on its loca! or 4

The examiner must not lose sight of the intent of
the statute in checking for technical compliance with
the regulati The entire ination is d
primarily to determine the extent to which the bank
has helped and is heiping to mest community credit

Bankers that are heiping to meet community credit
needs are proud of that fact and will be of substan-
u'dulinmut.amtcxlmirminmwmw-

0 advertise in, low- and moderat neighbor-
hoods, are encouraged. The examiner is authorized
10 conduct interviews with when
such action wouid be appropriate in determining com-
munity awareness of the bank's credit and
local perception of credit needs.

The CRA aiso activities that foster devel-

byits
by any legal impediments and the con-
ditions under which it operates. An examiner must take
considerations into in the
bank’s performance and in providing
with the
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would serve a number of “local com-

mmmmmmnmamw
nized existing boundanes such as lhouolMSA-ov
mumw-m-wwma

In determining whether the community is

the examiner must be alert 1o situations

where low- and muderale-income Nek are
outofa area.

lmmmmd-m.wm

in general, a local on existing
boundaries should be no larger than an entire MSA
©Of & county in & non-MSA arsa. If a bank has offices
in more than one such area, it will have more than one
. When a bank has an office near the
boundary of an MSA or county, it should inciude those
portions of adj counties that it serves. in rural
areas, a local may i
more than county but, generally, banks should

it
3
g;
5%

1
H
:
i
gé

use that area as its local community.
Finally, the regulation 8 bank to use any other
delineated area. A bank is thus given sub-

stantial leeway in specifying ts local community 8o
long as the definition is reasonable; that is 10 say, the
Secson

Community Reswessment (12-08)

D

EXAMINATION OBJECTIVES
1. To determine i the bank's policies address the in-
tent of the CRA.

2T and o
community credit needs.

3. To determine that the bank is complying with the
requirements of the CRA reguiation.

4. To determine the reasonabieness of the bank's
community delineation(s). -

Community Reirvestment (12-88)



EXAMINATION PROCEDURES
Limited Review

1. Determine the method used by the bank

moderate-income neighborhoods
pear o have been arbitrarily e:

2. Assess the bank’s record of performance in heiping
10 meset the credit needs of its entire community, in-

red to the extent ap-
Mw“ummwbmkmnmmumy
©or communities in which it operates. HMDA data
should be used to ascertain the volume and loca-

In assessing the record, the examiner shouid review

the Officer's Questionnaire, review and analyze

the bank's public file and interview responsible
off

awareness of the bank's credit servicss and local
perception of credit needs as well as the bank's ef-
forts (o meet those needs.

1D

3. Review each CRA statement in effect during the
past two years to determine that all required tems
are included.(345.4(b)) Note the specific types of
credit the bank is prepared to extend within the
local community and determine whether the types
of credit in the CRA mnmnm conupond with the
types of credit actually being nded. Request an
explanation of any dﬂlﬂm (345 l(b)(Z))

4. Review minutes of directors’ meetings to verify that
all required CRA statements have been adopted.
are reviewed at ieast mlllywmlmbolvd
has acted upon any interim changes and noted
such actions in the minutes.(345.4(d))

S.Aletrulnmlmomﬁhwﬂll" signed
ments received from the pubc that spectically
nm'hmycmnwmmuhnbmksp.p
Mmmmmcmumuumymoomu
made by the bank. The fie shouid also contain
all CRA statements in effect dunng the past two
yoars.(345.5)

6. Ascertain thet the bank's public notice contains the
correct language and is properly posted.(345.6)
7. Review with management the following:

o The extent to which the bank is helping to meet
the credit needs of its community;

o Suggestions that might better enable the bank to
heip meet the credit needs of its community;

o Deficiencies or exceptions in policies or prac-
tices; and

o Procedural violations of the regulation.

Communsty Rewvessment (12-86)

D

Expanded Review

1. Ascertain from bank personnel what steps the
bank has taken or plans to take which indicate
whether it i1s helping to serve the credit needs of
its local community or communities.

2. Obtain the following:
o Minutes of the board of directors’ meetings. par-
ticularly those dealing with the adoption, review
and revision of all CRA statements.

« The bank's files of pubiic comments and recent
CRA statements.

— Considerations used by the bank to define its
community.

—Community boundaries that are sharply

asymmetrical, oo narrowly drawn or 30 broad
that the bank fails to focus on its local com-
munity.

— Whether low- and moderate-income
mmﬁwﬂt have been m.my ex-
cluded.

— Public comments specifically relating to the
of the bank’s delir

— Any relevant information obtained from other

o Comment letters received by the C:
o The bank's loan and investment policy and
procedural manuals, along with other manuals
relating to the CRA.
3. Review minutes of directors’ meetings and verity
that the board has:

o Adopted a CRA statement for each delineated
community.

 Reviewed each statement at least annually.

e Acted upon any material change in each state-
mnllllhtmnngulunmhngolmmrd
following the

4. Review and analyze the public files for:

o Any signed, written comments received from
public during the past two years that specifi-
wwm«-mmycmmunn

in heiping t0 meet the
mmummmmwammum
Determine that the comments do not con-
llhmym.l.rillmm.' lly prohibited by the

3

comme!
1o the extent desmed neces-
sary.
5. Review sach CRA statement in effect during the
past two years and:

oMM"NMI“iWMMgﬂl
ive

special attention to the following:

Secsion MO

that have been perfor-
med.
If a question remains regarding the
ness of the community delineation, a review of
’ by

special credit-related heip to meet
community credit needs.

— A periodic report regarding its record of heip-
ing to meet community

—A description of its efforts 10 ascertain the
Mmdhwmty inciuding ef-
forts 10 communicate with members of its

6. Analyze the bank's policies, procedures and
operating practices 10 determine if the bank:

001



inciudes the notice, availabie as a brochure in
the lobby.)

© Makes all CRA stawments available to the
public as provided by the regulation.

oMmclmmmmﬁmnwﬂylvﬂl-
able for public inspection as provided in the
reguiation.

.WNM‘MMWYM’\QN
praisal criteria and the o

. Assessment Factors

oﬁ% %ammnmﬁn

needs mm%‘,muﬂam
mlrmbtn its com the credit
mmmmwmmhm
views the extent to which the bank has

—The extent of the bank's efforts to communi-
cate with members of its community regard-
ing the credit services It is providing h

might include “of the

bank;
religious jons: local
mmmmmm.mm

omlnlum eodmom of neighbor-
hood organizations; local civil rights. con-
sumer, minority, non-English speaking

Mmmmm

Mmmww
local development corporations.

—mm;mmm-u-
gﬂﬁ;ibul be identified by the
Nw s.emmylo'Noign-

whmnlﬂub

D

— Economic forecasting, as developed or used
by the bank.

© The extent of the bank's marketing and snecial
‘Ciedit-elaied programs 1o maks mambers oT e

mm%lﬂm it S8rVICeS [1
Review the bank's marketing program and
mnnhmwymwbm
loans in its com-

rage applications for
mumy particularly in low- and moderate-
income neighborhoods. Pertinent factors may

—wmmmmmmmym

and
review boards.

—Credit and credit-related services in low-
and moderate-income neighborhoods com-
pared to such m in other neighbor-
hoods served by the

o The extent of the bank's board

s (]
e i
Zhe purpose of the LRA.

LD

—Whether administrative loan personnel and
loan offices are aware of the CRA and the
of the

—Whether lending officers are aware of the

—wmmlounoﬂunmmlrodnwm
dummomwmnm
local community or communities.
— Whether public contact personne! are aware
of the availability of the bank's CRA
statement(s) and files of public comments.
— Whether the bank is prepared to extend cer-
mmamnmwmmnm
o neighborhoods but not in others. An ex-
plwuondwum«mumldbuoqm

—The extent to which the bank is willing to
make loans in its delineated local community

housing-related lending in low- and moderate-
income neighborhoods and the extent t0 which
the bank has not extended such credit in these
aress
Reliance may be placed upon geocoding of
credit extensions, credit applications and credit
denials. Where the bank is requized 1o maintain
logs of applications, the examiner should aiso
review the logs to determine the geographic dis-
tribution of loans, applications and denials. In
programs, it may be necessary to analyze fur-
ther the geographic distribution of small busi-
ness loans, including loans to small farms within
the bank’s local community.
Evidence of or_other
actices.
Review prior Compliance Reports and, in con-
junction with other examination programs, deter-
mine the extent 10 which the bank is currently
complying with the law.
The bank's record of and offices
[

HEE )

-3

—Any actions the bank has taken 1o minimize
the impact of branch closings by trying to cen-
mnmmzmmn 3
such as a Customers 10 con-
mnmhm mmummuam
deposit faciiites, or by promoting continued
productive use of the branch building.

—WWNMM’MBM

closing any branches by adjusing hours,
faciities, finding shemative shes

Community Reinvestment (12-06)
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suitable to community residents, or the like
in an attempt to make the branch viable.

— The bank's written plan for opening or clos-
ing its branches, if applicable. (Also review
minutes of board of directors mestings for
discussion of same.)

~The bank's system to account for expent
income and profitability of brlnehol and lh.

—Any studies that may have been

« The bank's participation, inciuding investments,
in local and
ment projects of programs.

Review written lending policy and procedural
manuals and interview lending officers to ascer-
mmwmmmi\ﬁm or if the

D

to ascertain whether the bank has originated or

purchased such loans or has plans to do so.

The bank's Enici?lm in_governmentally-

insured, Eul’ln of_subsidized pro-

ram for housing small business or smail flarms.

This information may be obtained in ways

similar to the ones in the assessment factor

above. Examples of such government loan pro-

grams include:

—FHA/VAFmHA mortgage loans 1o members
of its community or communities.

— FHA Title | home improvement loans.

— SBA loan guaranty programs.

— Similar programs conducted by state or local
agencies.

Muﬂwmmmummmnm
—Huwlcmnmwmmmmamn
Program.

— Local neighborhood preservation efforts.
—C [

—Financing for Local Deveiopment Cor-
porations.

— Neighborhood Housing Services.
— Investments in, or coordination with
Small Investment Cor-
m (MESBICs), or Small Business In-
vestment Corporations (SBICl)hang
loans to business for which or subor-
dinated debt is provided by MESBIC or SBIC.

—Purchase of securities of state and local
housing sgencies.

.mum‘-%am«m%
3ing tion
ity, or the purc]

The financial condition of the bank may be as-
from with other

of review of examination work papers and
reports. Small banks may not have the special-
ized staft or financial resources needed 1o par-
tcipate in some loan programs.

Lega! restrictions on permissible activities, in-
terest rates. and branches may affect a bank's
ability to help meet community credit needs. Ad-
verse economic conditions caused by local or

meet community credit needs.

—wmum:puemmmm

10 assist existing residents in neighborhoods

Community Reinvestment (12-86)

Ii-D

Secvon
undergoing a process of reinvestment and
change.

— Whether the bank offers “basic financial ser-
vices™ such as low cost transaction and
savings accounts with low or no minimum
balances, accounts consumers who use
a limited number of checks or drafts. and
other accounts on which minimal charges are
made for account maintenance. The market-
ing efforts for these types of accounts should
30 be evaluated.

~— Any other relevant factors.

e Any other person oOr organization likely to
provide valuable information concerning the
credit needs of the bank’s community, its efforts
10 ascertain those needs and make known its
credit services. or its efforts to meet the credit
needs of the community. Examples include lo-
cal community deveiopment officials, real es-
tate brokers, city and county officials, chambers
of commerce, community action groups, local
business persons and ciergymen.

Initial contact may bs made by telephone and
suflice as adequate in some instances. An in-
person interview should be conducted. howsver,
is likely to

in some instances, it may prove icial or
necessary to the assessment process to contact
persons or organizations outside the bank to heip
determine the bank's record of meeting community
credit needs and to identity unmc\ u.an needs.
The following are examples of types of outside
contacts the examiner should normally make:
o Any person or organization that has specifically
nqmmwmnkbmommronuCMu
fair housing lending matter;

o Any person or organization that has raised in a
CRA comment lefter a substantial issue which
requires further explanation or verification;

o A sample of persons or organizations with whom

mw*mundnmmmuud (This form of

be provided, awmofpoophmaybom

Determine i the bank's record of performance
a ition of its i and

affirmative obligation 1o help meet the credit
nndloﬂgtmmc eqmmunlly. including bw-:r":

safe and sound operation.
Review the foliowing with management:

© The_extent to which the bank is helping to meet

the credit needs of its entire community, includ-

ing low- and moderate-income neighborhoods,
with safe and sound operation.

© Where there are i
mmdrummummmuut-
of minorities or women, any person or-
gmnoﬂmlluhulywmmmmmu

© Suggestions that might better enable the bank
1o help meet the credit needs of its entire com-
munity.

oP of the reg:
o Deficiencies or exceptions in policies or prac-
tices.

Community Reinvestment (12-96)
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ATTACHMENT 2 A

Appendx
UNIFORM INTERAGENCY CRA ASSESSMENT RATING SYSTEM
RATING SYSTEMS factors which, in the of the r. are
mgmrmﬁbniﬂ fing of the
CONSUMER COMPLIANCE 3
RA 8 . . -
The primary p srpose of the rating system is 1o help u.w
identity 5 whose compliance with con-
wwcyuonwavnm.nmwm " displays & f—
attention and which are cause for more than a mmwc‘ "’":W"“ mm
normal degree of . To accomplish  {usne’are promptly addressed in the bank's m
catogon of st et have. compience geft. &9 . s oo
category t iance defi- .
clencies that more than normal fective action
concern. Th Iwo
significant 1) is ing the bank’
but do require a higher than normal level of iance program. Probiem areas are few in number
Institutions in this category are generally  and easily correcied. Review of prior reports indicates a
rated composite “3". The rating system aiso identifies b'ﬁo:' If required,
10 represent, in essence, a substantial or general dis-  Three

upon the their rated of the bank's ram and

& composite °4” or °5". previously identified violations remain uncorrected. Alt-

In assigning rating, all relevant factors mwd"" vari-

must be evaluated and weighed. In general, these laws oq!
include the nature and extent of present com- 10 effectuate compliance.

sufficient effort to ensure

pﬁwmaumn'r"prm civil rights stat-  Four
utes v
© ts abliity and 1o take the

not exerted
compliance wnn the various laws and regulations.
There is a lack of interest or capabiiity in administering a
compliance program which has resulted in numerous
repeat violations.

or

, controls, and 0 on-
on a routine and consistent basis. The Five
o rating may Thar.

wwnwmnmdmm
and Swmpvmmndnumoﬂmtd
and management's attitude towards compliance is
poor.

P - Program or "MVP*

Mnﬂvmmn:w:mamd1m5h
supervisory “1° rep-

resents the highest the lowest

One

Violations, if any, are technical and easily corrected.
Mhmmdwmuwﬂu
and there are no repeat violations.

Any wmwwum
l:'wunluﬁm dﬂlﬂlmmﬂ:pﬂl

is no evidence

ﬁumh?m'lwhmmmmw

TMMBMM.M mwnpﬁammm

be warranted. Personnel appear able ol
N e and " kmdq.

; ing is n
sistent and knowiedge of regulations is weak in some
areas. is involved in the

mmm’mﬁ h
repeat violations are present, "

Program

One

An effective compiiance program, including a system of
g systems and vlinlng ar-

are inlaws
are promptly refiected in the bank's compliance pro-
gram and p!oeoduul for handling consumer com-
plum in place.

a system of internal controls and
m has been to ensure com-
pliance, violations have nonetheless occurred. Modi-

Rating Systems (12-09)
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Most regulstions
Patterns eudst
Substantiel amounts
Evident

Pattems ewdet
Seversi customers  Significant number  Numerous pefiems -
‘Substentiel aemounts

May be evident

Minimel amounts

May be numerous Numerous

pasiere mey eviet

TechnicalFew TechnicaV
Isclated or not
Few and technicsl Once or more

TypeVokume

VIOLATIONS

A

Appencix

COMPOSITE RATING

Taking into consideration the MVP ratings, and other
factors as warranted, a8 cOmposite consumer com-
pliance rating should be accorded. These ratings are
defined and distinguished as follows:

iance

One
An institution in this cat isina

hwﬂlmml'huﬂﬁdlﬂlh

lations may remain uncorrected. , W pre-
sent, mvolv' a few consumers and are minimal in
amount. There is no evidence of discriminatory acts or

re strengthening.
mmvw dnwnnglmu-mdluv

gram, hcludmg an omdm mbm of internal pvo-
cedures and . Chas

w.ﬁmm\um lyuomwhq
mmmwmow mm"mn
© e

ﬁenlhaunoultyeonoﬂod There is no evidence of
acts o vio-

lations, u‘pvmmum"nultmm Wcr

lations are promptly by

result, the institution gives maluubrwurvhovy

concemn.

Iwo
An institution in this cat isina all

compliance position.

, involve
mdwh«uvmnmmmgmm
the pan of operating personnel. Modifications in the

;wnonnl vwbw/ludfwmdum may -nmm many
training
Mhmmmddmmwnmmwuﬁm
violations, or

ruunmglnvnll-
ufmun-mldmvbh
Generally. an institution in this cat isin aless than
gﬁ@m\u@
Tn this category are a cause for supervisory
anmumunmwlmmbn=

i imwmmmmmmmm.-
tution’s less than satisfactory compliance.

reguiations. Previous
oﬁwonmundnmuhmmnyhmn
voluntary compliance have been unproductive. Dis-
and/or practices

remedy §
Mﬁoﬂ,mmuﬂymwmmumhw

resulting in serious repeat violations are present.

Rating Systems (1296)
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UNIFORM INTERAGENCY
COMMUNITY REINVESTMENT ACT (CRA)
SYSTEM

LY

ASSESSM TING board of directors and management take an active
ENT RA in the process and demonstraie an affirmative "'-‘
ment . iIngtitutions receiving this rating

Introduction mmmwmdm .nd.mod
The of the rating system s 10 provide a uniform & commendable record no
Mmﬂom-f:wmunvmwmdm -‘; bwmm.m-
nesce: The provides o ko  Ineiuions recaring 1 reong roreahy S et

: 1 heip meet needs.
This system further “performance cat- —
or com """,2“‘ Ny oo 4 M:'uu-h::“‘mmmw
e ot Is derived. The Sl oeds. The board of dreciors and manegement
&nmhnmﬁiwum e Crock meads of the
Each category on majorty
scale of 1105 with & 5" epresening the lowestlevel  Serera?) ik bow satieactory i the majory of the
and therefore the worst As 10 help meet
later, oach category includes a narrative o9
for each rating level. s—mmﬂmmm-»
record of helping 1o meet commu-
Overview wmmx;wdm 'N.W
Each financial institution s assigned a composite CRA  ment appear 1o consideration 10 the credit
oty ) oy R s
credit needs.An examiner this rating generally rank
b credit ! first . : s::‘- ' hww#
community needs reviewing
mwm.mw , and local econ-  nity credit needs.
inwhich k operates. The type of community inwhichthe  Performence Categories
s located will aiso have & For of an CRA per-
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ATTACHMENT 3
SAMPLE FDIC SUPERVISORY ACTIONS RE: CRA
MEMORANDUM OF UNDERSTANDING

This Memorandum constitutes an Agreement between the

of business,

1.

and the Regional Director of the
Federal Deposit Insurance Corporation. This Agreement is designed to address
certain conditions disclosed in the Compliance Report prepared as of the close

“egional Office of the

, 1988, by Examiner . )
Within 60 days of the date of this Agreement, the Bank shall
adopt a written Compliance Policy establishing its goals in the
compliance area. This policy will provide for the appointment
of a Compliance Officer and will set forth the duties and
responsibilities of the Compliance Officer.

The Board and Bank Management shall provide continuing review
over compliance matters and guidance to the Compliance Officer.

Within 90 days of the date of this agreement, the Board shall
reassess the Bank's CRA performance and make the operating and
policy changes considered necessary to improve that performance,
consistent with the safe and sound operation of the Bank. A
written report of that reassessment should address each of the
assessment factors outlined in Section 345.7 of the Federal
Deposit Insurance Corporation's Rules and Regulations. That
report should be submitted to the Regional Director.

The Bank shall provide the Compliance Officer with adequate
time and training to become familiar with the various laws and
regulations and to satisfactorily discharge his or her duties.

The Bank shall direct the Compliance Officer that within 120
days of the date of this Agreement, the Compliance Officer
shal) prepare 8 training program and participate in the
training of other officers and employees on a continuing
basis.

The Bank shall direct the Compliance Officer that within

120 days of the date of this Agreement, the Compliance

Officer shall prepare a schedule of the continuing requirements
of each regulation (type and timing of disclosures, approvals,
etc.) so that all involved employees will be informed of the
regulations requirements.

The Bank shall direct the Compliance Officer that within

120 days of the date of this Agreement, the Compliance Officer
shall prepare written procedures for continuing follow-up

and review to ensure that adopted policies are being followed
on a consistent basis.

Memorandum of Understanding
Page 2.

9. The Bank shall direct the Compliance Officer that within
60 days of the receipt of the Compliance Report, the
Compliance Officer shall ensure corrective action has been
taken on each type of violation reported by supervisory
authorities, including each exception listed in the report,
dated * 'y 1988.

10. Within 90 days of the date of this Agreement, the Compliance
Officer shall begin to make periodic reports to the Board on
performance of the above duties and all other matters relating
to compliance.

It is agreed that within 60 days of the date of this agreement, the Bank
shall furnish to the Regional Director a written report detailing
the form and manner of the Bank's compliance with all of the foregoing

provisions. Additional reports will be provided every 60 days thereafter
until all the provisions of the Agreement have been met. This Agreement

is effective upon acceptance by the Regional Director of the Region.
/ .
FEDERAL DEPOSL¥) INSURANGE CDRPNAITXON,
Accepted: - - A Date
- = —'Tate
- Regional Director PURSUANT ESOLUTION ADOPTED BY BOARD
OF DIRECTORS OF THE
17'S DIRECTORS MEETING HELD
AT THE ON T 98

80T



FEDERAL DEPOSIT INSURANCE CORPORATION
WASHINGTON, D. C.

In the Matter of
ORDER TO CEASE AND DESIST

FDIC-
(INSURED STATE NONMEMBER BANK)

e e

. R ("Bsnk"), having been
advised of its right to a8 NOTICE OF CHARGES AND OF HEARING detailing
3lleged charges of unsafe or unsound banking practices and apparent
violations of lsws #nd regulations by the Bank and of its right to a
hearing regarding such alleged -chuucl under section 8(b)(1) of the
Federal Deposit Insurance Act (“"Act"), 12 U.S.C. § 1818(b)(1), and
having waived those rights, entered into a STIPULATION AND CONSENT
TO THE ISSUANCE OF AN ORDER TO CEASE AND DESIST ("CONSENT
AGREEMENT") with e representative of the Legal Division of the
Federal Deposit Insurance Corporstion (°FDIC"), dated . 1988,
whereby solely for the purpose of this proceeding snd without
admitting or denying the slleged charges of unsafe or unsound

banking practices and spparent violations of spplicable laws snd

regulations, the Bank d to the i of an ORDER TO CEASE
AND DESIST (“ORDER") by the FDIC.

The FDIC considered the matter and determined that it had raason
to believe that the Bank had engaged in unsafe or unsound banking
practices snd committed violations of applicable laws and
regulations.

The FDIC, therefore, sccepted the CONSENT AGREEMENT and issued
the following:

PAGES 2 THROUGH 6 DELETED
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Exzamination Report; ‘nd (3) reporting at each Board meeting the
results of such review procedures for inclusion in the minutea.
Such monthly reports submitted by the compliance officer to the
Board must include at a minimum: (1) each law or regulation
reviewed; (2) details of exceptions noted: (3) any corrective action
taken; (4) any training activity conducted during the period,
indicating the subject matter and the names and job titles of
employees in attendance; and (5) the compliance officer‘'s opinion of
the sdequacy of the compliance operasting procedures and the bank's
current level of compliance.

7. As of the effective date of this ORDER, the Bank's Board
of Directors shall require the designated compliance officer (1) to
have continuous access to all prior and future FDIC Compliance
Exsmination Reports and officisl correspondence relative to the
Bank's complisnce administration; and (2) to be provided with
sufficient delegated suthority, time and resources during normal
working hours to study the Bank's previously adopted comprehensive
compliance manusl, update any obsolete material on an ongoing basis

(1] ary and, ter, strictly implement the provisions of

the program contained therein.
8. within 90 Gays from the effective date of this ORDER, the
Bank shall take steps to improve its Community Reinvestment Act

pert in s consistent with the recommendations set
forth on pages 3 of the FDIC Report of Kxamination as of
"7, 1987,

LAST PAGE DELETED
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MEMORANDUM OF UNDERSTANDING

This constitutes an Asreement between the board -( directors of the
B

a
o 1988, by Exsminer .

1t is egreed sad understood that the board of directors shall, vithin 60
ste of this Agreement, take the folloving actions to improve

officer to o and coordinate the
lisnce efforts. The complissce officer
and supervising ell &
watters and shall

ted
siven

b
Peceeanal i sompiionce
to inplement
couplisnce afficer shall aleo be give
Cittitient tie snd resevress 1o tarry out his of her duties.

tticer recoives 1y training
uming his of her dutiess

3.  Adopt a camplianc gram thet includes appropriste internal
contrels and treining of personnel in all bank functions relsted
to cemplisnce.

4. Institute  reviev procedure vheraby 1 lu- ‘hsluuu statesents
- action notic koovled
individual, other than the ’rl'lr

Vith respect to the apecific violetions or exceptions disclos
Compliance Repert of exemination prepared as of the close of bu
4t is agre In‘ uul atood thet the board of li!ltllll
da; of tl of Agreement, take

in m
nes

sufficient to

Report.,

sed sccurate sivares sution motice to appli-
equired in Section 202.9 of Aegulation B,
u Opportunity Act.

redic
which imploments the l\u-l cro

3. Estelish and implement practices and procedures mecessary to
comply with the provisiens of Part 339 of the FDIC Rul ind
R ating to loans in aress having specisl flood

4 end maintain the inforaation on homs losn appli=
ary to comply with provisions of
Sectiom 23,6 of the Fait Nousins repuistions.

3. Dizect menegenent to correet all othar viohunl leted l-  the
atitute app

wvent lbci! Tecurrence.

1n addi , the board of directors ahall momitor and coufirm the comple~
toa ol actions toben by managoment to comply vith the terms of this
reenen! The board shall so e.ﬂ“‘.:: witlu to the Regiosal
rector when the above acticas have accomplisbed. All ecticns
nt -nll be duly moted in the
minutos of ite Thie ¢ de ive upon by
the Regiomsl Nrector of the Region.

MEMORANDUM OF UNDERSTANDING

DATED. Comprising the Board of Directors
of

Regional Director
Federal Deposit Insurance Corporation

194¢



Original
Copy

MEMORANDUM OF UNDERSTANDING

This constitutes an Agreement between the Boerd of Directors of the § .

» and the @ 7 Regional Office of the Federsl Deposit Insurence
Corporation. In sccordance vith this Agreement, the bank will immediately undertake to,
and, in no case later than 60 days from the date of this Agreemant, ulu the folloving
actions to improve the bank's compliance prograam: .

1. Establish end implement practices snd procedures sufficient to reasonably
assure compliance with the Truth in Lending disclosure requirements set forth
in Regulation Z, and make efforts to avoid further violetions of each type of
Truth in Lending disclosure requirement, described in the Compliance Report
prepared at the » 1988 examination.

2. Establish and impl internal p es to ensure compliance with Section
202.7(d) of la.uhncn B which ;lph-nu the Equsl Credit Opportunity Act.

3. Adhere to the provisions of the Community Reinvestment Act (CRA). Also, cor-
rect all violations of CRA described in the . » 1988 Compliance report.

4.  Furnish the Good Faith Estimate and completed Uniform Settlement Stetement
(HUD-1) to the applicable borrower and/or seller as required by provisions of
Sections 3500.7 and 3500.8, respectively, of Regulation X, which implements the
Real Estate Settlement Procedures Act.

5. Correct all other violations listed in the Compliance Report of Examination and
institute appropriate procedures to prevent their recurrence.

6.  Appoint a compliance officer to ove and coordinate the bank's overall com
pliance efforts. The compliance official shall be responsible for training and
supervising all affected personnel in compliance related matters and shall be
given necessary authority to implement appropriate compliance procedures. The
compliance officer shall also be ;nvcn sufficient time and resources to carry
out his or her duties.

7. Ensure that the complisnce officer receives ne ry training as soon as pos-

sible after uming his or her duties.

8. Mopt a vritten compliance progras that includes appropriate internsl comtrols
and training of personnel in all bank functions related to compliance.

9. Institute s review procedure whereby losn disclosure statements and related
- documentstion are reviewed by a knowledgeable individual, other than the prepa-
rer, prior to issuance.

In addition, the Board of Directors shall monitor and confirm the completion of actions
taken by mansgement to comply with the terma of this agreement. The Bosrd shall so cer=
tify in writing to the Regional Director when the sbove actions have been accomplished.
All sctions taken by the Board pursuant to this agreement shall be duly noted in the

of its ings. This ag is effective upon acceptance by the Regional
Director of , and ehall remsin in effect until terminated in writ-
ing by the Regional Director.

MEMOKANDUM OF UNDERSTANDING -2~

This Memorandum of Understanding shall remain in effect until nniund
in writing by the Regional D r, or until the Regional Director shall
receive written notice of rescission by unanimous lctlon by the board of directors.
DATED, Comprising the Board of Directors
of

Federal Deposit Ineurance Corporstio

(44!
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Senator DixoN. Thank you very much, Ms. Smith.
LACK OF UNIFORMITY BETWEEN AGENCIES

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 the method with which each of your
four separate regulatory agencies does its job. I can’t say that I get
that sense as I hear your testimony. It doesn’t sound all that differ-
ent, the different things that you do.

But I would like to ask each of you how much communication is
there between your agencies while you go about your business?

Mr. GaArwoob. Why don't I start?

It is just wrong to say that there is a complete lack of uniformi-
ty. Certainly, uniformity is one of our goals, and we have common
examination standards, for example, that have been adopted by all
the agencies.

I think it is fair to say that you will never have complete uni-
formity in every instance as long as you have four different agen- .
cies. Some variation is unavoidably just built into the system.

Certainly, we are always working against that and always very
mindful of this criticism, particularly in cases where the Federal
Reserve, for example, is acting on applications when the record in
question is one of institutions supervised by a different regulator.

So it is something that we are very conscious of. We try to avoid
}t, but some variation probably is inevitable despite our best ef-

orts.

Senator DixoN. Mr. Kluckman.

Mr. KuuckMman. I would like to add to that that there is a mecha-
nism for exchange of information. That is the Financial Institu-
tions Examination Council. There is a task force on consumer com-
pliance. All five agencies, the four represented here plus the Na-
tional Credit Union Administration, are represented. Janice, John,
inl:d n}llyself are members of the task force, and we talk about things

ike this.

In addition, we established this past year a separate subcommit-
tee to deal with nothing but CRA matters.

So there is a tension, and I have to agree with Mr. Garwood that
we will never get complete uniformity, but I think there is a gener-
al tendency toward getting more uniform procedures.

As a matter of fact, our new program fairly closely resembles
what the Federal Reserve is doing.

Senator DixoN. Mr. McDowell.

Mr. McDowEeLL. I would just echo Mr. Kluckman’s comments. In
addition to the CRA subcommittee, we have a HMDA subcommit-
tee whose members are monthly and probably weekly talking with
(Ie_Ia&li)%her on issues that are coming out concerning the CRA and

I believe the CRA is somewhat subjective. Examiners conduct
these types of examinations with different banks, different back-
grounds and in different kinds of cities. You are going to have an
occasional difference.

Senator DixoN. Ms. Smith.
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Ms. SmrtH. 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. We do have an ex-
amination procedure subcommittee, which we made a permanent
subcommittee in recent months.

Also, perhaps the size of institutions, the type of business may
also cause some differences. Smaller institutions might be looked at
differently than the larger institutions.

Senator DixoN. I am interested in these observations about these
committees on which you jointly serve. At least three of you have
identified yourselves as being active on these committees—is that
right—but obviously you all know one another, and it is quite obvi-
ous that you can communicate with one another and exchange
your points of view.

Am I able to understand from this exchange that you all agree
about the desirability of a degree of uniformity to the extent that
that can be achieved in the four separate regulatory agencies?

Mr. GArwoop. Yes.

Senator DixoN. In general, you would agree with that.

Are your folks, at least in your view, similarly trained in respect
to whatvthey are supposed to do when they go out to do these eval-
uations?

TRAINING PROGRAM

Ms. SmrtH. 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
what the Federal Reserve is doing. They have an extensive training
program.

I also had one of my staff members participate in the training
program that the Bank Board has just begun to see what we might
draw on from that.

Mr. Garwoob. I can add that last week we had an examiners
school at the Federal Reserve and half the students were from the
Federal Home Loan Bank System. So there is a good deal of cross-
training as well.

Senator DixoN. I like the thought of that. I think if you would
attend these symposiums and conferences where you can share
“l,1ith one another these discussions, I believe that would be a valid
thing.

Tell me, how exactly would an examiner conduct a CRA exam
for you, Mr. Garwood.

Mr. GaArwoobn. Well, we have specialized examiners, as I men-
tioned. They are not safety and soundness examiners. They are
trained in all the consumer regulations. So they concentrate in
that area, and they have the benefit of specialized training.

They would go into the institution. They would look at the loan
policies and the employee training courses. They would look at the
advertising materials that have been prepared. They examine the
board of directors’ minutes to see the extent to which the directors
were involved in CRA matters. They look at the Home Mortgage
Disclosure Act data, which plots the geographic location of home
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loans, to see whether the pattern was appropriate or whether there
was gerrymandering going on.

Senator DixoN. May I stop you at that point?

All of you check that question of geographic distribution of
loans—do all of you do that? .

Go ahead, Mr. Garwood. _

Mr. Garwoop. We would look at such issues, for example, as
branch closings to determine whether, if branches have been
closed, this was done with sensitivity about the effect it might have
on the community and whether a firm financial analysis was done
to support the closing.

We would look at the general volume of various kinds of loans
and investments. Was there attention to the various kinds of CRA
types of investments, for example? And then we would make out-
side contacts in the community with community groups, Govern-
ment officials, with business people to try to develop our own sense
of the credit needs of that community, against which then we could
measure the performance of the financial institution.

Putting it all together, we would try to come to a judgment as to
what the quality of their effort was and where we might advise
them to do better.

Senator DixoN. Do you all check with community groups on a
general basis, each of your separate regulatory agencies?

Mr. McDowEeLL. When we do our examinations, we don’t routine-
ly do so for the smaller banks. On the larger multinational banks
we routinely meet with community groups every couple of years..
We catch the other ones through our district o;:f{ces. ey have a
program of outreach with the communities at the field office and
district office levels.

Ms. SmrtH. Our contacts with groups during an examination, I
would say, are limited. We are trying to do more in this area. I do
know that last fall during some of our compliance training sessions
that we had here in Washington we began placing more emphasis
on outside contracts as an important part of the examination proc-
ess, and we are addressing outside contacts in training programs
that we are developing. So there will be more outreach efforts in
the future.

Senator DixoN. What would occur to us, quite obviously, on this
side is that it would be important to always make inquiries of all
the community groups to see whether you get some fecdback be-
cause you could enlarge your scope of investigation, whatever com-
munity you are in, regarding whatever institution you are looking
at. That would seem to be kind of an obvious thing to do.

Would you all agree with that?

Mr. McDoweLL. I think the new statement that recently came
out will encourage even more of that.

Senator DixoN. I think it was Mr. Kluckman who referred to the
question of what might be occurring here, or perhaps it was Mr.
McDowell.

Of course, we are all quite aware of the fact that there is an
amendment in the thrift legislation that will shortly be before the
two houses on the conference report. There are other matters that
are more contentious at this point in time than CRA. But as I
recall, basically, the Congressman Joe Kennedy amendment estab-
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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.

Now, when I did this first hearing as the Chairman of this sub-
committee, pursuant to an agreement that we had reached with
the Senator from Ohio, Senator Metzenbaum, during the original
debate on the thrift legislation sometime ago—it seems like only
yesterday, but it is a couple of months ago by now, isn’t it—one of
the really contentious issues was whether you would disclose the
numerical ratings. The financial sector was concerned about that
fearing that the ratings might appear to be a reflection on safety
and soundness. I think that was largely their concern.

Would that be a fair, simplistic explanation of it?

Now, we have this nonnumerical rating system, don’t we?

I would appreciate your views on that kind of public disclosure
from the standpoint of the public’s perception and of how useful it
will be to advance CRA involvement in the communities.

Mr. Garwoopb. I think it would be very useful. We have support-
ed the idea of giving the members of the community our assess-
ment of the performance of institutions. We were very concerned
about releasing numerical ratings. We were very pleased with that
change in the language. .

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.

Our sense is that it would simply set back the examination proc-
ess to a certain extent if we could say nothing to the bank that we
could not say publicly.

Senator DixoN. I will look at that, but I am told it is in the
report language in that form.

Mr. Kluckman.

Mr. KLuckMAN. We are pleased, too, that the bill would provide
for adjective type ratings rather than numeric kinds of ratings. I
think this is another opportunity for the agencies to work together
because we are now going to be put in a position of forcing five rat-
ings into four for public disclosure purposes. I think it is important
when we do that to have something that is agreeable to all the
agencies.

So I believe the Exam Council will be pressing this issue very
shortly.

Senator DixoN. Mr. McDowell.



117

Mr. McDowkeLL. I believe the adjective rating system that is

being proposed is probably better for the local communities than
iving them numbers. I think it will be more meaningful, as Mr.
luckman said. It will be an improvement.

Ms. SmiTH. The same. We were opposed to the disclosure of the
numerical ratings and feel that the adjective ratings will provide
more information.

Senator DixoN. Now, I guess the quite obvious question that I
would put to all of you at this point in time is, quite frankly, most
people are disturbed by the very high number of 1 and 2 ratings,
just a very, very high percentage, I think at one time above 98 per-
cent. For the last year it is down to 93 percent for the Federal Re-
serve and OCC. I think most of us are concerned that there has
been a disposition to be generous in these ratings.
hFi;st, how do you view that? What would be your response to
that?

I heard your statement about people who have been involved in
the community for a long time. Anyway, I am not terribly persuad-
ed by that, but you are entitled to your point of view. But beyond
that, what do you think about it from the standpoint now of these
new uirements that you make public disclosures, at least indi-
cating these four different criteria that I have set forth? Will there
be an attempt on the part of the agencies to more carefully look at
this in the broad view of the entire community?

Mr. GarwooD. Let me speak about the current system just a
minute and put it in perspective.

I think it is useful to have a full discussion of this issue because
it is referred to in a shorthand way and has been described for a
long time, in my sense, a little bit inaccurately.

Let me read you the second category, the “satisfactory” category.
It simply says institutions—this is the description in our examina-
tion rating system—*“institutions in this group have a satisfactory
record of helping to meet the community credit needs. Institutions
receiving this rating normally are ranked in the satisfactory levels
of the five performance categories. Institutions in this category
me?(,is r'e’zquire some encouragement to help the community credit
n .

In other words, this is not a high rating. This is saying it is satis-
factory. They may need some additional encouragement.

So I think the characterization of 1 and 2 as high ratings is not
quite accurate. In fact, it seems to me that 1 and 2 really are equiv-
alent probably to A, B, and C in a regular grading system.

I don’t know what the current grade distribution these days is in
academic institutions, but I wouldn’t be surprised if having 7 per-
cent, for example, in the D and F category, which might be equiva-
lent to our 3, 4, and 5, is a rather standard distribution of ratings.

So from that point of view, I wouldn’t be so concerned by having
90-some percent in the 1 and 2 category.

Beyond that, the point I wanted to make in the statement was
that there is a long legal tradition in this country calling on banks
to serve the “convenience and needs” of their communities. It is in
Federal law. It is in many State laws, and when CRA was first en-
acted in 1977, there were many people who thought that CRA was
simply a confirmation of that existing legal principle.
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So again it seems to me it shouldn’t be surprising that you have
pretty high numbers.

How this will match with the new system I am not sure because
the C category in the new system is “needs improvement.” As I
mentioned, the existing number 2 category, the “satisfactory” cate-
gory, today has the concept of still needing some improvement. So I
think the Exam Council will just have to work through this as to
how the new system will shake out.

Mr. KLUCKMAN. I am speculating that there probably will be
some change in the actual ratings assigned as a result of the public
disclosure. Typically, the ratings have been assigned as an internal
supervisory item. A rating is given so the supervisors know what
kind of action needs to be taken with an institution, and I think by
making it public that you probably will see some changes in the
rating distributions.

Senator DixoN. Mr. McDowell.

Mr. McDoweLL. We are pretty comfortable with the rating distri-
bution right now. I think the banks have done a pretty good job
over the years. They are doing better and better. With our training
of examiners, they have taken a closer look and ratings have
dropped a little bit. I think there are around 10 percent unsatisfac-
tory at this point.

Ms. SMmrtH. 1 think the FDIC is basically satisfied with our rat-
ings. We find that our banks are generally in compliance with the
CRA. We may see some changes as a result of the new system.

Senator DixoN. What geographic distribution of lending would
present a problem, Mr. Garwood?

I am told that studies show three times as much lending in white
lt:loiggsle class neighborhoods than in minority middle class neighbor-

Would that be the kind of thing that you would investigate?
Would that get your attention?

Mr. GArwooD. Yes, it would. In fact, those are the numbers that
have been developed in Atlanta and in Detroit as well. We are
doing a study in Boston right at the moment, and that is a very
comprehensive study which should be released within the month.
Those kinds of figures give you pause. They cause you to worry and
to devote attention to the area.

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 in the 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.

Senator DixoN. Well, in a situation of that kind, as it comes to
your attention, do each of your separate agencies go in there and
ask penetrating questions and prepare reports to try to demon-
strate in a meaningful way what the problems are and what can be
done to alleviate those problems?

Mr. KLuckMAN. Our examiners will be doing that. We have a
system that is called the loan application register and data submis-
sion report system on which a number of these Atlanta Journal
and Constitution articles were based. As part of our normal proce-
dure, examiners will be going in and asking those questions. They
will have that data available to them as part of their examination.

So I think the information there provides the direction as to
what examiners ought to be looking at, yet they have to look at
individual applications to make the determination of whether or
not that loan application should have been rejected on the basis of
economic standards or whether there was some discrimination and
compare that particular applicant to other kinds of people in non-
protected classes who receive loans, for example.

Senator DixoN. How do you assign these CRA ratings; that is to
say, after you have been out there and you get into the field and
you have looked at all these records that you tell us you have
looked at and talked to all the community groups, political leaders
in the community, presumably movers and shakers of all economic
types in the community, and so forth, and now you have this raw
data?, how do you assign the CRA rating ultimately to X institu-
tion?

Ms. Smith, how do you do it?

Ms. SmrtH. We have examination procedures which include as-
sessment factors and performance categories. Under each of those
examiners look at the bank’s outreach efforts in the community,
the extent of their advertising and how they are determining credit
needs. Examiners will tend to look at the different performance
categories, try to determine the extent to which the bank is com-
plying, and then it is their judgment as to how they weigh those as
to what the rating will be.

JUDGMENT AND RECOMMENDATIONS

Senator DixoN. Who makes that judgment?

Ms. SmiTH. The examiner.

Senator DixoN. The examiner in each individual case makes the
judgment. Is there no overview of that? How many examiners do
you have? .

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

Senator DixoN. How many do you have, Mr. McDowell?

Mr. McDowegLL. About 2,500.

Senator DixoN. How many do you have, Mr. Kluckman?

Mr. KLuckMAN. We have about 1,600, but in the future only a
small number of those will be making CRA evaluations.

Senator DixoN. For the purposes of this hearing, 6,600 so far.

Mr. Garwood?
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Mr. Garwoobp. We have about 100 who devote themselves exclu-
sively to consumer compliance matters.

Senator DixoN. Let me see if I get this straight. Is the ultimate
judgment about the rating to be given to a named institution made
at the examiner level?

Ms. SmiTH. That examiner would make a recommendation.

Senator DixoN. Yes.

Ms. SmrTH. And their examination report with the recommenda-
tion would go to the regional office. The regional office has staff
which is dedicated to the compliance area, and they would review
that. If they have questions, they would go back to the examiner,
or perhaps to the institution, and raise further questions.

Certain things they can act on under delegated authority. Other
matters must continue to come to Washington. We have Washing-
ton staff working in the compliance area who would review the re-
ports and some cases actually have to go to our Board of Directors.

Senator DixoN. Roughly the same for you?

Mr. McDoweLL. Basically, the same. The examiner makes the
recommendation and forwards the report to the district or field
office where the final decision will be made.

Senator DixonN. The same.

But there is some review of this, of the examiner’s report and an
evaluation made at a higher level, or higher authority. Then the
decision is made there about how the rating is to be effectuated
and applied.

Is that right in every case?

Mr. GaArwoob. That is correct.

Senator DixoN. Do dyou have any examples of supervisory actions
that are taken outside the application process? How often do you
do something like that?

u Mg. SmrtH. You mean where we have conditions to an applica-
ion?

I would say that we have not had a nonprotested application that
has CRA conditions.

Generally, when you are looking at an application, you have got
a number of statutory factors to look at. One of those is conven-
i(}elnce and needs, and CRA compliance is one of the components of

ose.

Senator DixoN. One of the things that—if I may interrupt—that
we have observed is that unless there is some kind of a protest or
action by some community group, I get the sense that nothing fur-
ther is done.

Am I overcritical?

Mr. GArwoob. Well, certainly the protests are the focus of lots of
attention.

Senator DixoN. Obviously, when you get a protest it is going to
come to your attention, and then you are going to do something
about it. That is the usual human reaction.

What occurs to this Senator and some others who have suggested
the same thing is that there must be plenty of times where you see
this raw data and you see what the examiner has said and you
think—you know, there must be plenty of times when it occurs to
you that more ought to be done to ensure more community out-
reach by an institution.
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What happens then? What do you do? Do you do anything?

Mr. GArRwoob. Our examination has two functions in this area,
one to assess how well they are doing and, two, to encourage them
to improve when they are not doing well. The examiners do that
individually and then many times our community affairs special-
ists are called in to offer their services and advise banks on ways
that they can do better in this area.

I might say as well that even in the case processing not all of
what we think of as the CRA cases—those cases that involve major
CRA issues—are cases that involve a protest. Last year, for exam-
ple, looking at these CRA cases, we had 31 protested cases and we
had 20 additional cases that we think of as ratings cases that rose
to that level of attention simply because of a poor rating.

Senator DixoN. How many protested cases did you have?

Mr. GaArwoob. We had 31.

Senator DixoN. Out of how many cases all told?

Mr. GArwoob. All told, about 2,000 each year. We had 2,128 last
year, 31 protested cases, and then we had an additional 20 of these
ratings cases that we think of—

Senator DixoN. May I interrupt at that point? When you say a
protest case, you mean where a formal activity took place?

I would think it is not infrequent that you get a letter or two or
some kind of a response suggesting that something is amiss that is
not part of the examiner’s report. Doesn’t that happen?

Mr. Garwoob. Not very frequently, really. During the course of
examinations, as we call on our outside contacts, some of the
groups would raise concerns about institutions. That happens.
Then we have formal protests that are filed.

Senator DixoN. What happens when that is in the file?

Mr. GARwooDp. When that is in the file?

Senator DixoN. Let’s take a hypothetical case of an institution
that gets a favorable report from the examiner who says on the
basis of his report he thinks that institution is a 1 or, at the very
worst, a 2, and you see in there at the next level of evaluation that
you have all described here a community action group that has in-
dicated in the strongest possible terms another view. It might even
be one of the classical institutional groups representing minority
interests in the community or something of that sort that we would
see there.

Is that any kind of a signal to you to make further inquiries
before you come to the final decisionmaking process at the review
level on the type of rating the institution would receive?

Mr. GaArwoob. I am not aware of that particular circumstance
where you would have a good examination rating and then an out-
side group would step forward during the examination process, in
essence, and raise those concerns with, in our case, the Reserve
Bank before the examination is finalized.

There are cases in which we have had an acceptable examination
and then during the course of the process of an application a group
has stepped forward and raised concerns. Certainly in those cases,
if we thought the examination had not looked into the area being
raised in the protest, we would go back for an additional inquiry to
see if we missed something.
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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.

Senator DixoN. Well—well, go ahead, Mr. McDowell.

Mr. McDowkLL. Our examiners do the same thing. If there is a
letter of complaint in the public file, that would be followed up on
in an examination. In addition to that, our examiners check our
consumer complaint computer system for complaints concerning
CRA filed against that particular bank, and they would be consid-
ered, too.

Senator DixoN. Well, you know, the obvious thing that occurs is
that the approval rating is so high—we have discussed that previ-
ously—yet the continual complaints in the country at large about
redlining and other practices is so prevalent that one wonders
whether you are suggesting to me that this never shows up in the
reports from your examiners.

I thought I heard there are 6,600 examiners out there in the
country for the four regulatory agencies, and one is asked to be-
lieve that in a percentage in the very high 90’s none of this ever
seeps through from the examiners institutionally to the head
people in the regulatory agencies.

Mr. McDowEeLL. We rarely get a complaint on CRA. I think last
year we had zero and the year before that maybe three consumer
complaints. As far as letters in the file, that is very unusual. We
rarely find letters in the public file from consumer groups.

Ms. SmiTH. The same here. We have received very few comments,
but if a comment is received during the application process, we will
in fact look into it. If warranted, it may be necessary to go into the
institution to look into the matter. We have an obligation to satis-
factorily resolve our convenience and needs factor before we act on
an application. So we will take up any concerns that come up.

Senator DixoN. Would you all assert that your examiners are
alerted to those kinds of concerns when they go into the separate
communities?

I think you have all contended that you look at this geographic
question, and so forth, and you do assert that you do do that, and
your examiners are, you think, motivated to look for these con-
cems? in their respective communities when they look at institu-
tions?

Mr. GArwoob. I think they are. I think one thing that may be
very beneficial in this respect is the joint policy statement in which
the agencies together have encouraged the institutions on an
annual basis to be speaking more directly to the community about
what their record has been. On the other side, the statement en-
courages people to step forward in connection with that annual
statement and bring their concerns to the attention of the institu-
tions and the examiners, therefore focusing some of the attention
away from these relatively few protests back into the community
on an ongoing basis.
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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?

[No response.]

Senator DixoN. I would before concluding simply make this final
observation.

We want to hear from you—and we will develop a course of
doing that in the future—about what happens in the event that the
anticipated passage of the pending legislation takes place and these
new public standards are placed upon you. Also, we will do some
follow-up and would appreciate your being prepared for that in
connection with joint efforts by all of your agencies to work togeth-
er to continue to seek in every way possible uniformity of stand-
ards within and among the agencies—I appreciate the fact that it
is four separate agencies—that will permit us to assume that you
are making every effort out there to do that sort of thing on an
ongoing basis.

I thank you all for taking the time from your obligations this
afternoon to accommodate the committee. Thank you very much.

[Whereupon, at 3:10 p.m., the subcommittee was adjourned.]

[Responses to written questions of Senator Dixon from Griffith L.
Garwood, Jerauld C. Kluckman, John H. McDowell, and Janice M.
Smith follow.]
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Questions for the record for the Federal Reserve Board from Senator Dixon
from the July 31e 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 I11.1.48 and 49 of the uniform
interagency examination procedures for CRA, a copy of which is
attached.

2. 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 6 of 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." 1If 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 élearly 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 differént 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 I1.1.50 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 0 -9 -5
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individual institutions, and by Qgérégate lenders within each
MSA, according to location, age of housing 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? 1In
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 feviews 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?

Oon 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?
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Institutions do derive benefitsf 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 vhen 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. While not
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



130

evaluation? g

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 td 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 be 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). 1In all
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 publisheéd 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 heusing 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 issies, 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.
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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 té 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 chanded 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 S 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 thé 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. 1In 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. 1In 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 sihpiy 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.

Commitments made to the Board are, however, subject to
System monitoring. The method of monitoring will vary depending
on the type and number of commitments made, and the experience
the Board has had in dealing with that applicant in the past. It
may be appropriate in some cases to simply ask for a one-time
report from the company, await a further application, or require
periodic reports to the Reserve Bank, depending on the
circumstances.

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 Bankefs 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 is 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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Office of Thrift Supervision

Department of the Treasury
801 Seventeenth Street, N.W.
Washington, D.C. 20006

September 26, 1989
(Corrected)

The Honorable Alan J. Dixon

Chairman, Subcommittee on Consumer
and Regulatory Affairs

Committee on Banking, Housing and
Urban Affairs

United States Senate

Washington, D.C. 20510-6075

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.

Q.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?

A.l. 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." A
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
Reinvestament 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-omly 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 (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. 1In 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 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?’ o T T T
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.

Q.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.

Q.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 all
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. An
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 exasiners 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. A
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 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? 1If 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
of the fair lending laws by investigating the allegations about
the lending patterns of thrift institutions.
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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. 1In 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. 1Is 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
regqulatory 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. In some
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 arqument 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.

Q.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. What
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.



148

\Y;
-10-

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. 1In 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. 1If I
can provide any additional information, please let me know.

incerely,

Jerauld C. Kluckman
Acting Director
Division of Compliance Programs
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QUESTIONS FOR JOHN H. McCDOWELL FROM SENATOR ALAN J. DIXON
JULY 31, 1989

How specifically is an institution to ascertain the credit needs
of low- and moderate-income neighborhoods? How specifically
will an iner det ine 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 not 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 - 9 - 6
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- 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.

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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The March Joint Statement by the Exam Council encourages a
dialogue between banks/thrifts and community groups through the

ded CRA stat t and public comments thereon. Do you yet
knov 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 dre 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.

Describe how and when examiners contact community groups during
an exam. How do examiners decide whom to contact? 1Imn 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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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.

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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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.

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.

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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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?

We agree that an analysis of HMDA data to determine the
penetration levels of mortgage lending in a bank’s market area
is a good indicator of whether a bank is serving its entire
community including low- and moderate-income neighborhoods. Our
examination procedures require that examiners review a bank’s
credit applications, extensions and denials and determine if
that distribution would indicate a failure to serve selected
areas of the bank’s local community. Depending on how the bank
has defined its business niche, this may include HMDA data,
small business lending, credit card activity or personal,
unsecured credit. Analysis of the various commercial types of
credit offered by the bank would be beneficial in reaching
conclusions about a bank’s lending activity, but we believe the
cost of collecting and maintaining the information would exceed
its CRA-related benefit.

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).

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.

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 CRA 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
by National Banks’ Asset Size

Examiner Hours Per Bank Examined

Asset Size 1987 1988
Under $50 million 20 16.0
$ 50 million to $100 million 20 21.6
$100 million to $300 million : 24 27.2
$300 million to $1 billion 36 44.8
$1 billion to $10 billion 72 64.8
Over $10 billion 132 168.0

15. The OCC’s testimony seems to state a policy about denials of
applications which differs from the other regulators. Your testimony
states that denying an application is a last resort and that
conditional approvals are more effective in promoting CRA compliance.
The testimony of the Federal Reserve and the Bank Board indicates that
those agencies give some weight to commitments offered by an applicant
to rectify deficiencies only if the CRA performance is otherwise
generally satisfactory. That testimony would imply that an
application is judged on an institution’s record and not on future
commitments, unless only a few, smaller matters need improvement.
Should not banks and thrifts with good records be treated better than
institutions which promise to comply with CRA only when they have an
application pending? Clarify your policy in relation to the other
regulatory agencies.

The OCC was a signatory to the March 1989 Statement of the Federal
Financial Supervisory Agencies Regarding the Community Reinvestment
Act (Appendix 4). That Statement articulates a position on the

role of commitments for future action which accurately reflects the
position of the OCC. Commitments for future action cannot be used to
overcome a seriously deficient record of performance, and in such
situations denial would be an appropriate response. However, as
discussed in the joint statement, the Office may require financial
institutions to take specific actions designed to improve CRA
performance by granting approval of an application, conditioned upon
the bank taking certain steps to improve its CRA performance prior to
consummation of the transaction. Further, the OCC has denied bank
applications when the situation warranted it. Five applications have
been denied on CRA grounds as of December 31, 1988; two were denied in
1981; one in 1986; and, two in 1988.
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Your testimony states that the OCC has provided speakers for over 60
seminars and training sessions in the past two years. Approximately
what percentage of banks which the OCC supervises attended such
seminars?

Most of the seminars and meetings for which the OCC provided speakers
were sponsored by state bankers and 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.

Pages 3-4 of your testimony state that over the first approximately 20
months of the compliance program, the OCC took 17 enforcement actions
"solely on the basis of identified compliance problems" and another
208 enforcement actions "partially" on such basis. What does that
mean? In those 20 months how many banks were examined? Provide
examples of some of these supervisory actionms.

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.

How does the OCC monitor conditional approvals and commitments? What
specifically has the OCC done if an institution does not comply with
commitments it makes?

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
form or another in a community development corporation (CDC)? Do you
believe it appropriate if a bank’s only CRA lending is through a CDC?
If so, how does the OCC judge what would be an appropriate level of
participation for a bank of a specified size?

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. However, there is no reason to place
that kind of limit on "CRA lending”™ generally.

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

o 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.

Unlike the other regulatory agencies, OCC uses a random sampling
technique for selecting national banks (with under $1 billion in
assets) for compliance examinations. What percentage of banks are
examined in any given year? For how many years might a bank not be
examined? Does the OCC intend to change this policy as a result of
the recent legislation requiring public disclosure of CRA ratings and
evaluations?

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 thc FDIC from Senator Dixon
from July 31, 1989 hearing

Q.1. ow spe cally is an institution to ascertain the
credit needs of low- and moderate-income neighborhoods? How
i a amine ine e i ti
i ?

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. Five
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. 1In
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.

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 lending 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
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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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Q.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:

1st half
1984 1985 1986 1987 1988 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 dialoque between banks/thrifts and community groups
throu the e nded CRA statement and public comments ereon.
Do you yet know how many banks and thrifts are now writing

e C statements and how m are ttin omments 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.

Q.6. Describe how and when examiners contact community
groups during an exam. How do examiners decide whom to

ct? n_wl erce! omm! ou
nterviewed? at th sked?

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.

Q.7. e es oa; views ati

e o r re at agencies willi W is

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
systenm.

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. ia stituti iv efjits fo
a evi at ? uld ey?
ti W e?

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
ra se o critici eir do ti
This Cc red even when t| esti was

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

existi ee] betwee ending institutions an
ommu! s? o, descri the procedures. Do examiners
routinely assess a financial institution’s implementation of
such an agreemen e uating an stitution’s CRA

nce? e edures ire 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. e that a s
to ev. a a e em to ete ine t
@gwmmmm@w
communjties with respect to m o;ggage loans. Would comparable
data ci ending be

e 1ly useful? If not, wh ?

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. C eas study by the Center for Communit
Chan oun at b nd thrifts lend, on average, 3 times as

mu e class ne oods h i m,no;ity middle
a i 5 ng still

2 em o laws sto re ining?

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.

V] 1 eng = Xxam a
S ce each age; we

i ti 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:

S n e i
1988 t i o
Average Hours
$0-50 $50-100 $100-500 Over $500

Per Exam million million million

1985 4 1/2 6 10 1/2 24 1/2

1986 5 6 1/2 8 29

1987 5 5 1/2 8 16 1/2

1988 5 6 1/2 9 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 tes ;;mgnx lists the possible enforcement actions
as_unsatisfact ectiv dvisements and memo: ;gnda of
wmmwﬁs
Sinc WO t o IC-supervised nks get unsatlsfacto;x
ratings and no appligg;ions 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

*Number of Memoranda
of Understanding 9 .27 72 45 123
pertaining to Consumer
Compliance

*Number of Cease and

Desist Orders pertain- 3 3 1 1 3
ing to Consumer

Compliance

*May not always involve CRA

Note: Each examination report is sent to institution management
accompanied by a supervisory letter requiring a
response.

The decrease from 1980-1986 in the number of consumer compliance
examinations occurred partially because of the substantial
increase in the number of problem banks and partially because of
a 1978 FDIC policy decision to reduce the number of bank
examiners. At that time, we thought that our regulatory
responsibilities could be accomplished with fewer traditional
on-site examinations, especially for banks with satisfactory
ratings. To supplement our reduced examination efforts, we used
increased offsite surveillance, brief visitations, reliance on
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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 co C! east eve s d
banks rated or 3 at least eve 4 months i

visitations conducted as necessary." What is the actual
frequency of CRA examinations?

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 Number Number

1 & 2% Exams 3 Exams 4 & 5% E

rated 0-2yrs. rated 0-2yrs. rated 0
institutijons _old _ institutions _old _  institutions

9,038 4,537 (50%) 1,010 622(62%) 62 2

* 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. e pas ive ars no applicatio as been
iona ed by the FDIC, except for o the
ic ons an institut S W CRA
t does not e iti ached to its cation just
ecause 3 t ccurred. £ st tion does not
om] wit] e it s should be a
application denied whether or not a otes curs la
wh o) otested a ions are conditional

ved?

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

xams
-1yr.

old

5(40%)



173

_13_
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.

O
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