FEDERAL RESERVE BANK

OF DALLAS
ROBERT D. MCTEER, JR.
PRESIDENT DALLAS, TEXAS
AND CHIEF EXECUTIVE OFFICER January 7, 1994 75265-5906

Notice 94-04

TO: The Chief Executive Officer of each
member bank and others concerned in
the Eleventh Federal Reserve District

SUBJECT

Request for Public Comment on
Proposed Changes to Regulation BB
(Community Reinvestment)

DETAILS

In conjunction with the other Federal Financial Institution
Supervisory agencies, the Federal Reserve Board has requested comment on
proposed changes to its Regulation BB, which carries out provisions of the
Community Reinvestment Act (CRA). The proposed changes to the regulation
would provide more direct guidance to banks on the nature and extent of their
CRA responsibilities and the means by which their obligations will be assessed
and enforced.

The revised regulation would emphasize performance, rather than
process; is intended to provide greater predictability and promote consistency
in examinations; and would reduce the compliance burden on some institutions.

The Board must receive comments by February 22, 1994. Comments
should be addressed to William W. Wiles, Secretary, Board of Governors of the
Federal Reserve System, 20th Street and Constitution Avenue, N.W., Washington,
D.C. 20551. Al11 comments should refer to Docket No. R-0822.

ATTACHMENT AND ENCLOSURE

A copy of the agencies’ notices as they appear on pages 67466-508,
Vol. 58, No. 243, of the Federal Register dated December 21, 1993, is
attached. Also enclosed is a staff memo to the Board of Governors that
addresses issues related to the proposed revisions.

MORE INFORMATION

For more information, please contact Gloria Vasquez Brown at (214)
922-5266. For additional copies of this Bank’s notice, please contact the
Public Affairs Department at (214) 922-5254.

Sincerely yours,
W@M@%.

For additional copies, bankers and others are encouraged to use one of the following toll-free numbers in contacting the Federal Reserve Bank of Dallas:
Dallas Office (800) 333-4460; El Paso Branch Intrastate (800) 592-1631, Interstate (800) 351-1012; Houston Branch Intrastate (800) 392-4162,
Interstate (800) 221-0363; San Antonio Branch Intrastate (800) 292-5810.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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DEPARTMENT OF THE TREASURY

Office of the Comptrolier of the
Currency

12 CFR Part 25
[Docket No. 93-19)
RIN 1557-AB32

FEDERAL RESERVE SYSTEM

12 CFR Part 228
[Docket No. R-0822]

FEDERAL DEPOSIT INSURANCE
CORPORATION

12 CFR Part 345

RIN 3064-AB27

DEPARTMENT OF THE TREASURY
Office of Thrift Supervision

12 CFR Part 563e
[Docket No. 83-234)
RIN 1550-AA69

Community Reinvestment Act
Regulations

AGENCIES: Office of the Comptroller of
the Currency, Treasury {OCC); Board of
Governors of the Federal Reserve
‘System (Board); Federal Deposit
Insurance Corporation (FDIC); Office of
Thrift Supervision, Treasury (OTS).
ACTION: Joint notice of proposed -
rulemaking.

SUMMARY: The Office of the Comptroller
of the Currency, Board of Governors of
the Federal Reserve System, the Federal
Deposit Insurance Corporation, and the
Office of Thrift Supervision (the Federal
financial supervisory agencies) are
proposing to fevise their regulations
concerning the Community
Reinvestment Act (CRA). The purpose
of the CRA regulations is to implement
the continuing and affirmative
obligation of regulated financial
institutions to help meet the credit
needs of their communities, including
low- and moderate-income areas,
consistent with safe and sound
operations and to provide guidance on
how the agencies assess the
performance of institutions in meeting
that obligation.

The proposed new regulations are
designed to provide clearer guidance to
financial institutions on the nature and
extent of their CRA obligation and the
methods by which the obligation will be
assessed and enforced. The proposed
procedures are designed to emphasize

performance rather than process, to
promote consistency in assessments, to
permit more effective enforcement
against institutions with poor
performance, and to reduce unnecessary
compliance burden while stimulating
improved performance.

DATES: Comments must be received by
February 22, 1994.

ADDRESSES: OCC: Comments should be
directed to: Communications Division,
Office of the Comptroller of the
Currency, 250 E Street, SW.,
Washington, DC 20219, Attention:
Docket No. 93-19. Comments will be
available for public inspection and
photocopying at the same location.

BOARD: Comments should be
directed to: William W. Wiles,
Secretary, Board of Governors of the
Federal Reserve System, Docket No. R—
0822, 20th Street and Constitution
Avenue, NW., Washington, DC 20551.
Comments addressed to Mr. Wiles may
also be delivered to room B-2222 of the
Eccles Building between 8:45 a.m. and
5:15 p.m. weekdays, or to the guard
station in the Eccles Building courtyard
on 20th Street, NW. (between
Constitution Avenue and C Street) at
any time. Comments may be inspected
in room MP-500 of the Martin Building
between 9 a.m. and 5 p.m. weekdays,
except as provided in 12 CFR 261.8 of
the Board’s rules regarding the
availability of information.

FDIC: Comments should be directed
to: Hoyle L. Robinson, Executive
Secretary, FDIC, 550 17th Street, NW.,
Washington, DC 20429. They may be
hand delivered to room 402, 1176 F
Street, NW., Washington, DC between
8:30 a.m. and 4:30 p.m. on business
days. They may be sent by facsimile
transmission to 202-898-3838.
Comments will be available for public
inspection at the FDIC Reading Room
#7118 at 550 17th Street, NW.,
Washington, DC between 9 a.m. and
4:30 p.m. on business days.

OTS: Comments should be directed
to: Director, Information Services
Division, Public Affairs, Office of Thrift
Supervision, 1700 G Street, NW.,
Washington, DC 20552, Attention:
Docket No. 93-234. These submissions
may be hand delivered to 1700 G Street,
NW. from 9 a.m. to 5 p.m. on business
days; they may be sent by facsimile
transmission to FAX number (202) 906—
7755. Submissions must be received by
5 p.m. on the day they are due in order
to be considered by the OTS. Late-filed,
misaddressed, or misidentified
submissions will not be considered in
this rulemaking. Comments will be
available for public inspection at 1700
G Street, NW., from 1 p.m. until 4 p.m.

on business days. Visitors will be
escorted to and from the Public Reading
Room at established intervals.

FOR FURTHER INFORMATION CONTACT:
OCC: Stephen M. Cross, Deputy
Comptroller for Compliance, (202) 874
5216; and Matthew Roberts, Special
Counsel, Chief Counsel’s Office, (202)
874-5200.

BOARD: Glenn E. Loney, Assocjate
Director, Division of Consumer and
Community Affairs, (202) 452-3585, or
Scott G. Alvarez, Associate General
Counsel, Legal Division, (202) 452—
3583.

FDIC: Bobbie Jean Norris, Deputy
Director, Office of Consumer Affairs,
(202) 898-6760; Valerie Thomas,
Review Examiner (Compliance),
Division of Supervision, (202) 898—
7155; Ann Loikow, Counsel, (202) 898-
3796; and Sandy Comenetz, Counsel,
(202) 898-3582, Regulation and
Legislation Section, Legal Division.

OTS: Timothy R. Burniston, Deputy
Assistant Director for Policy, (202) 906—
5629; Theresa A. Stark, Program
Analyst, Specialized Programs, (202)
906-7054; Lewis A. Segall, Senior
Attorney, Legal Policy Division, Chief
Counsel’s Office, (202) 906-6648.

SUPPLEMENTARY INFORMATION:
Introduction

The Federal financial supervisory
agencies are jointly proposing new
regulations to implement the CRA. The
proposed regulations would replace the
existing regulations in their entirety.

The CRA is designed to promote
affirmative and ongoing efforts by
regulated financial institutions to help
meet the credit needs of their entire
communities, including low- and
moderate-income areas, consistent with
safe and sound operations. Despite the
CRA'’s notable successes, bank and thrift
industry, community, consumer and
other groups maintain that its full
potential has not been realized, in large
part, because compliance efforts have
focused on process at the expense of
performance.

In accordance with a request by the
President, the Federal financial
supervisory agencies have undertaken a
comprehensive effort to reform their
evaluation standards and examination
procedures. The proposed regulations
implement one part of this reform effort
by substituting for the current process-
based assessment factors a new
evaluation system that would rate
institutions based on their actual
performance in meeting community
credit needs. In particular, the new
system would evaluate the degree to
which an institution is providing (1)



Federal Register / Vol. 58, No. 243 / Tuesday, December 21, 1993 / Proposed Rules

67467

loans, (2) branches and other services,
and (3) investments to low- and
moderate-income areas. The proposed
regulations also clarify how an
institution’s CRA performance would be
considered in the corporate application
process and seek to make the

lations more enforceable.

addition to this rulemaking, the
agencies will work together to improve
examiner training an(? to increase
interagency coordination regarding
application of standards, performance of
examinations, assignment of ratings,
and use of enforcement tools. The
agencies will also work together to
improve public access to data collected
pursuant to the Home Mortgage
Disclosure Act (HMDA) and the
proposed regulations. These efforts
should produce a CRA assessment
process that is less burdensome for
many institutions and yields more
results for the local communities the
law is intended to benefit.

Background

In 1977, the Congress enacted the
CRA to encourage banks and thrifts to
help meet the credit needs of low- and
moderate-income communities. In the
CRA, the Congress found that regulated
financial institutions are required to
demonstrate that their deposit facilities
serve the convenience and needs of the
communities in which they are
chartered to do busingss, and that the
convenience and needs of communities
include the need for credit as well as
deposit services.

he CRA requires each of the four
Federal financial supervisory agencies
to use its authority when examining
regulated banks and thrifts to encourage
institutions to help meet the credit
needs of the communities in which they
do business, consistent with safe and
sound banking practices. Recently, the
CRA has come to play an increasingly
important role in improving access to
credit among under-served
communities—both rural and urban—
across this country. Under the impetus
of the CRA, many banks and thrifts have
opened new branches, provided
expanded services, and made
substantial commitments to increase
lending to all segments of society. It is
estimated that tens of billions of dollars
have flowed to low- and moderate-
income areas as a result of the CRA.

Despite these successes, the CRA
examination and enforcement system
has been criticized. Financial
institutions have complained that policy
guidance from the supervisory agencies
on the CRA is unclear and that
examination standards are applied
inconsistently. Financial institutions

have also complained that the CRA
examination process encourages them to
generate excessive paperwork at the
expense of providing loans, services,
and investments. In surveys of
compliance costs, the institutions have
often identified the CRA as the most
burdensome of consumer protection and
community reinvestment statutes.

Community, consumer, and other
groups have agreed with the industry
that there are inconsistencies in CRA
evaluations and that current
examinations overemphasize process
and underemphasize performance.
Community and consumer groups have
also criticized the regulatory agencies
for failing to penalize banks and thrifts
aggressively for poor performance.

Believing that the CRA examination
and enforcement process can be
improved, the President requested in
July that the Federal financial
supervisory agencies reform the CRA
examination and enforcement system.
The President asked the agencies to
consult with the banking and thrift
industries, Congressional leaders, and
leaders of community-based
organizations across the country to
develop new CRA regulations and
examination procedures that “‘replace
paperwork and uncertainty with greater
performance, clarity, and objectivity.”

Specifically, the President asked that
the agencies refocus the CRA
examination system on more objective,
performance-based assessment
standards that minimize compliance
burden while stimulating improved
performance. He also asked that the
agencies develop a well-trained corps of
examiners who specialize in CRA
examinations. The President asked that
in undertaking this effort, the regulators
seek to promote consistency and even-
handedness, to improve public CRA
performance evaluations, and to
institute more effective sanctions
against institutions with consistently
poor performance.

Public Hearings

To implement the President’s
initiative, the four agencies held a series
of seven public hearings across the
country. At those hearings, the agencies
heard from over 250 witnesses. Nearly
50 others submitted written statements.
Individuals, small business men and
women, representatives of banks and
thrifts and their trade associations, state
and local government officials, members
of local community-based organizations,
and leaders of national community and
consumer advocacy groups presented
their views. While the oral and written
statements submitted by the over 300

witnesses encompassed a variety of
views, some common themes emerged.

Most commenters—bankers, state and
local government officials, and leaders
of community-based organizations—
endorsed a more performance-based
CRA evaluation system. Most witnesses,
however, also rejected a formulaic
approach that would be applied on a
national basis. They emphasized that
examinations should focus on lending,
particularly to low- and moderate-
income individuals, minorities, small
farms, small businesses, and affordable
housing and economic development
organizations. However, they stressed
that the facts and data about an
institution’s lending record should be
evaluated in light of its business
strategy, its financial condition, and the
credit needs of the community in which
it operates. A need to make the
evaluations more geographically
specific for those institutions that
operate in multiple locations was also
noted.

A number of respondents, both from
the financial service industry and
community-based organizations,
expressed interest in the idea of
financial institutions developing
strategic plans for CRA performance in
conjunction with the representatives of
the communities within which they
operate. Some wanted the regulatory
agencies to make enforceable
agreements between financial
institutions and community groups a
central focus of the CRA process. Others
suggested that the agreements should be
between the institutions and the
supervisory agencies.

any of those same respondents
criticized the agencies for a lack of
consistency in examinations and urged
the agencies to develop cooperative
training programs for their examiners.
All groups stressed the need to improve
the training of examiners responsible for
CRA evaluations. While most witnesses
focused on training for examiners who
conduct CRA examinations, a number of
the respondents also urged CRA training
for commercial examiners so that they
can develop a better understanding of
community development lending.

Many community-based organizations
and local government officials
commented on the need for data to be
collected on small business and
consumer loans similar to that collected
for housing loans under the Home
Mortgage Disclosure Act. Those
witnesses urged that the geographic
distribution of those loans be
monitored, and many also suggested
that data on the race or ethnicity of the
borrower be collected as well. They
contended that the lack of this data was
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a serious impediment to the public’s
and the regulatory agencies’ ability to.
evaluate an institution's performearce in
these significant areas. However, other
witnesses, particularly these
representing smaller lenders,
complained about current reporting
burdens—citing the Home Mortgage
Disclosure Act ing requirements—
and urged that no additional reporting
of loans be mandated.

Many smaller financial institutions
and some community groups also stated
that the present system was too focused
on punishing institutions that fail ta
perform, and the emphasis instead
should be on rewards for institutions
truly meeting a wide range of
community lending and service needs.
Witnesses identified a need to recognize
that investments in intermediary
community development organizations
are beneficial for society and should be
considered as strengths in evaluating an
institution’s CRA performance, even
though the benefits of the investment
may not flow back to the specific service
community delineated by the
institution. While there was an
empbhasis on rewards, respondents
outside the banking community were
overwhelmingly against the adoption of
a "‘safe harbor” for fimancial institutions
from CRA protests on the basis of
ratings assigned by the regulatory
agencies.

Many small institution respondents
also noted the burden imposed by the
present regulations. They felt that a
different level of documentation and
different approaches to reviewing their
performance were appropriate. Small
bankers stressed the high costs in terms
of both time and money required to
meet the perceived documentation
requirements of the present approach. In
many cases they stated that these
burdens were actually impeding their
institutions’ ability to meet credit and
service needs.

Finally, a number of respondents from
the financial services industry and
community-based organizations
proposed that non-chartered financial
service providers, such as insurance
companies, finance companies, and
othrer similar types of credit providers
be subject to community reinvestment
requirements similar to the CRA.

e have attempted to address many
of these concerns within the proposed
regulations. Without resorting to fixed
formulas, the proposed regulations set
forth a different, more objective and
more enforceable approach to evaluating
performance under the Act. The new
regulations would maintain the present
regulations’ emphasis on evaluating
each institution’s record in light of its

business strategy and community. The
new regulations would require
additional data reporting for consumer,
small business, and home mortgage
loans, with provisions for disclosing
that information to the public in a
timely manner. To provide incentives
for strong performance, the new
regulations would clarify how CRA
performance would be considered in the
application process. However, the
regulations would not contain a *‘safe
harbor" provision. Under the new
assessment system, further incentives
would be provided to institutions that
show strong performance by reducing
the frequency of examinations. Finally, .
the regulations would provide a
different evaluation framework for small
institutions.

The Proposed Regulations
In General

In order to promote consistency, to
reduce compliance burden and to
improve performance, the proposed
regulations eliminate the current
regulations’ twelve assessment factors
and substitute a performance-based
evaluation system. Under the proposed
system, financial institutions would not
be assessed on their efforts 1o meet
community credit needs. Such
assessments have given rise to
unnecessary documentation that has
reduced the effectiveness and
undermined the credibility of current
evaluations. Similarly, the agencies
would not evaluate the methods used by
an institution to assess credit needs.
However, to perform ander the
proposed performance-based standards,
institutions would have to provide
loans, investments, and services for
which there is a market. Therefare, they
would have an incentive to perform
needs assessments in their
communities.

In assessing an institution’'s CRA
performance, the agencies would
recognize that the institution is
expected to help meet the credit needs
of its entire community. In
examinations, however, particular
attention would be paid to the
institution’s record of helping to meet
the credit needs in low- and moderate-
income areas.

Institutions would be evaluated based
on their lending, service, and
investment performance. Generally,
independent institutions with at least -
$250 million in assets and members of
holding companies with that level of
banking and thrift assets would be
evaluated based on some combination of
lending, service, and investment tests.
As a predicate for evaluation under the

tests, institutions would have to report
to the agencies and make available to
the public data on the geographic
distribution of their ioan applications,
denials, originations and purchases.
Small banks and thrifts could elect to be
evaluated under a streamlined method
that would not require them to report
this data. Every institution would have
the option to choose assessment based
on a pre-approved strategic plan that
had been subjected to review and
comment by community-based
organizations and the rest of the public.
However, the plan option would not
relieve an institution of its data

orting obligations.

he lending test applicable to large
institutions would consider the extent
to which the institution is making loans
in low- and moderate-income portians
of its service areas. The test would also
give an institution credit for other
community development loans and
partnerships with commumnity groups to
promote credit availability. The service
test would consider the extent to which
the institution is making branches
accessible to low- and moderate-income
areas in its service areas and is
providing other services that promote
credit availability. The investment test
would consider investments in
community and economic development
activities and would also take into
account grants to support community
and economic deyelopment activities,
donations or sales on favorable terms of
branches to women- or minority-owned
institutions, and investment
partnerships with community

anizations.
mgl‘he three tests would not apply
uniformly to all institutions. As a
general rule, institutions would be
evaluated on the basis of the product
lines offered to their customers in the
normal course of business. The lending
test would apply to retail institutions,
and the investment test would apply to
wholesale and limited-purpose
institutions. A retail institution would
be evaluated under the investmen test
but its performance would only count to
boost its lending test rating. All
institutions would be evaluated under
the service test, but wholesale and
limited-purpose institutiens would be
evaluated under a different standard
than retail institutions.

An institution evaluated under a
given test would receive one of five
ratings of its performance under that
test: Outstanding, High Satisfactory,
Low Satisfactory, Needs to Improve, or
Substantial Noncompliance. The
agencies have proposed five ratings
rather than four ratings for each test to
measure as accurately as possible
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variations in performance among
institutions. The agencies propose to
have only four composite ratings,
however, because the four ratings are
required by the statute.

Small institutions that choose not to
report loan data would be evaluated
under a streamlined measure of lending
performance that would focus on their
loan-to-deposit ratio, the degree to
which they make their loans in their
service area, their loan mix (across
product lines and income levels of
borrowers), their fair lending record,
and their record of community
complaints. Institutions that are
currently subject to reporting under the
Home Mortgage Disclosure Act (HMDA)
would also be evaluated on the
reasonableness of the distribution of the
loans they have reported. The
investment and service records of small
institutions would be considered to
boost their ratings based on the lending
measure.

The regulations would not require
institutions to offer specific loan
products, to make specific loans or
investments or to make loans or
investments that are expected to result
in losses or are otherwise inconsistent
with safe and sound banking practices.
However, the regulations would require
demonstrated performance by
institutions in lending, service, and
investments that benefit low- and
moderate-income areas and individuals.
Institutions would be permitted and
encouraged to develop and apply
flexible underwriting standards that are
consistent with safe and sound
operations for loans that benefit low-
and moderate-income individuals and
areas.

Under the proposal, wholesale and
limited p institutions are defined
as insured depository institutions that
are in the business of extending credit
to the public but that do not make a
significant amount of reportable loans.
This would include that make
primarily large commercial loans, as
well as credit card banks, and similar
institutions.

The proposed regulations would not
apply to institutions that engage solely
in the correspondent banking business,
trust company business, or the business
of acting as a clearing agent. The
agencies have previously indicated that
these institutions are not governed by
the CRA because these institutions
generally do not perform commercial or
retail services and do not
generally extend credit to the public for
their own account.

Community Reinvestment Obligation
and Enforcement

The agencies propose to state in the
regulations that financial institutions
have a continuing and affirmative
obligation to help meet the credit needs
of their communities, including low-
and moderate-income areas, consistent
with safe and sound operations, and
that a purpose of the regulations is to
implement this obligation. An
institution that received a composite
rating of Substantial Noncompliance
would be subject to enforcement actions
under 12 U.S.C. 1818.

The agencies propose these provisions
as a method of improving the
effectiveness and fairness of CRA. If the
consequences for inadequate
performance are restricted to the
application process, then institutions
not contemplating applications may
have little incentive to comply.
Community reinvestment is an
obligation of all institutions, whether or
not they are contemplating an
application. In the absence of agency
enforcement actions, communities in
which institutions that do not anticipate
filing applications are chartered may not
receive the community reinvestment
that the statute intends. The proposed
provisions on the community
reinvestment obligation and the
consequent availability of formal
enforcement actions would strengthen
the agencies’ ability to encourage
institutions to meet their community
reinvestment obligation.

The Lending Test

The lending test would evaluate
primarily whether a retail institution is
making loans in low- and moderate-
income areas as well as in other areas.
The test would examine both direct
lending by the institution and, if the
institution elected, its proportionate
share of indirect lending made through
lending consortia in which the
institution participates, subsidiaries of
the institution, funded non-chartered
affiliates of the institution, and women-
or minority-owned institutions, low-
income credit unions, and other lenders
in which the institution has made
lawful investments. The test would also
take into account loans made by an
institution to community development
organizations and intermediaries.

Under the lending test, an institution
would be evaluated on the basis of its
performance in making reportable loans
in comparison to other lenders subject
to CRA in its service area. An institution
would also be evaluated independently
of how others are performing. The
agencies would evaluate the

institution’s performance relative to
other CRA lenders by comparing the
institution’s share (market share) of
reported housing, small business, and
consumer loans in low- and moderate-
income areas in its service area with its
share of such loans in the other parts of
its service area. The agencies would
evaluate the institution’s performance
independent of other CRA lenders’
performances by examining the ratio of
such loans made by the institution in
low- and moderate-income areas in its
service area to such loans made
throughout its service area or by
examining the geographic distribution
of such loans across the low- and
moderate-income areas in the
institution’s service area. By doing so,
the agencies would assure that, in order
to achieve a good rating under this test,
either the institution has a good
distribution of loans in the low- and
moderate-income areas in its service
areas or has a significant amount of
loans to such areas.

The agencies believe that this
formulation would allow an institution
to target its community development
lending to particular areas if doing so is
critical to serving as a catalyst to
community development lending
throughout its service area. The agencies
are aware that, in some cases, a
concentrated lending effort is more
useful and effective than a dis%emd
effort across a broader phic area.
However, the agencies have attempted
to make clear that this standard would
not permit institutions unreasonably to
exclude low- and moderate-income
areas from their lending.

The proposal indicates that the
agencies will make all lending test
calculations using both volume of loans
made and number of loans made. In
addition, in evaluating an institution’s
performance relative to other CRA
lenders, the agencies will calculate
market shares separately for small
business, home mortgage, and consumer
lending and weigh the calculations for
those categories in reaching an overall
judgment of an institution’s market
share performance. These decisions
reflect the belief that, in different
communities, one loan type may be
more critical than others, and that, for
different loan types, one form of
measurement (either the number of
loans or dollar volume) may be more
useful and instructive than another.
This proposal would give the agencies
the flexibility to make the relevant
calculations, weigh the results in
reaching an assessment of an
institution’s performance, and discuss
them in the public evaluation in the
manner deemed most informative.
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At the election of an institution, the
agencies would consider indirect loans
attributable to the institution under the
lendi tes}. Indirect loans would be

as loans made by third parties,
such as lending consortia, subsidiaries
of the institution or non-chartered
affiliates that it assists in funding, and
womea- ar minority-owned institutions,
low-income credit unions, and other
lenders that lend to low- and moderate-
income individuals or areas and in
which the institution has made lawful
investments. If an institution reported
its attributable indirect loans and chase
to have them attributed to it, the
agencies would attribute the indirect
loans in proportion to the institution’s
investment taking into account both the
total lending by the third party and the
lending done by the third party in the
institution’s service area. The proposal
intends that the institution receive
credit for a proportionate share of the
totad leans made by the third party
based on the institution’s investment,
funding or participation. However, in
claiming this credit, the loans should
not be counted twice and the institution
must take a re
distribution
area or areas.

The proposal makes a distinction
between the ahility of an institution to
claim credit under the lending test for
indirect loans by its subsidiaries and
funded non-chartered affiliates and its
ability to claim credit for indirect loans
made mar lenders. The institution
couid claim credit for the lending of
subsidiaries er non-chartered i
under the same rules ing
proportionate shares, w it invests
in the entity ar makes a loan {o it. For
other third party lenders, the institutien
would be required to have made an
investment in the entity in order to
claim credit under the lending test for
its loans. The purpose of this distinction
is to recognize the unique relationship
between the institution and its
subsidiaries and affiliates, and to
enhance the ability of institutions and
their pareat corporations to structure
their community development lending
flexibly.

The agencies could adjust an
institution’s rating based on the
described factors upward, and, in
exceptional cases, gomwu:d Upward
adjustment might be warranted if an
institution made a substantial amount of
loans requiring innovative underwriting
or loans for which there is special need,
such as loans for multifamily housing
construction and rehabilitation, loans to
start-up or very small businesses, loans
to community development
organizations or facilities and leans to

ntative geographic
the loans in its service

very low-income individuals and areas.
While the agencies would expect such
lending to be made within the confines
of safety and soundness, it is
understood that lending in low- and
moderate-income areas can sometimes
require a unique approach to
establishing that the loan can be safely
underwritten. It is the agencies’ purpose
to recognize the unique quality of these
loans and the special expertise and
effort they require on the part of the
lender by making clear that such loans
will be given particular consideration by
the agencies in arriving at a rating under
the lending test. Particular
consideration will also be given to loans
made to community development
lending institutions.

An institution could also receive an
upward adjustment to its lending rating
based on the operation of @ program
under which the institution would
reevaluate applications that, based on
an initial evaluation, the institution
planned to deny. To the extent that an
institution operates such a *“second
look™ program in which applications are
reviewed by community organizations,
the institution must request applicants
to waive any privacy rights under state
or federal law in order to share their
applications with those organizations.
The institations should also make sure
that the participating erganizations take
appropriate steps to protect applicants’
confidentiality.

In exceptional cases, an institution’s
rating might be adjusted downward. For
example, an adjustment might be
warranted if the quantitative measures
inaccurately portrayed the institution’s
actual lending to low- er moderate-
income geographies er individuals.

Based on these measures, an
institution’s lending effort would be
assigned a preliminary rating of
outstanding, high satisfactory, low
satisfactory, needs to improve, or
substantial noncompliance. Preliminary
ratings would be presumptive and could
be rebutted by the institution if, for
example, it believed the presumptive
rating did not accurately or adequately
reflect its lending record because of
particular economic or demographic
characteristics.

Investments and Other Factors

Wholesale and limited-purpose
institutions would normally be
evaluated under the investment test
instead of the lending test. Retail
institutions would be evaluated under
the investment test, but investment
performance would not be used to lower
the owverall rating of a retail institution.
However, all institutions would be

encouraged to engage in investment
activities. ¢

The focus of the investment test
would be the ultimate impact of the
institution’s investmént rather than the
investment per se. Therefore, qualified
investments would not be ited
under the test unless they had a
demonstrable impact, e.g. in providing
loans or community development
projects that benefit low- and moderate-
income individuels and areas.

Institutions would be evaluated under
the investment test based on the amount
of assets compared to their risk-based
capital that they have devoted to
qualified investments for which they
have not already received credit under
the lending test. If an institution made
a qualified investment that generated
some attributable indirect loans but also
created non-loan benefits for low- and
moderate-income areas or individuals,
the institution could receive credit
under the lending test for the indirect
loans and credit under the investment
test for that part of the investment that
was not considered as indirect lending.

Qualified investments would incl
lawful investments that benefit low- and
moderate-income geographies or
individuals in en institution’s service
area: in su of local affordable
housing and community, economic, or
small business development; in
community development financial
institutions, community development
corporations, commaunity development
projects, small business investraent
corporatiens {inchiding minority small
business investment carporations), and
minority- and women-owned financial
institutions and other community
development financial intermediaries;
in consortia or other structures serving
low- and moderate-income individuals
and areas; and in state and local
government agency housimg bonds or
state and local government revenue
bands specifically aimed at helping low-
and moderate-income areas and
individuals. The CRA does not grant
institutions any investment authority, so
investments must comply with other
statutory and regulatory limitations and

uirements.
ligible grants would be considered

qualifying investments. Donation or sale
on favorable terms of branches to
minority- or women-owned institutions
would also count as qualifying
investments. Loans by wholesale and
limited purpose banks that would
constitute qualified investments were
they in the form of investments would
be treated as qualified mvestments for
the purposes of the Investment Test. For
purposes of the investment test,
wholesale and limited-purpose
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imstitutions would be deemed to have
nationwide service areas.

The ageancies could adjust an
institution’s rating under the investment
test to take into account whether the
institution’s investments are
particularly innovative or meet a special
need and whether the institution’s
activities in connection with the
investments are perticularly complex or
intensive or involve inrovative
partnerships with community-based
organizations. les of such
activities include helping to establish a
new entity to conduct commumity
development activities or providing
significant service or assistance in .
support of a qualified investment. The
agencies could alse adjust an
institution’s rating if the institution has
made a large amount of investments that

- would be qualified investments
that they fail to benefit the bank’s
service area. Downward adjustments
would only be justified in exceptional
cases.

Based on these measures, an
institution’s investment effort would be
assigned a preliminary rating of
outstanding, high satisfactory, low
satisfactory, needs to improve, or
substantial noncompliance. Preliminary
ratings would be presumptive and could
be rebutted by the institution.

The Service Test

In the CRA, Congress found that
regulated financial institutions are
required by law to demonstrate that they
serve the convenience and needs of
their communities ard that ““the
convenience and needs of communities
include the need for credit services as
well as depesit services.” See 12 U.S.C.
2901. The CRA focuses, however, on an
institution’s effort to help meet the
credit needs of its community or
communities.

Branch availability in a commanity is
critical to the availability of credit, as
well as deposit, services. The loan
origination process (including initial
contacts, pre-application counseling,
application completion and application
filing) often occurs at branches.
Moreover, accessible branches are
critical to the development of the full-
service banking relationships that
facilitate participation in the credit
system.

, the service test would
evaluate a retail institution primarily on
the basis of the percentage of its
branches that are located in or that are
readily accessible to low- and mederate-
income areas. Generally, in a densely
populated area, a branch would be
considered readily accessible if it was in
easy walking distance. In a less

populsted area, a branch would
gemlg‘he considered readily

accessible if it was in easy or normal
driving distance. The percentage of
branches that an institution would be
exfeaad to have in or readily accessible
to low- and moderate-income areas in
each service area would depend, in pert,
on the number of such areas in the
service area.

The agencies could adjust a retail
institution’s service record upward or
downward to reflect more accurately its
branch service to low- or moderate-
income geographies or individuals, but
downward adjustments would be made
only in exceptional cases.

In determining the appropriateness
and degree of any adjustment, the
agencies might consider the institution’s
record of opening and closing branches,
whether branches wherever located are
actually serving low- and moderate-
income individuals, any significant
differences in the quality, quantity or
types of services offered to low- or
moderate-income individuasls or

phies, and similar factors.

!%!Ee agencies could also adjust a retail
institution’s rating upward to reflect a
strong record of providing or supporting
other services that promote credit
availability for Jow- and moderate-
income individuals and areas. Particular
weight im this consideration would be
given to credit and home-ownership
counseling, small and mi ‘
business counseling, low-cost check-
cashing, and low-cost deposit services.

Appropriate consideration would be
given to the limitations faced by
institutions with a small number of
branches. No institution would be
required to expend the size of its
branching network or to operate
branches at a loss. Because they
genmerally do not have branch systems,
wholesale and limited-purpose
institutions would be evaluated based
on their support for services than
promote credit availability rather than
their provision of branches.

Based on measures, an
institution's service performance would
be assigned a preliminary rating of
outstanding, high satisfactory, low
satisfnctor{. needs to improve, or
substantial noncompliance. Preliminary
ratings would be presumptive and could
be rebutted by the institution.
Composite Ratings

As required by the statute, there
would be four possible camposite
ratings: eutstanding, satisfactory, needs
to improve, and substantial
noncompliance. For retsil institutions,
the institution’s rating under the
lending test would form the basis for ity

-violates the Equal Credit Op

composite rating. For wholesale or
limited-purpose institutions, the
institution’s rating under the investment
test would serve as the basis for the
composite rating. For retail institutions,
the rating would then be increased by
two levels in the case of outstanding
investment performance or by one level
in the case of high satisfactory
investment rmance. For all
institations, the rating would be
increased by one level in the case of

-outstanding service and decreased by

one level in the case of substantial non-
compliance in service.

The rating would be converted to the
statutorily-required four level rating
system, with high satisfactory and low
satisfactory scored as satisfactory.
An institution that would otherwise
receive a needs to improve rating would
be rated in substantial noncomp?innca if
the institution received no better than a
needs to improve rating on both of its
last two examinations. Finally, the
rating would be adjusted, if necessary,
to take into account illegal lending
discrimination by the institution to
arrive at a final composite rating.

Lending Discrimination
A financial institution is not serving
its entire community adequately if it is

discriminating illegally. Therefore, there
weould be a le presumption that
an institution would receive a

composite rating of less than satisfactory
if the institution committed an isolated
act of illegal discrimination of which it
has know that it has not corrected
fully or s not in the process of
co fully or ed in a pattern
or practice of ilfegal discrimination that
it has not corrected fully. The
presumption could be rebutted in the
case of technical or de minimis
violations, for example, if an institution
nity
Act by offering a preferential credit
p for individuals'over age 55
(rather than limiting the program to
individuals over age 62 as the law
requires).
Mutltiple Service Areas

An mstitution’s CRA rating should
reflect its performance in all the local
communities in which it does business.
If an institution operates in more than
one service area, the es would
evaluate all the institution’s loan data
and would conduct full iending and
service tests in a sample of the service
areas in which the institution operates.
The agencies would then assign sepasate
composite ratings for each area. The
institution’s overall rating would reflect
the performence of the mstitution in afl
service areas studied.
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Small Institution Assessment Option

The CRA requires the agencies to
assess an institution’s record of meeting
the credit needs of its entire community,
but does not specify the methods by
which the assessments are to be made.
The agencies believe that the Congress
gave the agencies broad discretion to
determine the appropriate methods for
CRA assessments. The Congress
recognized that assessment methods
must be appropriate for communities
and institutions of different sizes,
conditions, needs and attributes.

Many small institutions and their
representatives have urged that the
agencies exercise their discretion to
exempt small institutions from CRA
assessments. However, the agencies do
not believe that an exemption is
permitted by the statute. Moreover, the
agencies believe that an exemption
would be unwise because it could result
in neglect of the credit needs of
communities that are served by
exempted institutions.

The agencies believe, however, that
they may exercise their discretion to
create different assessment methods to
take into account differences among
classes of financial institutions. The
agencies further believe that a different
assessment method may be warranted to
provide appropriate treatment of small
banks and thrifts. The proposed
regulations therefore generally offer
small banks and thrifts the option of
choosing evaluation under a
streamlined assessment method.
Concomitantly, the regulations would
not impose upon small institutions the
data collection requirements that are
necessary for the general assessment
method applied to other institutions.
This difference in method may be
appropriate because the
disproportionate burden that would be
otherwise imposed on small institutions
does not appear to be necessary to
achieve the purposes of the regulations.
Collection and reporting by small banks
and thrifts of data on the geographic
distribution of their loans may impose
a burden on those institutions
disproportionate to larger institutions.
In addition, small banks and thrifts
often serve geographically compact
communities, so the benefits of
geographic coding and reporting of
loans by such institutions are generally
minimal.

Finally, the streamlined examination
process proposed by the agencies is
designed to measure accurately whether
small banks and thrifts are, in fact,
serving the needs of their entire
communities. In this regard, the
agencies stress that the examinations tor

small banks and thrifts will not be
implemented as de facto exemptions.
Examinations will not be formalities or
simple reviews in which examiners
quickly determine whether institutions
have met the items on a “check list.”
Meaningful examinations, including
reviews of the loan files of small
institutions, will be conducted, but the
burden of the examinations will be
shifted largely from the banks being
examined to the examiners.

Small banks and thrifts would be
defined as independent institutions
with assets of less than $250 million or
institutions with less than $250 million
in assets that are members of holding
companies the total banking and thrift *
assets of which are less than $250
million. Approximately 9% of the
combined assets of U.S. commercial
banks (including development,
industrial and cooperative banks, and
State and federally-chartered savings
barks) are in banks or in bank holding
companies with assets less than $250
million and with a loan-to-deposit ratio
of 60% or higher.

The primary basis for a small
institution's rating would be an
evaluation of its lending record. An
institution would be presumed to
receive a satisfactory rating if it has a
reasonable loan-to-deposit ratio, makes
the majority of its loans locally, has a
good loan mix (makes a variety of loans
to the extent permitted by law and
regulation and lends across income
levels), has no legitimate, bona-fide
complaints from community members,
has not committed an isolated act of
illegal discrimination of which it has
knowledge that it has not corrected fully
or is not in the process of correcting
fully, and has not engaged in a pattern
or practice of illegal discrimination that
it has not corrected fully. In addition, if
an institution is required to report loans
under the HMDA, the institution would
also be required to have a reasonable
geographic distribution of reported
loans.

A small institution that meets each of
the standards for a satisfactory rating
and exceeds some or all of those
standards could receive an overall rating
of outstanding. In assessing whether a
small institution's CRA record is
outstanding, the relevant agency would
consider the extent to which the
institution's loan-to-deposit ratio, its
lending to its service area, and its loan
mix exceed the standards for a
satisfactory rating. In addition, at the
option of the institution, the agency
would evaluate the institution’s record
of making qualified investments and its
record of providing branches, remote
service facilities (RSFs), automated

teller machines (ATMs), and other
services that enhance credit availability
or in other ways meet the convenience
and needs of low- and moderate-income
persons in its service area.

If a small institution failed to meet or
exceed all of the standards for a
satisfactory rating, the relevant agency
would conduct a more extensive
examination of the institution’s loan-to-
deposit record, its record of lending to
its local community, and its loan mix.
The agency would also contact members
of the community, particularly in
response to complaints about the
institution, and review the findings of
its most recent fair lending examination
In addition, at the option of the
institution, the agency would assess the
institution's record of making qualified
investments and its record of providing
branches, RSFs, ATMs, and other
services that enhance credit availability
or in other ways meet the convenience
and needs of low- and moderate-income
persons in its service area.

If a small institution operates in more
than one service area, the relevant
agency would evaluate the institution’s
performance in all of those service
areas.

Plan Assessment Option

Any institution, as an alternative to
being rated under the lending, service,
and investment tests or the assessment
method for small institutions, could
elect to submit for agency approval a
CRA plan with measurable goals against
which its subsequent performance
would be assessed. This plan would be
required to be publicly disclosed and
subject to public comment before
approval. If the agency approved the
plan, it would assess the institution’s
performance to determine if the
institution met or exceeded the plan
goals. If the institution failed to meet or
exceed the preponderance of the
measurable goals set forth in the plan,
the institution’s performance would be
evaluated under the applicable tests or
standards described above. Assessment
under a plan would not relieve an
institution from its obligation to report
data on the geographic distribution of its
loans.

Definition of Service Area

The geographic areas surrounding
each office or group of offices in which
a retail institution (including a small
institution) makes most of its direct
loans would be used to define its service
areas. A rebuttable presumption would
exist that an institution's service area is
acceptable if it is broad enough to
include low- and moderate-income
areas, and does not arbitrarily exclude
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low- and moderate-incems ereas. For
example, service areas defined by the
institution to include the areas around
branches in which it makes a substantial
portion of its loans and all other areas
equidistant from the branches would
normally be acceptable. Institutions
would not be evaluated on the method
they use to delineate their service areas.
Wholesale and limited-p

institutions would not have to define
service areas.

A retail institution would generally
have multiple service areas if it serves
significant areas across state or
metropolitan boundaries. An institution
could have multiple service areas
within one met;:golitan area, and
service areas need not necessarily be
coterminous with metropolitan
statistical area or state boundaries.
However, a service area generally
should not include more than one
metropolitan statistical area and should
not include both a metropolitan
statistical area and a rural area.

Data Collection and Reporting

In addition to data already collected
under the HMDA and the agencies’ fair
housing data collection requirememnts,
institutions that do not elect or are not
eligible for the small institution
streamlined assessment method would
be required to collect and report to the
agencies data on the geographic
distribution of their home mortgage,
consumer, small business (including
small farm) loan written applications,
application denials, originations and
purchases. In the case of a retail
institution that elected to count its
attributable indirect loans for its lending
test, data would have to include reports
on attributable indirect loans {including
loans made outside low- or moderate-
income areas). Data on small business
loans would be reported in four
categories based on the sales volume of
the business. Data on the race and
gender of borrowers would not be
required to be collected and reported,
except to the extent such data are
required by current law. Data would
have to be reported in summary form
(see appendix A) and would have to be
submitted to the agencies by January 31
of the calendar year following the
calendar year for which the data were
collected. These data would be used by
the agencies to make the calculations
under the lending test and would be
made available to thg public.

Home mortgage loans would be
defined to include all mortgage loans
reportable under HMDA end its
implementing regulations. These
include closed-end purchase and
improvement loans (including

refinancings) for single family, 1—4
family, and multifamily housing.
Institutions already covered by HMDA
would not be required to collect any
additional information on their home
mortgage loans but would be required to
submit home mortgage data in summary
form by the January 31 deadline.
Institutions not now covered by HMDA
would have to collect and report the
summary home mortgage data required
by the proposed CRA regulations but
would not have to repart home mortgage
data in the detail required by HMDA.
Reporting of open-end home equity
lines of credit is not required under
HMDA and would not be required
under the proposed regulations, because
the burdens o?collectjon and reporting
appear to outweigh the associated
benefits.

Consumer loans are defined to
include all closed-end loans, secured
and unsecured, extended to a natural

on primarily for personal, family, or
ousehold purposes, except for credit
card loans and motorized vehicle loans
and those loans included in the
definition of home mortgage loans.
Consumer loans also would not include
open-end credit lines.

The agencies have not proposed to
require collection and reporting of data
on open-end credit lines, credit card
loans, and moterized vehicle loans
because the burdens associated with
collection and reporting of the data
appear to outweigh the associated
benefits. The legislative history of the
Community Reinvestment Act-reveals
that Congress was primarily concerned
with the availability of home mortgage
loans and small business loans. In
addition, collection of data on revolving
credit (including credit card loans) and
automobile loans is particularly
burdensome given the nature of those
loans.

Documentation and Disclosure

Every institution would have to make
available for public inspection a file
with all signed, written comments from
the public that it has received for the
past 2 years, its performance data for
that period, maps of its service areas
and lists of the census tracts or block
numbering areas that make up each
service area, and a copy of the public
section of its most recent CRA
Performance Evaluation. If an
institution elected assessment under the
plan option, it would be required to
include in the public file a capy of its
plan. Copies of information in the
public file would be required to be
made available at cost to members of the
geuhlic on request. The public file would

required to be maintained at the

institution’s main office. Materials
relating to a given service ares would
also be required to be maimained at
each branch in that service area. Every
institution would have to post in the
public lobby of every branch a netice of
its CRA obligation and the public’s
ability to comment on and review data
concerning that performance.

Publication of Examination Schedule
and Public Comment

The proposed regulation provides that
the agencies will publish a list of the
institutions which are scheduled to
undergo CRA examinations in the next
calendar quarter. The list would be
published at least 30 days in advance of
the quarter and would contain the
names of the institutions that have been
scheduled for a CRA examination in
that quarter. Members of the public
would be invited to submit comments to
the appropriate agency regarding the
CRA performance of any institution
whose name appears on the list. If
received prior to the start of an
examination, those comments would be
taken into consideration during the
examination in addition to any
comments already in the institution’s
public CRA file. As the precise timing
of any particular examination, including
the length of time any particular
examination takes to complete, cannot
always be accurately judged, members
of the public would be urged to submit
their comments as soon as possible after
the list of institutions is published.
Additionally, the agencies would urge
all interested members of the public to
file comments with institutions
regarding their CRA performance on an
ongoing basis and not to wait until any
particular institution has been
scheduled for a CRA examination to file
comments either with the institution
itself or the appropriate agency. This is
especially important as from time to
time it might be necessary or advisable
for the agencies to conduct a CRA
examination of an institution which had
not been previously scheduled to
receive an examination that quarter. In
short, the fact that an institution’s name
does not appear on the published list
would in no way preclude the agencies
from conducting a CRA examination.
Applications

The CRA requires the agencies to
consider the CRA performance record of
an insured depository institution in
considering applications by the
institution for a deposit facility.
Applications for a deposit facility
include applications to charter a bank or
Federal savings association, to obtain
Federal deposit insurance, to establish
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or relocate a branch office or ATM, and
to acquire another insured depository
institution or its assets. The agencies
propose in the regulation to explain
how CRA ratings achieved through
performance-based examinations will be
considered in these applications.

Under the proposal, the CRA
examination rating would continue to
be an important and often controlling
factor in assessing the CRA aspect of an
application, including where
appropriate the convenience and needs
factor. The CRA examination rating is
not conclusive, however, and the
proposal recognizes that other
information related to CRA performance
and the convenience and needs of
communities, including information
collected through public comment and
through periodic and special reports, is
also relevant and must be considered.

As proposed, an “outstanding” rating
generally would result in a finding that
the CRA aspect of the application is
consistent with approval of the
application and would receive extra
weight in reviewing the application. A
“satisfactory” rating generally would
result in a finding that the CRA aspect
of the application is consistent with
approval of the application. A “needs to
improve” rating generally would be an
adverse factor in the CRA aspect of the
application, and absent demonstrated
improvement in the bank's CRA
performance or other countervailing
factors, generally would result in denial
or conditional approval of the
application. A “substantial
noncompliance” rating generally would
be so adverse a finding on the CRA
aspect of the application as to result in
denial of the application.

In addition to consideration of CRA
performance in the application process
and use of their general enforcement
powers (which could include issuing
cease and desist orders or imposing civil
money penalties), the agencies plan to
use the frequency of CRA examinations
to provide incentives for strong
performance. Institutions with
outstanding ratings will generally be
examined less frequently than the
average institution, and institutions
with less than satisfactory ratings will
generally be examined more frequently.
Of course, other factors, such as an
institution’s financial condition, will
also affect the frequency of
examinations. The agencies believe that
linking examination frequency to
performance makes sense not only
because it provides an incentive for
strong performance but also because it
reflects a sensible allocation of the
agencies’ limited examination resources.

Transition

Under the proposed regulations, the
data collection and reporting
requirements will go into effect july 1,
1994 for all institutions that are required
under the regulations to collect and
report data. Data collected from July 1,
1994 through December 31, 1994 would
be required to be reported to the
agencies no later than January 31, 1995.
Thereafter, institutions would be
required to collect the data on an annual
basis and to report the data no later than
January 31 of the following year.

Evaluations based upon the new
assessment standards could begin by
April 1, 1995, by which time sufficient
data will have been collected and
analyzed to accommodate the
quantitative analyses contemplated by
the regulations. However, the agencies
anticipate that financial institutions
may need time to adjust to the new
approach. Therefore, from April 1, 1995
to July 1, 1995, an institution could
elect to be evaluated under the
standards that were in place under the
old system rather than the new
standards. After July 1, 1995, the new
standards would be mandatory except
that, until April 1, 1996, an institution
showing good cause could request
evaluation under the old standards. An
institution could also elect to be
evaluated under a strategic plan during
the transition period. However, as
would be the case whenever an
institution elects evaluation under the
plan option, the institution would have
to submit the strategic plan at least 3
months prior to the plan’s proposed
effective date. The purpose of this
requirement is to allow the agencies
sufficient lead time to review, assess,
and determine whether to approve the

lan.

5 Finally, the agencies are concerned
that some institutions may have
difficulty adapting to the new
assessment standards and that such
institutions may, despite clear efforts to
the contrary, find that their first CRA
rating under the new standards is
substantially below their most recent
rating under the old system. The
proposed regulations provide a
reasonable accommodation for
institutions that find themselves in that
situation. If an institution's first rating
under the new standards is more than
one category below the institution’s last
rating under the old standards, the
agencies would not disapprove any
corporate application nor take any other
enforcement action against the
institution based on that lower rating if
the agencies determined that the drop in
the institution’s rating occurred despite

the institution's good faith efforts to
perform at least satisfactorily under the
new standards.

Review

The agencies recognize that the
proposed regulations represent a
dramatic change in existing practices
and that cautious administration is
therefore required. Consultation by
financial institutions with the agencies
on compliance with the new standards
and procedures will be encouraged, as
will liberal use of agency appeals
processes. The supervisory agencies will
engage in an internal review of the
effectiveness of the new regulations.
The agencies contemplate
reconsideration of the regulations to
improve their effectiveness within the
next several years. The agencies intend
for the proposed regulations to require
demonstrated performance but to
impose as little unnecessary compliance
burden as possible, and the agencies
will review the regulations to determine
whether they are advancing these goals.

Other Efforts

In addition to this rulemaking, the
agencies will work together to improve
examiner training and to increase
interagency coordination regarding
application of standards, performance of
examinations, assignment of ratings,
and use of enforcement tools. The
agencies will work together to make
examinations as short in duration as
possible, to minimize unnecessary
compliance burden, and to ensure
consistency and reliability in the rating
process.

The agencies will also work together
to improve public access to data
collected pursuant to HMDA and the
proposed regulations. To that end, the
agencies will strive to make the
summary data reported under the
proposed CRA regulations available to
the public as soon as possible. The
Federal Reserve Board will also strive to
make HMDA data available by May 30
of the year following the year for which
the data are submitted.

CRA Loan Data Format

The agencies are proposing a common
CRA Loan Data Format, included in
each regulation as appendix A. That
common format appears at the end of
this preamble, but would be published
with each agency’s regulation if this
proposal is adopted as a final rule.

Specific Areas for Public Comment

Comment is invited on all aspects of
the proposal. In addition to general
comments, the agencies request
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comments on the following particular
issues:

(1) Are the lending, service, and
investment tests meaningful and
workable? Is the appropriate weight
given to each of the three tests in
determining the composite rating?
Should numbers or ratios be substituted
for the descriptive quantitative terms
used in the various rating levels under
the three tests? If so, what should they
be?

(2) Should “indirect loans”, or loans
made by entities in which a bank or
thrift has made an investment, be
included in the lending test as

roposed? Is the treatment of “indirect
oans” meaningful, workable, and
effective?

(3) Should the quantitative measures
used in the lending, service, and
investment tests be expanded to include
a broader array of performance
measures? If so, what would those
additional measures include?

(4) Should banks and thrifts be

rmitted to elect to be evaluated on the

asis of their performance relative to an
approved CRA plan? Is the regulation
sufficiently clear about the bases upon
which agencies would approve a
proposed plan?

(5) Are the provisions of the

compliance with the community
reinvestment obligation of regulated
banks and thrifts appropriate? Is the
community reinvestment obligation
appropriately stated?

(6) Should the performance of
affiliates be considered in CRA
examinations of a regulated bank or
thrift? Should the performance of
affiliates be considered in decisions on
corporate applications filed by a bank or
thrift?

(7) Does the formulation of the
regulation strike an appropriate balance
between the need of institutions for
certainty in the evaluation system and
the need for the flexibility to reflect
individual institutions’ service
capabilities and the credit needs of
particular locales? Will this proposal
result in a clearer, more objective
evaluation scheme? If sufficient
certainty and objectivity are not
achieved, what adjustments should be
made?

(8) Are the data collection provisions
under the proposed regulation
warranted and are the appropriate data
collection elements called for? What
adjustments should be made to the data
collection provisions? What costs will
be imposed and what benefits derived
from the data collection provisions?

If you operate a financial institution,
how much time do you now devote to
compliance and how much time do you
anticipate the proposed regulations
would require that you devote? (Please
indicate the size of your institution
when answering.) How might
compliance costs be reduced consistent
with the regulatory and statutory
objectives?

(10) What analytical or computational
problems, if any, result from the fact
that this proposal requires calculation of
relevant ratios under the lending test
using only the loans made by
institutions that would be required by
the proposal to report their lending,
rather than loans made by all lenders in
the relevant markets? How should the
regulation be adjusted to deal with any
such problems?

(11) Are there other approaches to
changing the CRA regulations that
would be more beneficial and cost
effective, and that would achieve the
goals of this reform effort? If so, what
alternative approach should be
considered and what would its elements
be?

Text of Proposed Common Appendix
The text of the proposed common

regulations on the circumstances under (9) How would the proposed changes appendix appears below:
which the agencies would use their affect the amount of time that financial ~ Appendix A to Part —CRA
enforcement authority to promote institutions spend on CRA compliance? Loan Data Format
PART A.—LOANS TO SMALL BUSINESSES
[Total sales <$250M]
Total # of . | Total # of app. de- | Total # of A $ amount Total # & $ pur- Indirect loans #
Census tract/ e ual:pp mv:gps pmvedap. chasedw and $ amount
area Govt. Other Govt. Other Govt. Other Gowvt. Other Govt. Other Govt. Other
¢t S|+ S|+ S| S
PART B.—LOANS TO SMALL BUSINESSES
[Total sales <$250M but <$1MM]
Total # of . | Total # of app. de- | Total # of 3 $ amount Total # & $ pur- Indirect loans #
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PART C.—LOANS TO SmaLL ‘BUSINESSES
{Total sdles <SWM But<S10MM]
i Foal#ofapps. { Totsi® of app. de-{ Total# olapps. | §eameurtap- Totsl # & $pur- | Indirectfoans #
Censuss tract/ nials proved chased y ‘and §-amount
block nundbering ] 2
Srom { sont Other Gowut. Other Govt. Other Gowt. Other Gowt. Other Gowt. Other
J " ¢t S$S|® S$]*# S)e¢ B
E ! ------------- j .......................... ] 1
3
PART D.—LOANS TO SMALL BUSINESSES
[Total sales >$10MM with <500 employees]
Total % of apps. Total # of . de- | Total # of apps. $ amount : Total # & $ pur indirect loans #
Census tract/ ] ; > malgpp approved provedap chased and $ amount
aren Gowt. Other | : ! 4 Gowt. Other Gowt. Other
Govt. Other Govt. Other Gowut. Other t sS|# s]a sie s
2 1 1
N
F E
r - )
CONSUMER LoANS
1 Totai#ofapps. | Totm ¥ of app.de- | Tommi#afapps. § 9 amountap- TJotal # &S pwr- 1 ndirect toans +
Census tract/ - nials 4 3 proved chased { and$ amount
: Gowt. ‘ Other Gowvt. Qther Gowvt. Other
area 4 Y .
3 ] Gowvt. Othver A Gowvt. Other A Gout. 4 Other ¥ s 1 5 s ¥ s ) s
1 ! ]
) { ] i
i 4 L
SmaLL FARM LOANS
Total # of apps. | Total # of app. de- | Total # of apps. Samountap- | Total # & $ pur- Indirect foans #
Census tract - nials approved proved chased 1 and $ amoant
blotk numbernng
_— Got. | O | Gow. | Oter | Govt. | Other | Govt | Omer | S0ty | Dheq | Bovty 1 Omey
| 4 1
PART A—HOME PURCHASE L 0ANS
{Loans on 1-to-4 famity dwetlings]
Total # ofapps. | Total # of app. @e- | Total # of apps. $ amount { Total # & $ pur- Indirect toans #
Census tract ; nials : approved provedap. ] chased 1 and $ amousnt
- Govt. . Other ] Govt | Other { Gowd. | Other
m = R e ~ -
: Gm~om-momemom‘,s,s,s,s

E

Y RE 0™
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PART B.—HOME IMPROVEMENT LOANS
[Loans on 1-t04 family dwellings]
Total # of apps. | Total # of app. de- | Total # of apps. $ amount ap- Total # & $ pur- Indirect loans #
Census tract/ nials approved proved chased and $ amount
b Gowvt. Othe Govt. Other Gowvt. Other
area r
Gowvt. Other Govt. Other Govi. Other | ," g | & $|2» s$|s s
PART C.—REFINANCING
[Home purchase or home improvement 1-to-4 family dwellings]
Total # of apps. | Total # of app. de- | Total # of apps. $ amount ap- Total # & $ pur- Indirect loans ¥
Census tract/ nials approved proved chased and $ amount
block numbering
area Govt. | Other | Govy | Other | Govt | Other | Gow Otiier | Sovt | Jeee | 2ok | o=
PART D.—MULTIFAMILY DWELLING LOANS
[Home purchase, home improvement and refinancings)
Total # of apps. Total # of . de- | Total # of apps $ amount ap- Total 4 & $ pur- Indirect loans #
Census tract/ malgpp approved proved chased and $ amount
block numbering
won Govt | Other | Gow | Other | Govt. | Other | Govt | Other o | DL 1 OO | e
Paperwork Reduction Act satisfying the credit needs of their The collections of information in this

OCC: The collections of information
contained in this notice of proposed
rulemaking have been submitted to the
Office of Management and Budget for
review in accordance with the
Paperwork Reduction Act of 1980 (44
U.S.C. 3504(h)). Comments on the
collections of information should be
sent to the Comptroller of the Currency,
Legislative, Regulatory, and

. International Activities, Attention:
1557-0160, 250 E. Street, SW.,
Washington, DC 20219, with a copy to
the Office of Management and Budget,
Paperwork Reduction Project (1557—
0160), Washington, DC 20503.

. The collections of information in this
proposed regulation are in 12 CFR
25.11, 25.12, 25.13, and 25.14. This
information is required to evidence
national bank efforts in satisfying their
continuing and affirmative obligation to
help meet the credit needs of their
communities, including low- and
moderate-income areas.

This information will be used to
assess national bank performance in

communities and in evaluating certain
corporate applications. The likely
respondents/recordkeepers are for-profit
institutions including small businesses.

The estimated annual burden per
respondent/recordkeeper varies from six
to 90 hours, depending on individual
circumstances, with an estimated
average of 18 hours.

There will be an estimated 532
respondents averaging two hours and
3,450 recordkeepers averaging 16 hours.

Board: In accordance with section
3507 of the Paperwork Reduction Act of
1980 (44 U.S.C. 3504(h)), the Federal
Reserve Board will review the proposed
collection under the authority delegated
to the Board by the Office of
Management and Budget after
consideration of comments received
during the public comment period.
Comments on the collections of
information should be sent to William
W. Wiles, Secretary of the Board, Board
of Governors of the Federal Reserve
System, Washington, DC 20551.

proposed regulation are in 12 CFR
228.11, 228.12, 228.13, and 228.14. This
information would be required to
evidence the efforts of banks in
satisfying their continuing and
affirmative obligation to help meet the
credit needs of their communities,
including low- and moderate-income
areas. This information will be used to
assess banks’ performance in satisfying
the credit needs of their communities
and in evaluating certain applications.

Approximately 873 banks would be
subject to recordkeeping requirements
under the proposed regulation; 274 of
them (respondents) would also be
subject to reporting requirements. It is
estimated that the annual burden per
bank under these requirements will vary
from 6 hours to 250 hours, including
time to maintain the public disclosure
file under existing rules and to review
instructions, gather and maintain the
new data needed and complete the
information collection under the
proposed rules.
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FDIC: The collections of information
contained in this notice of proposed
rulemaking have been submitted to the
Office of Mamagement and Budget for
review in accosdance with the
Paperwork Reduction Act of 1980 138
U.S.C. 3504(h)). Commentson the
sent to the Office of Management and
Budget, Paperwork Reduction Project
(3604-0092), Washiagten, DC 20503,
with copies ef such comments to be sent
to Steven F. Hanft, Office of the
Executive Secretary, room F—453,
Federal Deposit Insurance Corporatian,
550 17th Street, NW., Washington, DC
20429.

The collectian of information
requirements in this proposed
regulation are found in 12 CFR 345.11
through 345.14 and concern alternative
assessment methods, including the
option of being assessed accarding to a
strategic CRA plan; the delineation of
the institution’s service area; the
collection, reporting and disclosure of
specified data on the bank’s home -
mortgage, consumer, small business and
small farm loans; and the maintenance
of a public CRA file.

This snfarmation is required to
evidence efforts of fmancial institutions
in satisfying their cantinuing and
affirmative obligation to help meet the
credit needs of their communities,
including low- and moderate-income
areas. It will be used to assess an
institution’s performance in satisfying
the credit needs of its communities and
in evaluating certain corporate
applications.

The kikely respondents/recordkeepers
are for-profit financial institutions,
including small businesses.

The estimated ammual burden per
respondent/racordkeeper varies from six
to 90 hours, depending on individual
circumstances, and whether.an
institution qualifies as.a small
institution. The estimated average
burden is 18 hours. There will be an
estimated 645 respondents averaging
two hours and 7,300 recordkeepers
averaging 16 hours.

OTS: The cellections of information
contained in this notice of proposed
rulemaking have been submitted to the
Office of Menagemenmt and Budget Tor
review in socerdance with the
Paperwork Reductien Act of 1980 (44
U.SL. 3504(hj). Cormments on the
collections of informatiea should be
sent to the Office of Management and
Budget, Paperwork Reduction Project
11556-0012), Washington, &C 20503,
with copies tothe Office of Thrift
Supervision, 1760°G Street, NW.,
Washington, DC 20552.

The caliectisns of iniformation in This
proposed regulatian are.in 12 CFR
563e.11, 563e.12, 563e.13 and 563e.14.
This infermation is required to evidemce
savings association efforts in satisfying
their continuing and affirmative
obligation to help meet the credit needs
of their communities, including low-
and moderate-income areas.

This information will be nsed to
assess savings association performance
in satisfying the credit needs of their
communities and in evaluating certain
corporate applications.

e likely respondents/recordkeepers
are for-profit savings associations,
including small businesses.

The estimated annual burden per
respondent/recordkeeper varies from six
40 90 hours, depending on individual
circumstances, with an estimated
average of 18 hours. There will be an
estimated 450 respondents averaging
twe hours and 1,800 recordkeepers
averaging 16 hours.

Regulatory Flexibility Act

OCC: 1t is hereby certified that this
proposed rule, if sdopted s a final rule,
will not have a significant economic
impact on a substanfial mumber of smail
banks. Accordingly, a regulatory
flexibility analysis is not required. This
praposal would enable most small
‘banks to avaid the data collection
requirements in part 25 and will
encourage greater small business
iending by banks of all sizes.

Board: i); is certified that this
proposed rule, if adopted as a final rule,
will not have a significant economic
impact on a substantial nusarber of small
banks. This p would enable most
small banks to avoid the data collection
requirements m part 228 and will
encourage groater small business
lending by {finarcial institutions of all
sizes. Accordingly, a regulatory
flexibility analysis is not ired. .

FDIC: 1t is hereby oertiﬁﬁuthm this
proposed rule, if adopted as a final sule,
will not have a significant economic
impact on a substantial number of small
banks. This proposal would enable most
small banks to avoid the data collection
requirernents in part 345 and will
encourage greater small business
lending by financial institutiens ef all
sizes. Accordingly, a regulatory
flexibility analysis is ot required.

OTS: It is hereby certified 'that this
proposed rule, if adopted as a final rule,
will net have a significant economic
impact on a substantial rumber of small
savings asseciatiens. This proposal
provides an altermative moans of
evaluating a small 'savings aesocigtion’s
CRA requiremesits that would erdble
most such savings associetions to aveid

the data collection requirements in part
563e and will encourage greater small
business lending by savings associations
of all sizes.

Execufive Order 12866

OCC: It has been determined that this
document is a signi
action. The proposal would clarify
existing requirements and would
exempt small banks fram many aof the
requirements in part 25. Further, the
proposal will encourage greater small
business lending by banks of all sizes.

OTS: It has been determined that this
document is a significant regulatory
action. The proposal sets forth a more
focused and streamlined method of
evaluating savings associations’
compliance with existing statutory
requirements; moreover it would
exempt small savings associations from
many of the requirements in part 563e.
Further, the proposal will encourage
greater small business lending by
savings associations of all sizes.

List of Subjects
12 CFR Part 25

Community development, Credit,
Investments, National banks, Reporting
and recordkeeping requirements.

12 CFR Part 228

Banks, Banking, Community
development, Credit, Investments,
Reporting and recordkeeping
requirements.

12 CFR Part 345

Banks, Banking, Community
development, Credit, Investments,
Reporting and recordkeeping
requirements.

12 CFR Part 563e

Community development, Credit,
Investments, Reporting and
recordkeeping requirements, Savings
associations.

Adoption of Proposed Common
Appendix

The agency specific proposals to
adopt the common appendix, which
appeass in the common preamble, are
set farth below:

Authority and Issuance

OFFICE OF THE COMPTROLLER OF
THE CURRENCY

12 CFR Chapler |

For the reasons set.out in the
preamble, the Office of Comptroller of
the Currency propesesito amend 12 CFR
chapter ! 'as set-forth belew:
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1. Part 25 is revised to paad as follows:

PART 25—COMMUNITY
REINVESTMENT ACT REGULATIONS

Sec.

25.1 Authority and OMB contrel number.
25.2 Communmity reinvestment abligation.
25.3 Purposes.

25.5 Definitions.

25.6 Assessment standards — summary.

25.7 Lending Test.

25.8 Investment Test.

25.9 Service Test.

25.10 Composite ratings.

25.11 Alternative assessment methods.

25.12 Service area — detinestion.

25.13 Loan data— collection, seperting, and
disclosure.

25.14 Public file and-disclosure.

25.15 Public notice by banks.

25.16 Publicatian of planned examination
schedule.

25.17 Effect of ratings — corporate

applications.
25.18 Transition ruies

Appendix A to Part 25—CRA Loan Data
Format

Authority: 12 U.S.C. 21, 22, 28, 27, 30, 36,
93a, 161, 215, 215a, 481, 1814, 1816, 1818,
1828(c), and 2901 through 2807.

§25.1 Authority and OMB control number.
(a) Authority. The autherity for this
part is 12 US.C. 21, 22, 28, 27, 30, 38,
93a, 161, 215, 215a, 481, 1814, 18186,
1818, 1828(c), and 2901 ﬂmmgh.ZDOl
(b) OMB control aumber. The
collection of information requirements
comtained in this part were approved by
the Office ef -and Budget
under OMB control number 1557-0160.

§25.2 Community reinvestment obligation.

‘National banks have a confinuing and
affirmative obligation to help meet the
credit needs of their communities,
including low- and moderate-income
areas, consistent with safe and sound
operations.

§263 ‘Purposes.

The purposes of this part are to
implement the commumity reinvestment
obligation of national banks; to explain
how the Office of the Comptroller of the
Currency (OCC) assesses the
performance of natienal banks in
satisfying the community reinvestment
obligation; and to describe how that
performance is taken #mto account in
certain cerporate epplications.

§25.4 Scape.

§) General. This part applies toall
insured metional banks that are in the
business of extending credit to the
r-hlk. incheding wholesale and

imi banks.
in lending

{b) Banks not eng
activities. This part does not apply te

bamks that engage solely in the
correspondent bawking besiness, trast
company business, or the business of
acting as 8 clearing sgent. Sach
institutions, ahhm they are chartered
as banks, do not perform conrmercial or
retail banking services and do rot
extend credit to the pohiic for their own
account.

(c) Federal branches and agencies. As
provided in § 28.102 of this chapter, this
Fart does nat apply to Federal agencies,
imited Federal branches, and
uninsured Federal branches. However,.
thés part does apply %o insured Federal
branches. References in this part 10
*“head office™ mean, in the case of
insured Federal branches of foreign
banks, the principal branch withia the
Uaited States. The *‘service area” of an
insured Federal branch refers to the
commanity -or cominunities located
within the United States served by the
branch as described in § 25.12. The
phrase “office or group of -offices™ refers
to insured branches looated within the
United States.

(ATMs) means immobile, sutemated,
unstaffed banking facilities at which
depusits are received, checks paid, or
m lomt. )

(b) Branches means staffed banking
facilities {shared or washared) with a
fixed site st wisich deposits are received
or checks peid ar moaey temt, inclnding
mini-branches ia stores ar

loans extended to a natural persom
Enma;d{db pers uhniy ar

ousehold purposes, i does aot
include home ioans as defined
in paragraph (e) of this section, credit
card loans, ar motor vedscle doans.

(d) Geographies sweans census tracts
or block numbering areas.

4e) Home mertgage loans means
closed-end ioans that are loans
as defined in section 363(1) of the Home
Mortgage Disclosure Act (HMDA) (12
uscC mz(lﬁ.nnd tmplementing

5; m dm:mnm mBans
discrimination on a prohibited basis as
set ferth in the 00&
Opportenity Act, 15 1LS.C. 1891
theosigh 16817, or the Fair Houwsing Act,
42 11.S.C. 3601 throngh 3619.

(g) indirect icans means loens made
indirectly by lh-kw
participation in comsortizm in
which lenders pool their resources, by

subsidiaries of the bank, by aon-
chantered xffilistes funded by the bank,
or by lawful investments in or with
commanity development .and affordable
housing tenders, women-owned or
minority-ewned financial institutions,
low-income credit unions, and others
that lend to low- and moderate-income
geographies and individuals.

th) Loans er investinents benefiting
low- end moderate-incoime geographies
or persons means loans or investments
where the proceeds are provided to,
invested in, used by or otherwise
directly benefit—

- (1) Persons that reside in iow- or
moderate-income geographies or have
low or moderate incomes;

(2) Businesses located in low- or
moderate-income geographies or
employing mostly persons residing in
such geographies;

(3) Non-profit organizations docated in
low- or modeme-meome geographies or
providing services mainly o pexsons
residing in such geographies; o

13) Construction or renovatim of
facilities located in low- or moderate-
inoame geographies or providing
services mminly o persons residing in
such geographies.

{i) Low- and moderate-iacome
geographies means geogra phiu where
the median family income is less than
80% wof the maedian family incems for
the Metropolitan Statistical Area {MSA)
or (in the case of geographies outsidea
MSA) dess thaa 80% efithe nos-
metropol.uanm amedian family
income far the stete in which the

y is lecated.
(1) Low-incame geagrapihies means
hies whese the median family

income is less then 50% of the median
family incame for the M itan
Statistical Area {MSA) ar {in the case of
geographies outside a MSA) less than
50% wof the nen-metropalitan state-wide
median family income far the state in
which the geography is located.

12) Modenate-income goographies
means geagrephies where the median
family income is at least 56% and less
than 80% of the median family income
for the Metrepolitan Statistical Area
(MSA) or (in the case of geographies
outside a MSA) at least 50% and dess
than 30% of the non-metropalitan state-
wide medien family income for the state
in which the geagraplvy is located.

() Reportabie loans mesns home
mortgage oans, corsumer loans, and
loans te small businesses and smali
farms.

(k) Retail banks means insured hanks
that are in the business of extending
credit to 1he pathiic snd thatmeke a
significant amownt of vepartable dcans.
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(1) Small banks means—{1)
Independent banks with total assets of
less than $250 million; or

(2) Banks with total assets of less than
$250 million that are subsidiaries of a
holding company with total banking
and thrift assets of less than $250 -
million.

(m) Small businesses means private
for-profit organizations that had for the
calendar or fiscal year preceding the
making of the loan—

(1) Average annual gross receipts of
less than $10 million for a concern
providing services; or

(2) Up to 500 employees for a
manufacturing concern.

(n) Small farms means private
organizations engaged in farming
operations with average annual gross
receipts of less than $500,000 for the
calendar or fiscal year preceding the
making of the loan.

(o) Wholesale and limited-purpose
banks means insured banks that are in
the business of extending credit to the
public but make no significant amount
of reportable loans.

§25.6 -Assessment standards—summary.

(a) Except for banks assessed under
the special standards of § 25.11, the
OCC assesses a bank’s CRA performance
as described in this section. The OCC
reviews, among other things, the bank'’s
CRA public file and any signed, written
comments about the bank’s CRA
performance submitted to the bank or
the OCC. In assessing a bank’s CRA
performance, the OCC considers
whether the bank is helping to meet the
credit needs of its entire community. In
examinations, however, the OCC pays
particular attention to the bank’s record
of helping to meet the credit needs in
low- and moderate-income geographies.
That record is primarily evaluated using
three measures: the Lending Test .
(described in § 25.7), the Investment
Test (described in § 25.8) and the
Service Test (described in § 25.9). Based
on these separate assessments, the OCC
assigns the bank one of four overall
composite ratings as described in
§ 25.10. The four composite ratings are
Outstanding, Satisfactory, Needs to
Improve, and Substantial
Noncompliance.

(b) The composite ratings reflect the
extent of compliance or noncompliance
with the community reinvestment
obligation described in § 25.2. A bank
that receives a composite rating of
Substantial Noncompliance shall be
subject to enforcement actions pursuant
- 1012 U.S.C. 1818.

(c) This part and the CRA do not
require any bank to make loans or
investments that are expected to result

in losses or are otherwise inconsistent
with safe and sound operations.
However, banks are permitted and
encouraged to develop and apply
flexible underwriting standards (that are
consistent with safe and sound
operations) for loans that benefit low-
and moderate-income geographies or
individuals.

§25.7 Lending Test.

(a) Summary. The Lending Test
evaluates primarily whether a retail
bank is making loans in low- and
moderate-income geographies as well as
to wealthier geographies. The test
examines direct lending by the bank
itself and, if the bank elects, indirect
lending to the extent permitted by this

art.
; (b) Standards. The OCC rates a bank’s
lending performance in a service area
under the following rebuttable
presumptions.

(1) Outstanding. Subject to rebuttal,
the OCC presumes a bank is lending in
an outstanding fashion if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area
significantly exceeds its market share of
reportable loans in the remainder of its
service area; and

(ii) Either:

(A) It has made a significant amount
of reportable loans in the vast majority
of the low- and moderate-income
geographies in its service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a substantial
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude low- and
moderate-income geographies from its
lending).

(2) High Satisfactory. Subject to
rebuttal, the OCC presumes an
institution is lending in a high
satisfactory fashion if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
at’least roughly comparable to its market
share of reportable loans in the
remainder of its service area; and

(ii) Either:

(A) It has made a significant amount
of reportable loans in most of the low-
and moderate-income geographies in its
service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a very significant
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude low- and
moderate-income geographies from its
lending).

(3) Low Satisfactory. Subject to
rebuttal, the OCC presumes a bank is
lending in a low satisfactory fashion if—

(i) The bank's market share of
reportable loans in low- and moderate-
income geographies in its service area is
at least roughly comparable to its market
share of reportable loans in the
remainder of its service area; and

(i) Either:

(A) It has made a significant amount
of reportable loans in many of the low-
and moderate-income geographies in its
service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a significant
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude low- and
moderate-income geographies from its
lending).

(4) Needs to Improve. Subject to
rebuttal, the OCC presumes a bank
needs to improve its record under the
Lending Test if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
less than, and not roughly comparable
to, its market share of reportable loans
in the remainder of its service area; or

(ii) It has made reportable loans in
only a few of the low- and moderate-
income geographies in its service area,
and reportable loans to low- and
moderate-income geographies in its
service area represent an insignificant
percentage of its reportable loans in its
service area.

(5) Substantial Noncompliance.
Subject to rebuttal, the OCC presumes a
bank is in substantial noncompliance
with the Lending Test if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
significantly less than its market share
of reportable loans in the remainder of
its service area; and

(ii) It has made very few, if any,
reportable loans in the low- and
moderate-income geographies in its
service area.

(c) Method of computation—(1)
General. For purposes of the Lending
Test, the OCC, rather than the bank, is
responsible for making the
computations. The OCC bases such
computations upon the bank's reported
loan data required under § 25.13 and the
aggregate reported loan data supplied by
the Federal financial supervisory
agencies. In making lending test
computations, the OCC measures market
share, amount of loans, and percentage
using both volume of loans and number
of loans.
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{2) Market share. The OCC compates
market shase for wolume and number of
loans for each type of reportable Joans:
Horase mertgage ioans, cemsumer loaas,
and small business and farm loans. The
OCC awards an ovelgf:l" market ghare
performancs rating after weighing each
lmtd‘:g :dsmd tahl:ased oa such factors
as L commaunity
served, the bank’s capabilities and bemg
business pians, and the degree %0 which
the bank’s performance with respect to
one of the ioan categories, in fact,
balances or compensates for its
performance under another category.

(d) Adjustments. {1) The OCC may
increase a bank’s lending rating if the
bank participates in a program for giving
farther reviews to }ean applications that
would otherwise be dented. More credit
will be given for such a program if #t is
done in conjunction with a community
organization in such a way that the
organization either participates in the
review or offers applications from low-
and moderate-income individuals that
the bank will consider for credit. The
OCC may also increase the rating if the
bank has made a substantial amommt of
loans requiring creative or innovative
underwriting fwhile maintaiming a safe
and sonnd guatity) or loans for which
there is particular need, such as loans
far multifamily housing construction
and rehabiiitation, joans to start-ups,
very small businesses or co
development organizations or facitities
and loans to very tow-income
individuals and areas. The OCC will
also consider favorably in reaching a
rating loans made to third parties, such
as community development
organizations and intermediaries, that
make loans or facilitate lending in low-
and moderate-income geographies, even
if the loans by the bank are not
reportable under this part, are not made
to third parties in the bank’s service
area, or are made to third parties that
serve service areas other than the
bank’s.

(2) In exceptional cases, the OCC may
reduce a rating achieved under this
section if it concludes that the
quantitative measures in this section fail
to reflect the bank’s actual record of
lending to low- or moderate-income
individuals or geographies.

(e) Indirect lending. (1) If the bank
elects, the OCC will attribute to a bank
its reported attributable indirect leans.

(2) In the usual case, the indirect
loans attributable to a bank equal the
bank’s ,pamamage share [based on the
level of the bank’s investment or

partici n) of each 1oan made
dxmugg‘d:zenmymwhmh:hebmk
has invested or participated.

(3) At the option of all investing er
participating institutions, an alternative
method of attributing loans among the
investing or participating institutions
may be established. In no case, howevar:

{i) May the indirect loans attributed to
any bank-exceed its e share of
the total loans {measured in both
number and »olume) made directly by
the lending eatity in which the
institutions invested or participated;

{ii) May the investors or participants
claim, in the indirect loans
(measured in both mumber and wolume)
in excess of the loaas actually made in
any geography by the lending entity in
which they invested or participated; or

{iii) May any bank be assigned a
dxspropomonate share of all loans
(measured in both nunvber and volume)
made in low- and soderate-income
geographies by a lending entity in
which the instititions invested ar
participated.

{4) if a bank elects, indirect loans
attributed to a bank amder this
pam,gnq:h ig) may t‘n included in -

oans”’ far purpnses o
Lending Test if a bank reports them
under § 25.13.

(f) Application to wholesale and
limited-purpose banks. The Lending
Test of this section does not apply to
wholesale or limited-punpose banks. In
evaluating the recard of wholesale and
limited-purpose barks in satisfying their
OCC uses the Investment Test in § 25.8
instead of the standards of paragraph {b)
of this section. For purposes of
assigning a composite rating as
described in § 25.18, the OCC
substitutes a wholesale or limited-
purpose bank's rating under the
Investment Test fer a rating under the
Lending Test.

(8) Rebutting presumptions. A bank
can rebut a presusrptive rating under
this section by clearly establishing to
the satisfaction of the OCC that the
quantitative measures in this section do
not accurately present its lending
performance becauase, among ether
reasons—

(1) The quantitative measures of this
section do not reflect the bank's
significant amount of loans benefiting
low- and moderate-income geographies
or persons;

(2) Other quantitative measures of the
bank’s lending performance
demonstrate a higher level than that
reflected by the measures under this
section;

(3) Peculiarities in the demographics
of the bank’s service area exist that
significantly distort the quantitative
measures of this section;

(4) Econemic or legal lirmitations
pecudiar to the bank or its service area
or unusual general ecomomiic comditions
have affected its performance and ought
to be considered; or

(5) The bank's perfermance as
measured by the market share
component of the Lending Test does not
reflect its overall lending performance
because of the extraordinarily high level
of performance, in the aggregate, by
lenders in the bank's service area.

§25.8 Investment test

(a) Summary. The Investment Test
evaluates banks on the amount of their
investments benefiting low- and
moderate-income geographies ar

rsons.

{b) Standards. The OCC rates a bank’s
investment performance under the
following rebuttable presumptions:

(1) Outstanding. Suhpct to rebuttal,
the GCC presumes a bank is providing
qualified investments in an o
fashion if the bank has mzde such
investments in an amous?t that is
substantial as compared 1o its capital.

(2) High .mtzsfaotmy Subject to
rebuttal, the OCC presumes a bank is
providing qualified investments in @
high satisfactory fashion if the bank has
made such investments in an amount
that is very significant as campared to

- its capital

(3) Low satisfactory. Subject to
rebuttal, the OCC presumes a bank is
iding qualified investments in a
ﬁm satisfactory fashiaa if the bank has
made such investments in an amount
that is significant as compared o its

ital.

El) Needs to improve. Subject to
rebuttal; the OGC presumes a bank
needs to improwve its record of providing
qualified investments if the bank has
made such iavestments in an amount
that is insignificant as compared to its
capital.

5) Substantial noncompliance.
Subject to rebuttal, the OCC presumes a
bank is in substantial noncompliance
with the Investment Test if the bank has
devoted very little, if any, capital to
qualified investments.

(c) Qualified investments. Qualified
investments are lawful investments that
demonstrably benefit low- and
moderate-income geographies or
persons in the bank's servioe area.
Qualified investments may include
investments:

{1) 1n support of affordable housing,
small business, consumer, and other
economic development initiatives;

(2) In community development banks,
community development corporations,
community development projects, small
business investment corporations,
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minority small business investment
corporations and minority- and women-
owned financial institutions and other
community development financial
intermediaries;

(3) In consortia or other structures
serving low- and moderate-income
individuals and neighborhoods and
poor rural areas;

(4) In state and local government
agency housing bonds or state and local
government revenue bonds specifically
aimed at helping low- and moderate-
income communities and individuals.

(d) Capital. For purposes of the
Investment Test, the OCC will evaluate
the amount of qualified investments
against the amount of the bank’s risk-
based capital. :

(e) Benefit to service area. In order to
be eligible as a qualified investment
under paragraph (c) of this section, the
activity or entity supported by an
investment need not solely benefit the
bank’s service area. However, the
activity or entity supported by the
investment must significantly benefit
low- and moderate-income geographies
or persons in the bank’s service area.

Exclusion of indirect loans.
Investments that a bank has elected to
report as indirect lending under the
Lending Test are not counted as
qualified investments under this Test.

(g) Grants. Grants that would
constitute qualified investments were
they in the form of investments will be
treated as qualified investments for
purposes of the Investment Test. A bank
may also donate, sell on favorable terms,
or make available on a rent-free basis
any branch which is located in a
predominately minority neighborhood
to a minority depository institution or
women's depository institution as
defined in 12 U.S.C. 2907.

(h) Application to wholesale and
limited purpose banks. For purposes of
determining qualified investments
under paragraph (c) of this section, the
service area of wholesale and limited
purpose banks is defined to include all
low- and moderate-income geographies
or persons within the United States and
its territories. Loans by wholesale and
limited purpose banks that would
constitute qualified investments were
they in the form of investments will be
treated as qualified investments for the
purposes of the Investment Test.

(i) Adjustments.to Investment Test.
The OCC may adjust a bank’s rating
under the Investment Test. Adjustments
may increase or, in exceptional cases,
decrease the rating. In making these
adjustments the OCC considers whether:

-(1) The bank’s qualified investments
are particularly innovative or meet a
special need, or if the bank’s activities

in connection with its qualified
investments have been particularly
complex, innovative or intensive for a
bank of its size, or involve innovative
partnerships with community
organizations (examples include helping
to establish an entity to conduct
community development activities or
providing significant service or
assistance in support of a qualified
investment); or

_ (2) The bank has made a large amount
of investments that would be qualified
investments but for the fact that they fail
to benefit the bank'’s service area as
required by paragraph (e) of this section,
provided the bank has not neglected
investments that benefit its service area.

§25.9 Service test

(a) Summary. The Service Test
evaluates the accessibility of a retail
bank's branches and the extent to which
any bank provides other services that
enhance credit availability. The Service
Test does not require a bank to expand
the size of its branching network or to
operate facilities at a loss. Appropriate
consideration is given to the limitations
faced by banks with a small number of
branches. The OCC evaluates retail
banks with multiple branches under the
Service Test primarily on the extent to
which they offer branches. The OCC
evaluates wholesale and limited-
purpose banks on the extent to which
they provide other services that enhance
credit availability.

(b) Standards for retail banks. The
OCC rates a retail bank’s service
performance in a service area under the
following rebuttable presumptions.

(1) Outstanding. Subject to rebuttal,
the OCC presumes a bank is Eroviding
service in an outstanding fashion if a
substantial percentage of the bank's
branches are located in or readily
accessible to low- and moderate-income
geographies in its service area.

(2) High satisfactory. Subject to
rebuttal, the OCC presumes a bank is
providing service in a high satisfactory
fashion if a very significant percentage
of the bank’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(3) Low satisfactory. Subject to
rebuttal, the OCC presumes a bank is
providing service in a low satisfactory
fashion if a significant percentage of the
bank’s branches are located in or readily
accessible to low- and moderate-income
geographies in its service area.

(4) Needs to improve. Subject to
rebuttal, the OCC presumes a bank
needs to improve its record of providing
service if an insignificant percentage of
the bank’s branches are located in or

readily accessible to low- and moderate-
income %eographies in its service area.

(5) Substantial noncompliance.
Subject to rebuttal, the OCC presumes a
bank is in substantial noncompliance
with the Service Test if very few, if any,
of the bank’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(c) Adjustments for retail banks. If
necessary, the OCC adjusts a retail
bank's rating to reflect more accurately
the service provided to low- and
moderate-income geographies and
individuals.

(1) Adjustment to reflect more
accurately branch service. The OCC may
adjust a bank’s record upward or
downward to reflect more accurately its
branch service to low- or moderate-
income geographies or individuals.
Downward adjustments will occur only
in exceptional cases. In determining the
appropriateness and degree of any
adjustment, the OCC may consider the
bank’s record of opening and closing
branches. The OCC may also consider
whether branches in or readily
accessible to low- and moderate-income
geographies actually serve low- and
moderate-income individuals and
whether branches not located in or
readily accessible to such geographies
are nonetheless serving low- and
moderate-income individuals. The OCC
may also take into account significant
differences in the quantity, quality or
types of services offered to low- or
moderate-income individuals or
geographies and similar considerations.

(?5 .fdiustment to reflect other
services that promote credit availability.
The OCC may adjust a bank'’s rating
upward to reflect a strong record of
offering or supporting services that
promote credit availability for low- and
moderate-income geographies or
individuals. These services include
credit counseling, low-cost check
cashing, “lifeline” checking accounts,
financial planning, home ownership
counseling, loan packaging assisting
small and minority businesses,
partnerships with community-based
organizations to promote credit-related
services, extensive provision of ATMs
or other non-branch delivery systems
that are particularly accessible and
convenient to low--and moderate-
income geographies or individuals, and
similar programs.

(d) Application to wholesale and
limited-purpose banks. The OCC rates a
wholesale or limited-purpose bank’s
service performance under the following
rebuttable presumptions:

(1) Outstanding. Subject to rebuttal,
the OCC presumes a bank is groviding
service in an outstanding fashion if it is
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providing a substantial amount of the
services described in paragraph (c)(2) of
this section or providing substantial
support for organizations that furnish
such services.

(2) High satisfactory. Subject to
rebuttal, the OCC presumes a bank is
providing service in a high satisfactory
fashion if it is providing a very
significant amount of the services
described in paragraph (c)(2) of this
section or providing very significant
support for organizations that furnish
such services.

(3) Low satisfactory. Subject to
rebuttal, the OCC presumes a bank is
providing service in a low satisfactory
fashion if it is providing a significant
amount of the services described in
paragraph (c)(2) of this section or
providing significant support for
organizations that furnish such services.

4) Needs to improve. Subject to
rebuttal, the OCC presumes a bank
needs to improve its record of providing
service if it is providing an insignificant
amount of the services described in
paragraph (c)(2) of this section or
providing insignificant support for
organizations that furnish such services.

5) Substantial noncompliance.
Subject to rebuttal, the OCC presumes a
bank is in substantial noncompliance
with the Service Test if it provides very
few, if any, services described in
paragraph (c)(2) of this section or very
little, if any, support for organizations
that furnish such services..

(e) Rebutting presumptions. A bank
can rebut a presumptive rating under
this section by clearly establishing to
the satisfaction of the OCC that the
quantitative measures in this section do
not accurately represent its service
performance because, among other
reasons—

(1) The quantitative measures of this
section do not reflect the bank’s
significant degree of services that
promote credit availability to low- and
moderate-income geographies or
persons;

(2) Peculiarities in the demographics
of the bank’s service area exist that
significantly distort the quantitative
measures of this section; or

(3) Limitations imposed by the bank’s
financial condition, economic or legal
limitations on branch operation or
location, or similar circumstances have
affected its performance and ought to be
considered.

§25.10 Composite ratings.
(a) Composite rating standards. OCC
assigns composite ratings as follows:
(SmBase rating. For retail banks, the
bank’s rating under the Lending Test
forms the basis for its composite rating.

For wholesale or limited-purpose banks,
the bank’s rating under the Investment
Test serves as the basis for the
composite rating. The base rating under
this paragraph is adjusted as described
in paragraphs (a)(2) and (a)(3) of this
section.

(2) Effect of investment rating. For
retail banks, the base rating is increased
by two levels if the bank has an
outstanding rating in the Investment
Test or by one level if the bank has a
high satisfactory rating in the
Investment Test. -

(3) Effect of service rating. The base
rating is increased by one level if the
bank has an outstanding rating in the
Service Test and is decreased by one
level if the bank has a rating of
substantial non-compliance in the
Service Test.

(4) Final composite rating. Subject to
paragraph (b) of this section, the OCC
converts the rating resulting from
paragraphs (a)(1) through (a)(3) of this
section into a final composite rating as
described in this paragraph. High
satisfactory and low satisfactory ratings
are both scored as satisfactory in the
final composite rating. A bank that
would otherwise receive a composite
rating of needs to improve will receive
a final composite rating of substantial
noncompliance if the bank received no
better than a needs to improve rating on
both of its last two examinations.

(b) Effect of discrimination. Evidence
that a bank has engaged in illegal
discrimination may affect the bank’s
CRA rating. Notwithstanding paragraph
(a) of this section and subject to rebuttal,
the OCC assigns a bank a final
composite rating lower than satisfactory
if the bank has—

(1) Engaged in a pattern or-practice of
illegal discrimination that it has not
corrected fully; or

(2) Committed an isolated act of
illegal discrimination of which it has
knowledge and that it has not corrected
fully or is not in the process of
correcting fully.

(c) Multiple service areas. Where a
bank operates in more than one service
area, the OCC conducts Lending,
Investment and Service tests in a sample
of all of the service areas in which a
bank operates. The OCC assigns separate
composite CRA ratings to the bank’s
performance in each of the service areas
studied. A list of the service areas in
which the bank’s CRA performance was
examined, along with the rating
assigned to the bank’s CRA record in
each of the service areas, shall be
included in the bank’s public
performance evaluation. The overall
rating for the bank reflects the

performance of the bank in the service
areas studied.

§25.11 Alternative assessment methods.

(a) Small bank assessment standards.
A small bank (as defined in § 25.5(1))
may choose to have the OCC assess its
CRA performance under this section
rather than the general standards
described in §§ 25.6 through 25.10.

(1) The OCC presumes a small bank’s
overall CRA performance is satisfactory
if the bank:

(i) Has a reasonable loan-to-deposit
ratio (a ratio of 60 percent, adjusted for
seasonal variation, is presumed to be
reasonable) given its size, its financial
condition, and the credit needs in its
service area;

(ii) Makes the majority of its loans in
its service area;

(iii) Has a good loan mix (i.e., makes,
to the extent permitted by law and
regulation, a variety of loans to
customers across economic levels);

(iv) Has no legitimate, bona-fide
complaints from community members;
(v) Has not engaged in a pattern or
practice of illegal discrimination that it
has not corrected fully; and has not

committed isolated acts of illegal
discrimination, of which it has
knowledge, that it has not corrected
fully or is not in the process of
correcting fully; and

(vi) In the case of a bank already
subject to reporting home mortgage
lending data under HMDA, has a
reasonable geographic distribution of
such loans.

(2) A small bank that meets each of
the standards for a satisfactory rating
under this paragraph and exceeds some
or all of those standards may warrant
consideration for an overall rating of
outstanding. In assessing whether a
small bank’s CRA record is outstanding,
the OCC will consider the extent to
which the bank’s loan-to-deposit ratio,
its lending to its service area, and its
loan mix exceed the standards for a
satisfactory rating. In addition, at the

option of the , the OCC will
evaluate:
(i) Its record of making qualified

investments (as described in § 25.8(c));
and

(ii) Its record of providing branches,
ATMs, and other services that enhance
credit availability or in other ways meet
the convenience and needs of low- and
moderate-income persons in its service
area.
(3) A small bank that fails to meet or
exceed all of the standards for a
satisfactory rating under this paragraph
is not presumed to be performing in a
less than satisfactory manner. Rather,
for those banks, the OCC conducts a
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more extensive examination of the
bank'’s loan-to-deposit record, its record
of lending to its local community, and
its loan mix. The OCC will also contact
members of the community, particularty
in response to complaints 2bout the
bank, and review the findings of its
most recent fair lending examination. in
addition, at the option of the bank, the
OCC will assess:
{i) its record of making qualified

-investments {as described in § 25.8{c});
and

(ii) #s record of providing branches,
ATMs, and other services that enhance
credit availtability or in other ways serve
the convenience and needs of low- and
moderate-income persons in its service
area.

(4) Multiple service areas. 1f a small
bank operates in more than one service
area, the OCC evatuates the bank’s
performance in afl of those service

areas.

(b) Strategic pten assessment. (1) As
an altermative to being rated after the
fact under the tending, service and
investment tests or the small bank
assessment method, a bank may submit
to the OCC for zpprovel a strategic plan
detailing how ‘the bank proposes to meet
its CRA obfigation.

(i) The plan mrust be submitted at least
three months prior to the proposed
effective date of the pilan so that the
OCC has sufficient time to review the
plan and to determine whether to
approve it.

ii} A bank submitting a proposed
plan for approval must publish notice in
a now;puperd general circulation in
each of its service areas stating thata
plan has been submitted to the OCC for
review, that copies of the plan are
available for review at offices of the
bank, and tirat camments on the
proposed plan may be sent to the OCC
in accord with §§5.10 and 5.11 of this
chapter.

(i1i) The OCC assesses every plan
under the standerds of this part and will
not approve a plen umiess it provides
measurable goals egainst which
subsequent performance can be
evaluated and the proposed
performance is st least overall
satisfactory under the standards of this

paf?v’Nophnmyhma!emﬂm
exceeds two years. Further, during the
term of a plan, the bank ay petition
the OCC to approve an amendment to
the plan on grounds that a material
cllxmgei?umstanm‘ has made the
plan no lon Tate.
(z)‘nle(ﬂwgm&e
performance of a bank eperating wader
an a plen to determime if the
bank has met er excoeded the plan

goals, However, if the bank fails to meet
or exceed the preponderance of the
nieasurable goals set forth im the plan,
its performance will be exahuated under
the lending, service and mvestment
tests or the small bank assessment
method, as applicable.

§25.12 Service area—delineation.

(a) The effective lending tesritary of a
retail bank defines the bank’s service
area. The effective lending territary is
that area aronnd each ndfice ar group of
offices where the preponderance of
direct repartable isans made through
the office ar oifices are located.

(b) Subject to rebutial, a bank’s service
area is presumed 40 be acoeptable if the
area is broad enough to include low-
and moderate-income geographies and
does not arbitrarily exclude low- and
moderate-income phies.

() A bank can show that its service
area is acceptable despite its failure to
satisfy the criteria of paragraph (b) of
this section by clearly demonstratiag to
the satisfaction of the OCC that the
criteria of paragraph (b) of this section
arei iate because, for example,
there are no low- or moderate-iacome
geographies within any reasonable
distance givea the size and financial
condition of the bank.

(d) The OCC can reject as
unacceptable @ service area meeting the
criteria of paragraph () of this section
if the OCC fiads that the servioe area
does not accurately reflect the true
effective lending territary of the bank or
reflects past redlining or illagal
discrimination by the haak.

(e) A bank shall delingaie more than
one service area whan the geographies
it serves extend substantially across
state boundaries or extend substantially
across boundaries of a Metropolitan
Statistical Area.

(f) A bark whose business
predominantly cansists of serving
persons who are active duty or retised
military pessannel or their dependents
and who are located outside its local
community @r communities may
delineate a “military community” for
those customers as a service enea.

(g) A wholesale or limited-purpose
bank need not delineate a service area.

{h) Abank shall compile and
maintain a Iist of all the geographies
within its service area or areas and a
map of each service area showing the
geographies contained thesein.

§25.13 Lean data—oollection, reporting,
and disclosure.

(a) Every bank, except smaH banks
electing the smefl bank assessment

methed, shall coHect and maimtsin the
following data on #s government

insured and other reportable 1oans:
number of writien applications, number
of application denials, mumber and
amourtt of approvats, musvber and
amount of loans purchased, and ramber
and amount of indirect }oans the bank
elects to have evaluated using the
lending test. All information is to'be
provided by the geography where the
loan is located.

(1) A bank choesing to be rated under
the strategic plan assessment described
in §25.11{b) is not relieved from its
obligation to repaort the data as required
by this section.

(2) The information required under
this section shall be collected:

(i) Beginning July 1, 1994, for the
remaining six months of 1994. A
summary of the bank’s data for the six
months shall be submitted to OCC by
January 31, 1995.

(ii) Beginning January 1, 1995, on an
annual basis, a summary of the bank’s
data collected under this section shall
be submitted to OCC by January 31 of
the following year. The summary data
shall be submitted in the format
prescribed in appendix A of this part.

(3) Small business 1oan data shall be
collected, reparted, and disclosed in the
summary format described in paragraph
(a) of this section for the following
categories: small businesses with
average annual grass zeceipts of less
than $250,000, those with average
annual gross receipts of $250,000 or
more and less than $1 million; those
with average annnal gross receipts of $1
million or more and less than $10
million; and manufacturing businesses

with average amnual grass receipts of
$10 million or more and less than 500
employees.

(4) Home mortgage loan data shall be
collecied, reported, and disclosed in the
summary format described in paragraph
(a) of this section forthe i
categaries: 1—4 family home purchase,
1—4 family bome improvemeant, 14
family refinancings, and multi-family
loans.

(b) The OOC will make suramary data
collected pursuant o this section
available to the public and %o the banks.
The data will be used by the OCCto
apply the Lending Test ander §25.7.

(c) For purpeses «of this section, a ican
is docated im a geography as follows:

{1) Consumer icans are lecated in the
geography where the borrower resides.

(2) Loans secured by real estate are
located in the geography where the
relevant real estate is focated.

(3) Smell business loans are located in
the where the headquarters
or principal office of the business is
located.
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(4) Small farm loans are located in the
gedg!:(rhy where the farm property is
located.

(d) A bank is not required to report
under this section indirect loans unless
the bank elects to have the indirect
loans attributed to it as described in
§ 25.7(e) for purposes of the Lending
Test. If a bank elects to report its
indirect loans, it shall report all
attributable indirect loans outside low-
or moderate-income geographies as well
as loans inside such geographies.

§25.14 Public file and disclosure.

(a) Banks shall maintain files that are
readily available for public inspection
containing the information required by
this section.

(b) Each bank shall include in its
public file the following information—

(1) All signed, written comments
received from the public for the current
year and past two calendar years that
specifically relate to the bank’s
performance in helping to meet the
credit needs of its community or
communities, and any response to the
comments by the bank;

(2) A copy of the public section of
bank’s most recent CRA Performance
Evaluation prepared by the OCC. The
bank shall place this copy in the public
file within 30 business days after its
receipt from the OCC; and

(3) A list of the bank’s service areas
and the geographies within each service
area and a map of each service area
showing the geographies contained .
therein.

(c) A bank that is not a small bank
shall include in its public file the
lending data the bank has reported to
the OCC under § 25.13 for the current
and past two calendar years.

(d})A small bank shall include in its
public file the bank’s Loan-to-Deposit
ratio computed at the end of the most
recent calendar year.

(e) A bank that has been approved to
be assessed under a strategic plan as
described in § 25.11(b) shall include in
its public file a copy of that plan.

(B Each bank that received a less than
satisfactory rating during its most recent
examination shall include in its public
file a description of its current efforts to
improve its performance in helping to
meet community credit needs.

(g) A bank shall maintain its public
file or required portions of the file at the
following offices—

(1) Head offices shall have a copy of
the complete public file; and

(2) Branches shall have copies of all
materials in the public file relating to
the service area in which the branch is
located.

(h) A bank shall provide copies of the
information in the public file to

members of the public upon request. A
bank may charge a reasonable fee not to
exceed the cost of reproduction and
mailing (if applicable). :

§25.15 Public notice by banks.

A bank shall provide, in the public
lobby of its head office and each branch,
the public notice set forth in this
section. Bracketed material shall be
used only by banks having more than
one service area. The last two sentences
shall be included only if the bank is a
subsidiary of a holding company and
the last sentence only if the company is
not prevented by statute from acquiring
additional banks.

Community Reinvestment Act Notice

Under the Federal Community
Reinvestment Act (CRA), the
Comptroller of the Currency evaluates
and enforces our compliance with our
obligation to help meet the credit needs
of this community consistent with safe
and sound operations. The Comptroller
also takes our CRA performance into
account when the Comptroller decides
on certain applications submitted by us.
Your involvement is encouraged. You
should know that: :

You may look at and obtain in this office
information on our performance in this
community. This information includes a file
of all signed, written comments received by
us, any responses we have made to the
comments, evaluations by the Comptroller of
our CRA performance, and data on the loans
we have made in this community during the
past two years. (Current CRA information on
our performance in other communities
served by us is available at our head office,
located at >

You may send signed, written comments
about our CRA performance in helping to
meet community credit needs to (title and
address of bank official) and to the Deputy
Comptroller (address). Your letter, together
with any response by us, may be made
public.

You may ask the Comptroller to look at any
comments received by the Deputy
Comptroller. You also may request from the
Deputy Comptroller an announcement of our
applications covered by the CRA filed with
the Comptroller. We are a subsidiary of
(name of holding company), a bank holding
company. You may request from the Federal
Reserve Bank of (city, address) an
announcement of applications covered by the
CRA filed by bank holding companies.

§25.16 Publication of planned
examination schedule.

The OCC will publish at least 30 days
in advance of the beginning of each
calendar quarter a list of the banks that
are scheduled for CRA examinations in
that quarter. Any member of the public
may submit comments to the OCC
regarding the CRA performance of any
bank whose name appears on the list.

§25.17 Effect of ratings—corporate
applications.

(a) The OCC takes into account the
applicant’s record of performance in
considering applications for—

(1) Establishment of a domestic
branch, ATM, or other facility with the
ability to accept deposits;

(2) %elocation of the main office, a
branch office or ATM;

(3) Merger or consolidation with or
the acquisition of assets or assumption
of liabilities of a federally-insu
depository institution; and

4) Conversion of a federally-insured
depository institution to a national bank
charter.

(b) An applicant for a national bank
charter (other than a federally-insured
depository institution) shall submit a
description of its proposed CRA
performance when the application is
made. In considering the application,
the OCC takes into account the bank's
proposed CRA performance.

(5 In considering CRA performance
in a corporate application, the OCC will
take into account any views expressed
by State or other Federal financial
supervisory agencies or other interested
parties, which are submitted in
accordance with the OCC’s procedures
set forth in part 5 of this chapter or
§25.16. :

(d) In the OCC's consideration of the
bank’s CRA record in a corporate
application, the CRA rating assigned to
a bank is an important, and often
controlling, factor. However, the rating
is not conclusive evidence of
performance. Absent other evidence on
performance, CRA ratings generally
affect corporate ap lications as follows:

(1) An “outstanding’ rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application and
will receive extra weight in reviewing
the ali{)lication.

(2) A *'satisfactory” rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application.

(3) A “needs to improve” rating
generally will be an adverse factor in the
CRA aspect of the application, and
absent demonstrated improvement in
the bank's CRA performance or other
countervailing factors, generally will
result in denial or conditional approval
of the application.

(4) A “‘substantial noncompliance”
rating generally will be so adverse a
finding on the CRA aspect of the
application as to result in denial of the
application.

§25.18 Transition rules.
(a) Data collection. The data
collection and reporting requirements of
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§ 25.13 will go into effeat July 1, 1984
Data collected from July 1, 1994 40 year
end mast be zeported tothe GGC ao
later than January 31, 1995. Thereafter
banks will collect data on aa annual
basis and the data shail be reported no
later than january 31 of the following
ear.
y (b) Assessment standands. Evaluation
under the new standands is mandatory
after july 1, 1995, except that, until
April 1, 1996, for good cause, an
institution maay reguest the OCC 1o
evaluate it under the standards in place
prior to [effective date of final
regulation]. During the time peried from
April 1, 1995 until July 1, 1995, a bank
may, &t its option, choeose to be
evaluated under the new standards or
under the standards in place prior to
[effective date of final ation].

(c) Strategic plon. ¥ a elects to
be evaluated under an approved
strategic plan during the transition
period, a bank may submit a strategic
plan anytime aRter feflective date of final

tation].
&) Corporate applications. 1f the first
rating a ‘bark receives under the new
standards {whether that rating is given
during the transition period or after the
new standards become effective) is more
than one rating category below the last
rating the bank received priar to
[effective date of final regulation], the
OCC will not disapprove any corporate
application or take any other
enforcement action against the bank
based on that lower rating if the OCC
has determined that the drop in the
bank’s tating occurred despite the
bank’s good faith efforts to perform at
least satisfactorily under the new
standards.

2. Appendix A to part 25 is added as
set forth in the common preamble.

Appeadix A o Part 25—CRA Loan Data
Format
Dated: December 2, 1993.
Eugene A. Ludwig,
Comptroller of the Currency.

FEDERAL RESERVE SYSTEM

12 CFR Chapter i

For the reasons outlined in the
preamble, the Board proposes to amend
12 CFR chapter Il as set forth below:

3. Part 228 is revised to read as
follows:

PART 228—COMNUNITY
REINVESTMENT (REGULATIOH B8)

Sec.

2281 Authoritg.
228.2 Community reinvestient obligation.

Sec.

228.3
228.4
228.5
228.6
228.7

Purposes.

Scope.

Defmitions.

Assessment stenéurds—summary.

Lending Test.

228.8 Investment Test.

228.9 Service Test.

228.10 site ratings.

228.11 Alternative assessment methods.

228.12 Service area—dekineation.

228.13 Loan data collection, seporting, and
disclosure.

22813 Public file and disclosuse.

228.15 Public notice by banks.

228.3%6 Publication of planned examination
schedule.

228.17 Effect of rati lications.

229.18 Transition rules.

Appendix A to Part 226—(CRA Loan
Data Format

Authority: 12 U.S.C. 321, 325, 1814, 1816,
1828, 1842, end 2901 et s6q.

§228.1 Authority.

(a) The Board of Governers of the
Federal Reserve System issues this part
toi the Community
Reinvestment Aat (12 U.S.C. 2901 et
seq.). The regulations comprising this
part are issued under the autharity of
the Community Reinvestment Act and
under the provisions of the United
States ‘Code authorizing the Board to
conduct examinations of State-chartered
banks that are members of the Federal
Reserve System (12 11.S.C. 325}, {0
conduct examinations of bank holding
companies and their subsidiaries (12
U.S.C. 1844), and to consider
applications for domestic branches by
state member banks {12 U.S.C. 321), for
federal deposit insurance in conmection
with applications for membership in the
Federal Reserve System by state banks
(12 US.C. 321, 1814, 1816), Jor merger
in which the resulting bank svouid be a
state member bank {12 TU.S.C. 1828), and
for formation of, soguisitions of banks
by, and mergers of, bank holding
c tes (12 U.5:C. 1842).

(b) Information collection
requirements vormtained in this part have
been approved by the Office of
Management and Budget under the
provisions of ¢4 U.S.C. 3501 et seq. and
have been assigned OMBNe. ___.

§228.2 -Community reiavestiment
obligation.

State member banks have a
continuing and affirmative obligation to
help meet the credit needs of their
communities, including low- and
moderate-income areas, consistent with
safe and sownd operations.

§2288 Purposas.

The purpuoses of this part are to
impierent the community reinvestmest
obligatina of State svember banks, to

explain hos the Board assesses the
perforumanoe -of State momber banks in
satisfying the community reinvestment
obligation; and o describe how that
performanoce is taken imto account in
certain applications.

228.4 Scope.

(a) General. This part applies to &ll
insured State member banks that are in
the business of extending credit o the

Fu.blk. including wholesale and
imited-purpose

(b) Banks not engaged in lending
activities. This part does not apply to
banks that engage solely in the
correspondent banking business, trust
company husiness, or the business of
acting as a clearing agent. Such
institutions, although they are chartered
as banks, do not perform commercial or
retail banking services and do not
extend credit to the public for their own
account. .

(c) Applications by bank holdin
companies. Section 228.17 applies to
applications filed by bank holding
companies under section 3 of the Bank
Holding Company Act.

§2285 Definitions.

For purposes of this part, the
folowing defmitions apply:

(a) Aatormated Tefter Machines
(ATMs) means immobile, automated,
unstaffed banking facilities at which
deposits are received, checks paid, or
money lent.

(b) Branches means staffed banking
facilities (shared or unshared) witha
fixed site at which depesits.are received
or checks paid or money lent, including
mini-branches in grocery stores or
branches operated in conjunction with
any other local businesses, churches, or
other non-profit organizations.

(c) tl‘onsumePm r Io:?}r&sn:aeans closed-end
loans extended to a natural person
griman'.ly for personal, family, or

ousehold purposes, but does not
include home snortgage leans as defined
in paragraph {e) of this section, credit
card Jeans, or motor vehicle loans.

{d) Geographies means census tracts,
or block aumbering areas.

{e) Home Joars means
closed-end loans that are martgage loaas
as defined in section 303(]) of the Home
Mortgage Disclosure Act (12 U.S.C.
2802(1), hereinafter HMDA) end
implementing regulations.

() dlegel discrimination means
discriminationon a ited basis as
set forth in the Equal (Credit
Oppartunity Act, 35 IS.C. 1691
through 1691{, or the Fair Housing Act,
42 U.S.C. 3601 through 3619.

(@) Indirect loans saeans loans made

indirectly by a bank ttrough
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participation in a lending consortium in  credit to the public and that make a (c) This part and the CRA do not
which lenders pool their resources, by  significant amount of reportable loans.  require any bank to make loans or
subsidiaries of the bank, by affiliates (1) Small banks means: investments that are expected to result
funded by the bank, or by lawful (1) Independent banks with total in losses or are otherwise inconsistent

investments in or with community
development and affordable housing
lenders, women-owned or minority-
owned financial institutions, low-
income credit unions, and others that
lend to low- and moderate-income
geographies and individuals.

(h) Loans or investments benefiting
low- and moderate-income geographies
or persons means loans or investments
where the proceeds are provided to,
invested in, used by or otherwise
directly benefit the following entities:

(1) Persons that reside in low- or
moderate-income geographies or have
low or moderate incomes;

(2) Businesses located in low- or
moderate-income geographies or
employing mostly persons residing in
such geographies;

(3) Non-profit organizations located in
low- or moderate-income geographies or
providing services mainly to persons
residing in such geographies; or

(4) Construction or renovation of
facilities located in low- or moderate-
income geographies or providing
services mainly to persons residing in
such geographies.

(i) Low- and moderate-income
geographies means geographies where
the median family income is less than
80% of the median family income for
the Metropolitan Statistical Area (MSA)
or (in the case of geographies outside a
MSA) less than 80% of the non-
metropolitan State-wide median family
income for the State in which the
geography is located.

(1) Low-income geographies means
geographies where the median family
income is less than 50% of the median
family income for the Metropolitan
Statistical Area (MSA) or (in the case of
geographies outside a MSA) less than
50% of the non-metropolitan State-wide
median family income for the State in
which the geography is located.

(2) Moderate-income geographies
means geographies where the median
family income is at least 50% and less
than 80% of the median family income
for the Metropolitan Statistical Area
(MSA) or (in the case of geographies
outside a MSA) at least 50% and less
than 80% of the non-metropolitan State-
wide median family income for the
State in which the geography is located.

(j) Reportable loans means home
mortgage loans, consumer loans, and
loans to small businesses and small
farms.

(k) Retail banks means insured banks
that are in the business of extending

assets of less than $250 million; or

(2) Banks with total assets of less than
$250 million that are subsidiaries of a
holding company with total banking
and thrift assets of less than $250
million.

(m) Small businesses means private
for-profit organizations that had for the
calendar or fiscal year preceding the
making of the loan:

(1) Average annual gross receipts of
less than $10 million for a concern
providing services; or

(2) Up to 500 employees for a
manufacturing concern.

(n) Small farms means private
organizations engaged in farming
operations with average annual gross
receipts of less than $500,000 for the
calendar or fiscal year preceding the

making of the loan.
(o) Wholesale and limited-purpose
banks means insured banks that are in

the business of extending credit to the
public but make no significant amount
of reportable loans.

§228.6 Assessment standards—summary.
(a) Except for banks assessed under
the special standards of § 228.11, the
Board assesses a bank’s CRA
performance as described in this
section. The Board reviews, among
other things, the bank’s CRA public file
and any signed, written comments about
the bank’s CRA performance submitted
to the bank or the Board. In assessing a
bank’s CRA performance, the Board
considers whether the bank is helping to
meet the credit needs of its entire
community. In examinations, however,
the Board pays particular attention to
the bank’s record of helping to meet the
credit needs in low- and moderate-
income geographies. That record is
primarily evaluated using three

-measures: the Lending Test (described

in § 228.7), the Investment Test
(described in §228.8), and the Service
Test (described in § 228.9). Based on
these separate assessments, the Board
assigns the bank one of four overall
composite ratings as described in
§228.10. The four composite ratings are
Outstanding, Satisfactory, Needs to
Improve, and Substantial
Noncompliance.

(b) The composite ratings reflect the
extent of compliance or noncompliance
with the community reinvestment
obligation described in § 228.2. A bank

“that receives a composite rating of

Substantial Noncompliance shall be
subject to enforcement actions pursuant
to 12 U.S.C. 1818.

with safe and sound operations.
However, banks are permitted and
encouraged to develop and apply
flexible underwriting standards {that are
consistent with safe and sound
operations) for loans that benefit low-
and moderate-income geographies or
individuals.

§228.7 Lending test

(a) Summary. The lending test
evaluates primarily whether a retail
bank is making loans in low- and
moderate-income geographies, as well
as to wealthier geographies. The test
examines direct lending by the bank
itself and, if the bank elects, indirect
lending to the extent permitted by this

art.

(b) Standards. The Board rates a
bank’s lending performance in a service
area under the following rebuttable

resumptions.

(1) Outstanding. Subject to rebuttal,
the Board presumes a bank is lending in
an outstanding fashion if:

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area
significantly exceeds its market share of
reportable loans in the remainder of its
service area; and

(ii) Either:

(A) It has made a significant amount
of reportable loans in the vast majority
of the low- and moderate-income
geographies in its service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a substantial
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude low- and
moderate-income geographies or
persons from its lending).

(2) High satisfactory. Subject to
rebuttal the Board presumes an
institution is lending in a high
satisfactory fashion if:

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
at least roughly comparable to its market
share of reportable loans in the
remainder of its service area; and

(ii) Either:

(A) It has made @ significant amount
of reportable loans in most of the low-
and moderate-income geographies in its
service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a very significant
percentage of its ble loans in its
service area ( that the bank
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does not unreasonably exclude low- and
moderate-income geographies from its
lending).

(3) Low satisfactory. Subject to

‘ rebuttal, the Board presumes a bank is

lendinﬁ in a low satisfactory fashion if:
(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
at least roughly comparable to its market
share of reportable loans in the
remainder of its service area; and

(ii) Either:

(A) It has made a significant amount
of reportable loans in many of the low-
and moderate-income geographies in its
service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a significant
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude low- and
moderate-income geographies from its
lendix;&).

(4) Needs to improve. Subject to
rebuttal, the Board presumes a bank
needs to improve its record under the
Lending Test if:

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
less than, and not roughly comparable
to, its market share of reportable loans
in the remainder of its service area; or

(ii) It has made reportable loans in
only a few of the low- and moderate-
income geographies in its service area,
and reportable loans to low- and
moderate-income geographies in its
service area represent an insignificant
percentage of its reportable loans in its
service area.

(5) Substantial noncompliance.
Subject to rebuttal, the Board presumes
a bank is in substantial noncompliance
with the Lending Test if:

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
significantly less than its market share
of reportable loans in the remainder of
its service area; and

(ii) It has made very few, if any,
reportable loans in the low- and
moderate-income geographies in its
service area.

(c) Method of computation—(1)
General. For purposes of the Lending
Test, the Board, rather than the bank, is
responsible for making the
computations. The Board bases such
computations upon the bank’s reported
loan data required under § 228.13 and
the aggregate reported loan data
supplied by the Federal financial
supervisory agencies. In making lending
test computations, the Board measures
market share, amount of loans, and

percentage using both volume of loans
and number of loans.

(2) Market share. The Board computes
market share for volume and number of
loans for each type of reportable loans:
home mortgage loans, consumer loans,
and small business and farm loans. The
Board awards an overall market share
performance rating after weighing each
lending category based on such factors
as the needs of the community being
served, the bank’s capabilities and
business plans, and the degree to which
the bank’s performance with respect to
one of the loan categories, in fact,
balances or compensates for its
performance under another category.

(d) Adjustments. (1) The Board may
increase a bank’s lending rating if the
bank participates in a program for giving
further reviews to loan applications that
would otherwise be denied. More credit
will be given for such a program if it is
done in conjunction with a community
organization in such a way that the
organization either participates in the
review or offers applications from low-
and moderate-income individuals that
the bank will consider for credit. The
Board may also increase the rating if the
bank has made a substantial amount of
loans requiring creative or innovative
underwriting (while maintaining a safe
and sound quality) or loans for which
there is particular need, such as loans
for multifamily housing construction
and rehabilitation, loans to start-ups,
very small businesses or community
development organizations or facilities
and loans to very low-income
individuals and areas. The Board will
also consider favorably in reaching a
rating loans made to third parties, such
as community development
organizations and intermediaries, that
make loans or facilitate lending in low-
and moderate-income geographies, even
if the loans by the bank are not
reportable under this part, are not made
to third parties in the bank’s service
area, or are made to third parties that
serve service areas other than the.
bank’s.

(2) In exceptional cases, the Board
may reduce a rating achieved under this
section if it concludes that the
quantitative measures in this section fail
to reflect the bank’s actual record of
lending to low- or moderate-income
individuals or geographies.

(e) Indirect lending. (1) If the bank
elects, the Board will attribute to a bank
its reported attributable indirect loans.

(2) In the usual case, the indirect
loans attributable to a bank equal the
bank's percentage share (based on the
level of the bank’s investment or
participation) of each loan made

through the entity in which the bank
has invested or participated.

(3) At the option of all investing or
participating institutions, an alternative
method of attributing loans among the
investing or participating institutions
may be established. In no case, however:

(i) May the indirect loans attributed to
any bank exceed its percentage share of
the total loans (measured in both
number and volume) made directly by
the lending entity in which the
institutions invested or participated;

(i) May the investors or participants
claim, in the aggregate, indirect loans
(measured in both number and volume)
in excess of the loans actually made in
any geography by the lending entity in
which they invested or participated; or

(iii) May any bank be assigned a
disproportionate share of an loans
(measured in both number and volume)
made in low- and moderate-income
geographies by a lending entity in
which the institutions invested or
participated.

(4) If a bank elects, indirect loans
attributed to a bank under this
paragraph (e) may be included in
“reportable loans” for purposes of the
Lending Test if a bank reports them
under § 228.13.

(f) Application to wholesale and
limited-purpose banks. The Lending
Test of this section does not apply to
wholesale or limited-purpose banks. In
evaluating the record of wholesale and
limited-purpose banks in satisfying their
community reinvestment obligation, the
Board uses the Investment Test in
§ 228.8 instead of the standards of
paragraph (b) of this section. For
purposes of assigning a composite rating
as described in § 228.10, the Board
substitutes a wholesale or limited-
purpose bank’s rating under the
investment test for a rating under the
lending test.

(g) Rebutting presumptions. A bank
can rebut a presumptive rating under
this section by clearly establishing to
the satisfaction of the Board that the
quantitative measures in this section do
not accurately present its lending
performance because, among other
reasons:

(1) The quantitative measures of this
section do not reflect the bank's
significant amount of loans benefiting
low- and moderate-income geographies
or persons;

(2) Other quantitative measures of the
bank’s lending performance
demonstrate a higher level than that
reflected by the measures under this
section;

(3) Peculiarities in the demographics
of the bank's service area exist that
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significantly distort the quantitative
measures of this section;

(4) Economic or legal limitations
peculiar to the bank or its service area
or unusual general economic conditions

have affected its performance and ought -

to be considered; or

(5) The bank’s performance as
measured by the market share
component of the Lending Test does not
reflect its overall lending performance
because of the extraordinarily high level
of performance, in the aggregate, by
lenders in the bank’s service area.

§228.8 Investment test.

(a) Summary. The investment test
evaluates banks on the amount of their
investments benefiting low- and
moderate-income geographies or
persons.

(b) Standards. The Board rates a
bank’s investment performance under
the following rebuttable presumptions:

(1) Outstanding. Subject to rebuttal,
the Board presumes a bank is providing
qualified investments in an outstanding
fashion if the bank has made such
investments in an amount that is
substantial as compared to its capital,

(2) High satisfactory. Subject to
rebuttal, the Board presumes a bank is
providing qualified investments in a
high satisfactory fashion if the bank has
made such investments in an amount
that is very significant as compared to
its capital.

(3) Low satisfactory. Subject to
rebuttal, the Board presumes a bank is
providing qualified investments in a
low satisfactory fashion if the bank has
made such investments in an amount
that is significant as compared to its
capital.

4) Needs to improve. Subject to
rebuttal, the Board presumes a bank
needs to improve its record of providing
qualified investments if the bank has
made such investments in an amount
that is insignificant as compared to its
capital.

5) Substantial noncompliance.
Subject to rebuttal, the Board presumes
a bank is in substantial noncompliance
with the Investment Test if the bank has
devoted very little, if any, capital to
qualified investments.

(c) Qualified investments. Qualified
investments are lawful investments that
demonstrably benefit low- and
moderate-income geographies or
persons in the 's service area.
Qualified investments may include
investments:

(1) In support of affordable housing,
small business, consumer, and other
economic development initiatives;

(2) In community development banks,
community development corporations,

community development projects, small
business investment corporations,
minority small business investment
corporations and minority- and women-
owned financial institutions and other
community development financial
intermediaries;

(3) In consortia or other structures
serving low- and moderate-income
individuals and neighborhoods and
poor rural areas;

(4) In State and local government
agency housing bonds or State and local
government revenue bonds specifically
aimed at helping low- and moderate-
income communities and individuals.

(d) Capital. For purposes of the
Investment Test, the Board will evaluate
the amount of qualified investments
against the amount of the bank's risk-
based capital.

(e) Benefit to service area. In order to
be eligible as a qualified investment
under paragraph (c) of this section, the
activity or entity supported by an
investment need not solely benefit the
bank'’s service area. However, the
activity or entity supported by the
investment must significantly benefit
low- and moderate-income geographies
or persons in the bank’s service area.

Exclusion of indirect loans.
Investments that a bank has elected to
report as indirect lending under the
lending test are not counted as qualified
investments under this test.

(g) Grants. Grants that would
constitute qualified investments were
they in the form of investments will be
treated as qualified investments for
purposes of the investment test. A bank
may also donate, sell on favorable terms,
or make available on a rent-free basis
any branch which is located in a
predominately minority neighborhood
to a minority depository institution or
women's depository institution as
defined in 12 U.S.C. 2907.

(h) Application to wholesale and
limited purpose banks. For purposes of
determining qualified investments
under paragraph (c) of this section, the
service area of wholesale and limited
purpose banks is defined to include all
low- and moderate-income geographies
or persons within the United States and
its territories. Loans by wholesale and
limited purpose banks that would
constitute qualified investments were
they in the form of investments will be
treated as qualified investments for the
purpose of the Investment Test.

(i) Adjustments to investment test.
The Board may adjust a bank’s rating
under the investment test. Adjustments
may increase or, in exceptional cases,
decrease the rating. In ing these
adjustments the Board consi
whether:

(1) The bank’s qualified investments
are particularly innovative or meet a
special need, or if the bank’s activities
in connection with its qualified
investments have been particularly
complex, innovative or intensive for a
bank of its size, or involve innovative
partnerships with community
organizations (examples include helping
to establish an entity to conduct
community development activities or
providing significant service or
assistance in support of a qualified
investment); or

(2) The bank has made a large amount
of investments that would be qualified
investments but for the fact that they fail
to benefit the bank'’s service area as
required by paragraph (e) of this section,
provided the bank has not neglected
investments that benefit its service area.

§228.9 Service test.

(a) Summary. The service test
evaluates the accessibility of a retail
bank’s branches and the extent to which
any bank provides other services that
enhance credit availability. The service
test does not require a bank to expand
the size of its branching network or to
operate facilities at a loss. Appropriate
consideration is given to the limitations
faced by banks with a small number of
branches. The Board evaluates retail
banks with multiple branches under the
service test primarily on the extent to
which they offer branches. The Board
evaluates wholesale and limited-
purpose banks on the extent to which
they provide other services that enhance
credit availability.

(b) Standards for retail banks. The
Board rates a retail bank’s service
performance in a service area under the
following rebuttable presumptions.

(1) Outstanding. Subject to rebuttal,
the Board presumes a bank is providing
service in an outstanding fashion if a
substantial percentage of the bank’s
branches are located in or readily
accessible to low- and moderate-income
ge hies in its service area.

(2) High satisfactory. Subject to
rebuttal, the Board presumes a bank is
providing service in a high satisfactory
fashion if a very significant percentage
of the bank’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(3) Low satisfactory. Subject to
rebuttal the Board presumes a bank is
providing service in a low satisfactory
fashion if a significant percentage of the
bank'’s branches are located in or readily
accessible to low- and moderate-income

g hies in its service area.

(4; A?eais to improve. Subject to
rebuttal, the Board presumes a bank
needs to improve its record of providing
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service if an insignificant percentage of
the bank’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(5) Substantial noncompliance.
Subject to rebuttal, the Board presumes
a bank is in substantial noncompliance
with the Service Test if very few, if any,
of the bank’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(c) Adjustments for retail banks. If
necessary, the Board adjusts a retail
bank’s rating to reflect more accurately
the service provided to low- and
moderate-income geographies and
individuals.

(1) Adjustment to reflect more
accurately branch service. The Board
may adjust a bank’s record upward or
downward to reflect more accurately its
branch service to low- or moderate-
income geographies or individuals.
Downward adjustments will occur only
in exceptional cases. In determining the
appropriateness and degree of any
adjustment, the Board may consider the
bank’s record of opening and closing
branches. The Board may also consider
whether branches in or readily
accessible to low- and moderate-income
geographies actually serve low- and
moderate-income individuals and
whether branches not located in or
readily accessible to such geographies
are nonetheless serving low- and
moderate-income individuals. The
Board may also take into account
significant differences in the quantity,
quality or types of services offered to
low- or moderate-income individuals or
geographies and similar considerations.

(2) Adjustment to reflect other
services that promote credit availability.
The Board may adjust a bank’s rating
upward to reflect a strong record of
offering or supporting services that
promote credit availability for low- and
moderate-income geographies or
individuals. These services include
credit counseling, low-cost check
cashing, “lifeline” checking accounts,
financial planning, home ownership
counseling, loan packaging assisting
small and minority businesses,
partnerships with community-based
organizations to promote credit-related
services, extensive provision of ATMs
or other non-branch delivery systems
that are particularly accessible and
convenient to low- and moderate-
income geographies or individuals, and
similar programs.

(d) Application to wholesale and
limited-purpose banks. The Board rates
a wholesale or limited purpose bank’s
service performance under the following
rebuttable presumptions:

(1) Outstanding. Subject to rebuttal,
the Board presumes a bank is providing
service in an outstanding fashion if it is
providing a substantial amount of the
services described in paragraph (c)(2) of
this section or providing substantial
support for organizations that furnish
such services.

(2) High satisfactory. Subject to
rebuttal, the Board presumes a bank is
providing service in a high satisfactory
fashion if it is providing a very
significant amount of the services
described in paragraph (c)(2) of this
section or providing very significant
support for organizations that furnish
such services.

(3) Low satisfactory. Subject to
rebuttal, the Board presumes a bank is
providing service in a low satisfactory
fashion if it is providing a significant
amount of the services described in
paragraph (c)(2) of this section or
providing significant support for
organizations that furnish such services.

(4) Needs to improve. Subject to
rebuttal, the Board presumes a bank
needs to improve its record of providing
service if it is providing an insignificant
amount of the services described in
paragraph (c)(2) of this section or
providing insignificant support for
organizations that furnish such services.

(5) Substantial noncompliance.
Subject to rebuttal, the Board presumes
a bank is in substantial noncompliance
with the Service Test if it provides very
few, if any, services described in
paragraph (c)(2) of this section or very
little, if any, support for organizations
that furnish such services.

(e) Rebutting presumptions. A bank
can rebut a presumptive rating under
this section by clearly establishing to
the satisfaction of the Board that the
quantitative measures in this section do
not accurately represent its service
performance because, among other
reasons:

(1) The quantitative measures of this
section do not reflect the bank’s
significant degree of services that
promote credit availability to low- and
moderate-income geographies or
persons;

(2) Peculiarities in the demographics
of the bank's service area exist that
significantly distort the quantitative
measures of this section; or

(3) Limitations imposed by the bank’s
financial condition, economic or legal
limitations on branch operation or
location, or similar circumstances have
affected its performance and ought to be
considered.

§228.10 Composite ratings.

(a) Composite rating standards. The
Board assigns composite ratings as
follows:

(1) Base rating. For retail banks, the
bank’s rating under the lending test
forms the basis for its composite rating.
For wholesale or limited-purpose banks,
the bank's rating under the investment
test serves as the basis for the composite
rating. The base rating under this
paragraph is adjusted as described in
paragraphs (a)(2) and (a)(3) of this
section.

(2) Effect of investment rating. For
retail banks, the base rating is increased
by two levels if the bank has an
outstanding rating in the investment test
or by one level if the bank has a high
satisfactory rating in the investment test.

(3) Effect of service rating. The base
rating is increased by one level if the
bank has an outstanding rating in the
service test and is decreased by one
level if the bank has a rating of
substantial non-compliance in the
service test.

(4) Final composite rating. Subject to
paragraph (b) of this section, the Board
converts the rating resulting from
paragraphs (a)(1) through (a)(3) of this
section into a final composite rating as
described in this paragraph. High
satisfactory and low satisfactory ratings
are both scored as satisfactory in the
final composite rating. A bank that
would otherwise receive a composite
rating of needs to improve will receive
a final composite rating of substantial
noncompliance if the bank received no
better than a needs to improve rating on
both of its last two examinations.

(b) Effect of discrimination. Evidence
that a bank has engaged in illegal
discrimination may affect the bank’s
CRA rating. Notwithstanding paragraph
(a) of this section and subject to rebuttal,
the Board assigns a bank a final
composite rating lower than satisfactory
if the bank has:

(1) Engaged in a pattern or practice of
illegal discrimination that it has not
corrected fully; or

(2) Committed an isolated act of
illegal discrimination of which it has
knowledge and that it has not corrected
fully or is not in the process of
correcting fully.

(c) Multiple service areas. Where a
bank operates in more than one service
area, the Board conducts lending,
investment and service tests in a sample
of all of the service areas in which a
bank operates. The Board assigns
separate composite CRA ratings to the
bank’s performance in each of the
service areas studied. A list of the
service areas in which the bank’s CRA
performance was examined, along with
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the rating assigned to the bank’s CRA
record in each of the service areas, shall
be included in the bank's public
performance evaluation. The overall
rating for the bank reflects the
performance of the bank in the service
areas studied.

§228.11 Alternative assessment methods.

(a) Small bank assessment standards.
A small bank (as defined in § 228.5(1))
may choose to have the Board assess its
CRA performance under this section
rather than the general standards
described in §§ 228.6 through 228.10.

(1) The Board presumes a small
bank's overall CRA performance is
satisfactory if the bank:

(i) Has a reasonable loan-to-deposit
ratio (a ratio of 60 percent, adjusted for
seasonal variation, is presumed to be
reasonable) given its size, its financial
condition, and the credit needs in its
service area;

(ii) Makes the majority of its loans in
its service area;

(iii) Has a good loan mix (i.e., makes,
to the extent permitted by law and
regulation, a variety of loans to
customers across economic levels);

(iv) Has no legitimate, bona-fide
complaints from community members;
(v) Has not engaged in a pattern or

practice of illegal lending
discrimination that it has not corrected
fully; and has not committed isolated
acts of illegal discrimination, of which
it has knowledge, that it has not
corrected fully or is not in the process
of correcting z.llly; and

(vi) In the case of a bank already
subject to reporting home mortgage
lending data under HMDA or part 203
of this chapter, has a reasonable
geographic distribution of such loans.

(2) A small bank that meets each of
the standards for a satisfactory rating
under this paragraph and exceeds some
or all of those standards may warrant
consideration for an overall rating of
outstanding. In assessing whether a
small bank’s CRA record is outstanding,
the Board will consider the extent to
which the bank's loan-to-deposit ratio,
its lending to its service area, and its
loan mix exceed the standards for a
satisfactory rating. In addition, at the
option of the bank, the Board will
evaluate:

(i) Its record of making qualified
investments (as described in § 228.8(c));
and

(ii) Its record of providing branches,
ATMs, and other services that enhance
credit availability or in other ways meet
the convenience and needs of low- and
moderate-income persons in its service
area.

(3) A small bank that fails to meet or
exceed all of the standards for a
satisfactory rating under this paragraph
is not presumed to be performing in a
less than satisfactory manner. Rather,
for those banks, the Board conducts a
more extensive examination of the
bank's loan-to-deposit record, its record
of lending to its local community, and
its loan mix. The Board will also contact
members of the community, particularly
in response to complaints about the
bank, and review the findings of its
most recent fair lending examination. In
addition, at the option of the bank, the
Board will assess:

(i) Its record of making qualified
investments (as described in § 228.8(c));
and

(i1) Its record of providing branches,
ATMs, and other services that enhance
credit availability or in other ways serve
the convenience and needs of low- and
moderate-income persons in its service
area. )

(4) Multiple service areas. If a small
bank operates in more than one service
area, the Board evaluates the bank's
performance in all of those service
areas.

(b) Strategic plan assessment. (1) As
an alternative to being rated after the
fact under the lending, service and
investment tests or the small bank
assessment method, a bank may submit
to the Board for approval a strategic
plan detailing how the bank proposes to
meet its CRA obligation.

(i) The plan must be submitted at least
three months prior to the proposed
effective date of the plan so that the
Board has sufficient time to review the
plan and to determine whether to
approve it.

(ii) A bank submitting a proposed
plan for approval must publish notice in
a newspaper of general circulation in
each of its service areas stating that a
plan has been submitted to the Board for
review, that copies of the plan are
available for review at offices of the
bank, and that comments on the
proposed plan may be sent to the
appropriate Federal Reserve Bank.

(iii) The Board assesses every plan
under the standards of this part and will
not approve a plan unless it provides
measurable goals against which
subsequent performance can be
evaluated and the proposed
performance is at least overall )
satisfactory under the standards of this
part. ,

(iv) No plan may have a term that
exceeds two years. Further, during the
term of a plan, the bank may petition
the Board to approve an amendment to
the plan on grounds that a material

change in circumstances has made the
plan no longer appropriate.

(2) The Board will assess the
performance of a bank operating under
an approved plan to determine if the
bank has met or exceeded the plan
goals. However, if the bank fails to meet
or exceed the preponderance of the
measurable goals set forth in the plan,
its performance will be evaluated under
the lending, service and investment
tests or the small bank assessment
method as applicable.

§228.12 Service area—delineation.

(a) The effective lending territory of a
retail bank defines the bank’s service
area. The effective lending territory is
that area around each office or group of
offices where the preponderance of
direct reportable loans made through
the office or offices are located.

(b) Subject to rebuttal, a bank's service
area is presumed to be acceptable if the
area is broad enough to include low-
and moderate-income geographies, and
does not arbitrarily exclude low- and
moderate-income geographies.

(c) A bank can show that its service
area is acceptable despite its failure to
satisfy the criteria of paragraph (b) of
this section by clearly demonstrating to
the satisfaction of the Board that the
criteria of paragraph (b) of this section
are inappropriate because, for example,
there are no low- or moderate-income
geographies within any reasonable
distance given the size and financial
condition of the bank.

(d) The Board can reject as
unacceptable a service area meeting the
criteria of paragraph (b) of this section
if the Board finds that the service area
does not accurately reflect the true
effective lending territory of the bank or
reflects past redlining or illegal
discrimination by the bank. )

(e) A bank shall delineate more than

‘one service area when the geographies

it serves extend substantially across
State boundaries or extend substantially
across boundaries of a metropolitan
statistical area.

(f) A bank whose business
predominantly consists of serving
persons who are active duty or retired
military personnel or their dependents
and who are located outside its local
community or communities may
delineate a “‘military community”” for
those customers as a service area.

(g) A wholesale or limited-purpose
bank need not delineate a service area.

(h) A bank shall compile and
maintain a list of all the geographies
within its service area or areas and a
map of each service area showing the
geographies contained therein.
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§228.13 Loan data collection, reporting,
and disclosure.

(a) Every bank, except-small banks
electing the small bank assessment
method, shall cellect and maintain the
following data on its government -
insured and -sther reportable loans:
number-of written applications, number
of application deniels, number and
amount of approvals, number and
amount of leans purchased, and number
and amount of indirect loans the bank
elects to have evaluated using the
lending test. All information is to be

rovided by the geography where the
oan is located.

(1) A bank choosing to be rated under
the strategic plan assessment described
in § 228.11(b) is not relieved from its
obligation to report the data as required
by this section.

(2) The information required under
this section shall be collected:

(i) Beginning July 1, 1994, for the
remaining six months of 1994. A
summary of the bank’s data far the six
months shall be submitted to Board by
January 31, 1995.

(if) Beginning January 1, 1995, on an
annual basis, a summary of the bank’s
data cdllected under this section shall
be submitted to Board by January 31 of
the following year. The summary data
shall be submitted in the format
presaribed in appendix A of this part.

(3) Small business loan data shall be
collected, reparted, and disclosed in the
summary format described in paragraph
(a) of this section for the following
categories: small businesses with
average annual goss receipts of less
than $250,000, those with average
annual gross receipts of $250,000 or
more and less than $1 million; those
with average annual gross receipts of $1
million or more and less than $10
million; and manufacturing businesses
with average annual gross receipts of
$10 million or more and less than 500
employees.

(4) Home mortgage loan data shall be
collected, reported, and disclosed in the
summary format described in paragraph
(a) of this section for the following
categories: 1—4 family home purchase,
1—4 family home improvement, 1—4
family refinancings, and multi-family
loans.

(b) The Board will make summary
data collected pursuant to this section
available to the public and to the banks.
The data will be used by the Board to
apply the lending test under § 228.7.

(c) For purposes of this section, a loan
is located in-a geagraphy as fallows:

{1) Consumer loans are Jocated in the
geography where the borrower resides.

(2) Loans secured by real estate are
located in the geography where the
relevant real estate is located.

(3) Small business loans are located in
the geography where the headquarters
or principal office of the business is
located.

(4) Small farm loans are located inthe
geography where the farm property is
located.

{(d) A bank is not required to report
under this section indirect loans unless
the bank elects to have the indirect
loans attributed to it as described in
§ 228.7(e) for purposes of the lending
test. If a bank elects to report its indirect
loans, it shall report all attributable
indirect Joans outside low- or moderate-
income geographies as well as loans
inside such geographies.

§228.14 Public fite and disclosure.

(a) Banks shall maintain files that are
readily available for public inspection
comtaining the information required by
this section.

(b) Each bank shall include in its
pubtic file the following information:

(1) Al signed, ‘written comments
received from the public for the current
year and past two calendar years that
specifically relate to the bank’s
performance in helping to meet the
credit needs of #ts community or
communities, and any response to the
comments by the bank;

{2) A copy of the public section of
bank’s most recent CRA performance
evaluation prepared by the Board. The
bank shall place this copy in the public
file within 30 business deys after its
receipt from the Board; and

(3) A list of the bank’s service areas
and the geographies within each service
area and a map of each service area
showing the geographies contained
within.

(c) A bank that is not a small bank
shall include in its public file the
lending data the bank has reported to
the Board under § 228.13 for the current
and past two calendar years.

(dﬁ small bank shall include in its
public file the bank’s loan-to-deposit
ratio computed at the end of the most
recent calendar year.

(e) A bank that has been approved to
be assessed under a strategic plan as
described in § 228.11(b) shall include in
its public file a copy of that plan.

(f) Each bank that received a less than
satisfactory rating during its most recent
examination shall include in its public
file a description of its current efforts to
improve its performance in helping to
meet community credit needs.

(g) A bank shall maintain its public
file or required portions of the file at the
following offices:

(1) Head offices shall have a copy of
the complete public file; and

{2) Branches shall have copies of all
materials in the public file relating to
the service area in which the branch is
located.

(h) A bank shall provide copies of the
information in the public file to
members of the public upon request. A
bank may charge a reasonable fee not to
exceed the cost of reproduction and
mailing (if applicable).

§228.15 Public notice by banks.

A bank shall provide, in the public
lobby of its head office and each branch,
the public notice set forth in this
section. Bracketed material shall be
used only by banks having more than
one service area. The last two sentences
shall be included only if the bank is a
subsidiary of a holding company and
the last sentence only if the company is
not prevented by statute from acquiring
additional banks.

Community Reinvestment Act Notice

Under the Federal Community
Reinvestment Act {CRA), the Federal
Reserve Board-evaluates and enforces
our compliance with our obligation to
help meet the credit needs of this
community consistent with safe and
sound operations. The Board also tekes
our CRA performance into account
when the Board decides an certain
applications submitted by us. Your

involvement is encouraged. You should
know that:

You may look at and obtain in this office
information on our pe in this
community. This information includes a file
of all signed, written comments received by
us, any responses we have made to the
comments, evaluations by the Board of our .
CRA performance, and data on the loans we
have made in this community during the past
two years. (Current CRA imformation on our

ance in other communities served by
us is available at our head office, located at

You may send signed, written comments
about our CRA performance in helping to
meet community credit needs to (title and
address of bank official) and to the
Community Reinvestment Officer, Federal
Reserve Bankof ______ (address). Your letter,
together with any response by us, may be
made public,

You may look at any comments received by
the Federal Reserve Bank of . You also
may request from the Federal Reserve Bank
of _____an announcement of our
applications covered by the CRA filed with
the Federal Reserve System. We are a
subsidiary of (mame of holding company), a
bank holding company. You may request
from the Federal Reserve Bank of (city,
address) an annourcement of applications
covered by the CRA Tiled by bank holding
companies.
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§228.16 Publication of planned
examination schedule.

The Board will publish at least 30
days in advance of the beginning of each
calendar quarter a list of the banks that
are scheduled for CRA examinations in
that quarter. Any member of the public
may submit comments to the Board
regarding the CRA performance of any
bank whose name appears on the list.

§228.17 Effect of ratings—applications.

(a) Among other factors, the Board
takes into account the record of
performance under the CRA of each
applicant bank, and, for applications
under section 3 of the Bank Holding
Company Act, each subsidiary bank of
an applicant bank holding company,
and each proposed subsidiary bank, in
considering any application—

(1) By a state member bank for the
establishment of a domestic branch or
other facility that would be authorized
to receive deposits;

(2) By a state member bank for the
relocation of a domestic branch;

(3) For merger, consolidation,
acquisition of assets, or assumption of
liabilities if the acquiring, assuming, or
resulting bank is to be a state member;

(4) To become a bank holding
company; and

(5) By a bank holding company to
acquire ownership or control of shares
or assets of a bank, or to merge or
consolidate with any other bank holding
company. _

(b) In the Board's consideration of the
CRA records under paragraph (a) of this
section, the CRA rating assigned to a
bank is an important, and often
controlling, factor. However, the rating
is not conclusive evidence of
performance.

(1) Absent other evidence on
performance, CRA ratings generally
affect applications as.follows:

(i) An “outstanding” rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application and
will receive extra weight in reviewing
the application.

(ii) A “satisfactory” rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application.

(iii) A “needs to improve” rating
generally will be an adverse factor in the
CRA aspect of the application, and
absent demonstrated improvement in
the bank’s CRA performance or other
countervailing factors, generally will
result in denial or conditional approval
of the application.

(iv) A “substantial noncompliance”
rating generally will be so adverse a
finding on the CRA aspect of the

application as to result in denial of the
application.

(2) The CRA aspect of an application
by a bank holding company under
paragraph (a)(4) or (a)(5) of this section
will be determined by weighing the
CRA ratings assigned to each of the
individual banks irvolved in the
proposal to determine the weight that
will be given to the CRA performance
record in accordance with paragraph
(b)(1) of this section.

§228.18 Transition rules.

(a) Data collection. The data
collection and reporting requirements of
§228.13 will go into effect July 1, 1994.
Data collected from July 1, 1994 to year
end must be reported to the Board no
later than January 31, 1995. Thereafter
banks will collect data on an annual
basis and the data shall be reported no
later than January 31 of the following
year.

(b) Assessment standards. Evaluation
under the new standards is mandatory
after July 1, 1995, except that, until
April 1, 1996, for good cause, an
institution may request the Board to
evaluate it under the standards in place
prior to [effective date of final
regulation]. During the time period from
April 1, 1995 until July 1, 1995, a bank
may, at its option, choose to be
evaluated under the new standards or
under the standards in place prior to
[effective date of final regulation].

(c) Strategic plan. If a bank elects to
be evaluated under an approved
strategic plan during the transition
period, a bank may submit a strategic
plan anytime after [effective date of final
regulation].

(d) Applications. If the first rating a
bank receives under the new standards
(whether that rating is given during the

‘transition period or after the new

standards become effective) is more
than one rating category below the last
rating the bank received prior to
[effective date of final regulation] the
Board will not disapprove any corporate
application or take any other
enforcement action against the bank
based on that lower rating provided that
the Board has determined that the drop
in the bank’s rating occurred despite the
bank’s good faith efforts to perform at
least satisfactorily under the new
standards.

4. Appendix A to part 228 is added
as set forth in the common preamble.

Appendix A to Part 228—CRA Loan
Data Format

Dated: December 13, 1993.

By order of the Board of Governors of the
Federal Reserve System.

Secretary of the Board.

FEDERAL DEPOSIT INSURANCE
CORPORATION

12 CFR Chapter lll

For the reasons outlined in the
preamble, the Board of Directors of the
Federal Deposit Insurance Corporation
proposes to amend 12 CFR chapter III as
set forth below:

5. Part 345 is revised to read as
follows:

PART 345—COMMUNITY
REINVESTMENT ACT REGULATIONS
Sec.

345.1
345.2
345.3

Authority.

Community reinvestment obligation.

Purposes.

Scope.

Definitions.

Assessment standards—summary.

Lending test.

Investment test.

345.9 Service test.

345.10 Composite ratings.

345.11 Alternative assessment methods.

345.12 Service area—delineation.

345.13 Loan data—collection, reporting,
and disclosure.

345.14 Public file and disclosure.

345.15 Public notice by banks.

345.16 Publication of planned examinatior
schedule.

345.17 Effect of ratings—corporate
applications.

345.18 Transition rules.

Appendix A to Part 345—CRA Loan Data
Format

Authority: 12 U.S.C. 1815, 1816, 1818,
1819, 1828{c}—{(d), 2901-2907, and 3104,

§345.1 Authority.

The authority for this part is 12 U.S.C.
1815, 1816, 1818, 1819, 1828(c)—(d).
2901-2907, and 3104.

§345.2 Community reinvestment
obligation.

Insured State nonmember banks have
a continuing and affirmative obligation
to help meet the credit needs of their
communities, including low- and
moderate-income areas, consistent with
safe and sound operations.

§345.3 Purposes.

The purposes of this part are to
implement the community reinvestment
obligation of insured State nonmember
banks; to explain how the Federal
Deposit Insurance Corporation (FDIC)
assesses the performance of insured
State nonmember banks in satisfying the
community reinvestment obligation;
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and to describe how that periformance is
taken into account in vextain corperate
applications.

§345.4 Scope.

12) General. This partapplies to all
insured State nonmember banks that are
in the business of extending.credit 40
the public, including wholesale and
limited-purpose banks.

(b) Banks not engaged in lending
activities. This part dees net apply to
insured State nenmember banks that
engage solely in the correspondent
banking 'busimess, trust-company
business, or the business-ef acting as a
clearing agert. Such institutions,
although they are chartered as banks, do
not perform commercial ar retail
banking services and do not extend
credit to the public for their own
account.

{c) Insured State branches. This part
dees apply to insured State hranches,
which are branches of a fareign bank
established and operating under the
laws of any State. References in 'thi‘?um
to “main office” mean, in the case
insured State branches, the principal
branch within the United States. The
“service area” of an insured.State
branch zefers-to the cemmunity -or
communities iscated within the United
States served by the brench as desoribed
in § 345.12. Similarly, the phrase “office
or group of effices” vefers te insured
branches located within the United
States.

§345.5 Definitions.

For purposes of this part, the
following definitions apply:

(a) Bemote Service Facifi,ties (RSF)
means an automated teller machine,
cash dispensing machine, peint-of-sale
termjnal, or-other remote electronic
facility where deposits are received,
checks paid, or maney lent.

{b) Bronches means stalfed banking
facilities (shared or unshared) with a
fixed site at which deposits are received
or checks paid or meney lent, including
mini-branches in grocery storesar
branches operated in conjunction with
any other local businesses, churches,-or
other non-profit organizations.

(c) Consumer Joans means closed-end
loans extended to a natural person

rimarily for personal, family, or

ousehold purposes, but does not
include home mortgage toans as defined
in paragraph i(e) of this section, credit

loans

as defined mmaoah:)dﬁnnm.

- Mortgage Disclesure Act (HMDAF {12

US.C 2862(1)), and implementing
lations.

{) lllegal discximination means
discrimination on 2 prohibited basis as
set forth in the Equal Credit
Opportunity Act, 15 U.S.C. 1691
through 16911, or the Fair Housing Act,
42 U.S.C. 3601 through 3619.

(g) Indirect loans means loans made
indirectly by a bank through
participation in a lending consortium in
which lenders pool their resources, by
subsidiaries of the bank, by non-
chartered affiliates funded by the bank,
or by lawful investments in or with
community development and affordable
housing lenders, women-owned or
minerity-owned financial institutions,
low-income credit unions, and others
that lerd to low- and moderate-income
g hies and individuals.

(h) Loans or investments berefiting
low- and moderate-income geographies
or persens means joans or investments
where the proceeds are provided to,
invested in, used by or otherwise
directly benefit—

(1) Rersons that reside in low- ar
moderate-income geagraphies-or have
low ar moderate incomes;

(2) Businesses located in low- or
moderate-income geographies or
employing mostly persons residing in
such %ograph'is;

13) Non-profit organizations located in
low- or moderate-income geographies or
providing services mainly to persons
residing in such geographies; or

(4) Construction or renovation of
facilities located in iow- or moderate-
income geographies or providing
services mainly to persons residing in
such’ phies.

{i) Low- and moderate-income
geographies means geographies where
the median family income is less than
80% of the median family income for
the Metropolitan Statistical Area (MSA)
or (in the case of geographies outside a
MSA) less than 80% .of the non-
metropolitan state-wide median family
income for the state in which the

phy is located.

(1) Low-income geographies means
geographies where the median family
income is less than 50% of the median
family income Tor the MSA or lin the
case of geographies outside a MSA) less
than 50% of the non-metropalitan state-
wide median family incame Tor fhe state
in which the geography is located.

(2) Moderate-income geographies
means geographies where the median
family inceme is at least 50% and less
than 8% of the median family income
for the MSA ar (in the case of

phies outside a MSA) at least
50% and less than 80% of the non-
metropolitan state wide median lamily

income for the-state in which the
geography is located.

(j) Reportable loans means home
anortgage leans, censumer loans, and
loans 10 small businesses and small
farms.

i{k) Retail banks means insured State
nonmember banks that-are in the
business of extending credit to the
pubilic and that meke a significant
amount of reportable loans.

() Small banks means—

(1) Independent insured State
nonmember-banks with total assets of
less than $250 million; or

(2) Insured State ronmember banks
with total assets of less than $250
million that are subsidiaries of u holding
compeny with total banking and thrift
assets of Jess than §250 million.

(m) Small businesses means private
for-prefit organizations that had forthe
calendar or fiscal year preceding the
making -of the loer—

(1) Average annual gross zeceipts-ef
less than $%0 million for a concern
providing services;er

(2) Upto 580 envployees Tor a
manufacturing conoern.

#n) Small farms mweans private
organizations engaged in farming
operations with arimual gross
receipts of less than $500,600 for the
calendar or fiscal year preceding the
makingof the loan.

(o) Wholesale and limited-purpose
bhanks means msured State nonmentber
banks that are in the business of
extending credit to the public but make
no significant amownt of reportable
loans.

§345.6 Asseesment standards—esummary.
(a) Except for banks assessed under
the special standards of § 345.11, the
FDIC assesses a bank's CRA
performance as described in this
section. The FDIC reviews, among other
things, the bank’s CRA public Tile and
any signed, written comments about the
bank’s CRA performance submitted to
the bank or the FDIC. In assessing a
bank’s.CRA performance, the FDIC
considers whether the bank is helping to
meet the credit needs of its entire
community. In examinations, however,
the ¥DIC pays particular attenition te the
bank’s record -of helping to meet the
credit needs in low- end moderate-
mcome geogrephies. That record is
primarily evaluated using three
measures: the Lending Test (described
in §345.7), the Investment Test
(described in § 345.8) and the 'Service
Test (described in §345.9). Based on
these separate assessments, thre FDIC
assigns the besnk one-of four overall
compaesite ratings as described in
§ 345.10.The four compesite ratings are
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Outstanding, Satisfactory, Needs to share of reportabie loans in the (c) Method of computation—{1)
Improve, and Substantial remainder of its servioe area; and General. For purposes of the Lending
Noncomplisnce. (ii) Either: Test, the FDIC, rather than the bank, is
(b) The composite ratings reflect the (A) 1t has made a significant amount responsible for making the

extent of compliance or noncompliance
with the community reinvestment
obligations described in § 345.2. A bank
that receives a contposite rating of
Substantial Noncompliance shall be
subject to enforcement actions pursuant
to 12 U.ST. 1818.

(c) This part and the CRA do not
require any bank to make loans or
investments that are expected to result
in losses or are otherwise inconsistent
with safe and sound operations.
However, banks are permitted and
encouraged to develop and apply
flexible underwriting standards {(that are
consistent with safe and sound
operations) for loans that benefit low-
and moderate-income geographies or
individuals.

§345.7 Lending test.

(a) Summary. The Lending Test
evaluates primarily whether a retail
bank is making loans in low- and
moderate-income geographies as well as
to wealthier geographies. The test
examines direct lending by the bank
itself and, if the bank elects, indirect
lending to the extent permitted by this
part.
(b) Standards. The FDIC rates a bank’s
lending performance in a service area
under the following rebuttable
presumptions.

(1) Outstanding. Subject to rebuttal,
the FDIC presumes a bank is lending in
an outstanding fashion if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area
significantly exceeds its market share of
reportable loans in the remainder of its
service area; and

(ii) Either:

(A) It has made.a significant amount
of repartable loans in the vast majority
of the low- and moderate-income
geographies in its service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a substantial
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude ow- and
moderate-income geographies from its
lending).

(2) High satisfactory. Subject to
rebuttal, the FDIC presumes an
institution is lending in a high
satisfactory fashion if—

{i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
at least roughly comparable to its market

-of reportable loans in most of the low-

and moderate-income geographies in its
service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a very significant
percentage of its reportable loans in its
service area (provided that the bank
does not unreasonably exclude low- and
moderate-income geographies from its
lending).

(3) Low satisfactory.,Subject to
rebuttal, the FDIC presumes a bank is
lending in a low satisfactory fashion if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
at least roughly comparable to its market
share of reportable loans in the
remainder of its service area; and

(ii) Either:

(A) It has made a significant amount
of reportable loans in many of the low-
and moderate-income geographies in its
service area; or

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a significant
percentage of its le loans in its
service area {provi that the bank
does not unreasonably exclude low- and
moderate-income geographies from its
lending).

(4) Needs to improve.—Subject to
rebuttal, the FDIC presumes a bank
needs to improve its record under the
Lending Test if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
less than, and not roughly comparable
to, its market share of reportable loans
in the remainder of its service area; or

(ii) It has made reportable loans in
only a few of the low- and moderate-
income geographies in its service area,
and reportable loans to low- and
moderate-income geographies in its
service area represent an insignificant
percentage of its reportable loans in its
service area.

- (5) Substantial noncompliance.
Subject to rebuttal, the FDIC presumes
a bank is in substantial noncompliance
with the Lending Test if—

(i) The bank’s market share of
reportable loans in low- and moderate-
income geographies in its service area is
significantly less than its market share
of reportable loans in the remainder of
its service area; and

(ii) it has made very few, if any,
reportable loans in the low- and
moderate-income geographies in its
service area.

computations. The FDIC bases such
computations upon the bank’s reported
loan data required under § 345.13 and
the aggregate reported loan data
supplied by the Federal financial
supervisory agencies. In making lending
test computations, the FDIC measures
market share, amount of loans, and
percentage using both volume of loans
and number of ioans.

(2) Market share. The FDIC computes
market share for volume and number of
loans for each type of reportable loans:
home mort loans, consumer loans,
and small business and farm loans. The
FDIC awards an overall market share
performance rating after weighing each
lending category based on such factors
as the needs of the community being
served, the bank’s capabflities and
business plans, and the degree to which
the bank's performance witk: respect to
one of the loan categories, in fact,
balances or compensates for its
performance under another category.

(d) Adjustments. (1) The FDIC may
increase a bank’s lending rating if the
bank participates in a program for giving
further reviews to loan applications that
would otherwise be denied. More credit
will be given for such a program if it is
done in conjunction with a community
organization in such a way that the
organization either participates in the
review or offers applications from low-
and moderate-income individuals that
the bank will consider for credit. The
FDIC may also increase the rating if the
bank has made a substantial amount of
loans requiring creative or innovative
underwriting (while maintaining a safe
and sound quality) or loans for which
there is particular need, such as loans
for multifamily housing construction
and rehabilitation, loans to start-ups,
very small businesses or community
development organizations or facilities
and loans to very low-income -
individuals and areas. The FDIC wili
also consider favorably in reaching a
rating loans made to third parties, such
as community development
organizations and intermediaries, that
make loans or facilitate lending in low-
and moderate-income geographies, even
if the loans by the bank are not
reportable under this part. are not made
to third parties in the vank’s service
area, or are made to third parties that
serve service areas other than the
bank'’s.

(2) In exceptional cases, the FDIC may
reduce a rating achieved under this
section if it concludes that the
quantitative sneasures in this section fail
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to reflect the bank’s actual record of
lending to low- or moderate-income
individuals or geographies.

(e) Indirect lending. (1) If the bank
elects, the FDIC will attribute to a bank
its reported attributable indirect loans.

(2) In the usual case, the indirect
loans attributable to a bank equal the
bank’s percentage share (based on the
level of the bank’s investment or
participation) of each loan made
through the entity in which the bank
has invested or participated.

(3) At the option of all investing or
participating institutions, an alternative
method of attributing loans among the
investing or participating institutions
may be established. In no case, however:

(1) May the indirect loans attributed to
any bank exceed its percentage share of
the total loans (measured in both
number and volume) made directly by
the lending entity in which the
institutions invested or participated;

(ii) May the investors or participants
claim, in the aggregate, indirect loans
(measured in both number and volume)
in excess of the loans actually made in
any geography by the lending entity in
which they invested or participated; or

(iii) May any bank be assigned a
disproportionate share of all loans
(measured in both number and volume)
made in low- and moderate-income
geographies by a lending entity in
which the institutions invested or
participated.

(4) If a bank elects, indirect loans
attributed to a bank under this
paragraph (e) may be included in
“reportable loans” for purposes of the
Lending Test if a bank reports them
under § 345.13.

(f) Application to wholesale and
limited-purpose banks. The Lending
Test of this section does not apply to
wholesale or limited-purpose banks. In
evaluating the record of wholesale and-
limited-purpose banks in satisfying their
community reinvestment obligation, the
FDIC uses the Investment Test in § 345.8
instead of the standards of paragraph (b)
of this section. For purposes of
assigning a composite rating as
described in § 345.10, the FDIC
substitutes a wholesale or limited-
purpose bank’s rating under the
Investment Test for a rating under the
Lending Test.

(g) Rebutting presumptions. A bank
can rebut a presumptive rating under
this section by clearly establishing to
the satisfaction of the FDIC that the
quantitative measures in this section do
not accurately present its lending
performance because, among other
reasons—

(1) The quantitative measures of this
section do not reflect the bank’s

significant amount of loans benefiting
low- and moderate-income geographies
or persons;

(2) Other quantitative measures of the
bank'’s lending performance
demonstrate a higher level than that
reflected by the measures under this
section;

{3) Peculiarities in the demographics
of the bank’s service area exist that
significantly distort the quantitative
measures of this section;

(4) Economic or legal limitations
peculiar to the bank or its service area
or unusual general economic conditions
have affected its performance and ought
to be considered; or

(5) The bank’s performance as
measured by the market share
component of the Lending Test does not
reflect its overall lending performance
because of the extraordinarily high level
of performance, in the aggregate, by -
lenders in the bank’s service area.

§345.8 Investment test.

(a) Summary. The Investment Test
evaluates banks on the amount of their
investments benefiting low- and
moderate-income geographies or
persons.

(b) Standards. The FDIC rates a bank’s
investment performance under the
following rebuttable presumptions:

(1) Outstanding. Subject to rebuttal,
the FDIC presumes a bank is providing
qualified investments in an outstanding
fashion if the bank has made such
investments in an amount that is
substantial as compared to its capital.

(2) High satisfactory. Subject to
rebuttal, the FDIC presymes a bank is
providing qualiﬁeg investments in a
high satisfactory fashion if the bank has
made such investments in an amount
that is very significant as compared to
its capital.

(3) Low satisfactory. Subject to
rebuttal, the FDIC presumes a bank is
providing qualified investments in a
low satisfactory fashion if the bank has
made such investments in an amount
that is significant as compared to its
capital.

4) Needs to Improve. Subject to
rebuttal, the FDIC presumes a bank
needs to improve its record of providing
qualified investments if the bank has
made such investments in an amount
that is insignificant as compared to its
capital.

5) Substantial noncompliance.
Subject to rebuttal, the FDIC presumes
a bank is in substantial noncompliance
with the Investment Test if the bank has
devoted very little, if any, capital to
qualified investments. -

(c) Qualified investments. Qualified
investments are lawful investments that

demonstrably benefit low- and
moderate-income geographies or
persons in the bank's service area.
Qualified investments may include
investments:

(1) In support of affordable housing,
small business, consumer, and other
economic development initiatives;

(2) In community development banks,
community development corporations,
community development projects, small
business investment corporations,
minority small business investment
corporations and minority- and women-
owned financial institutions and other
community development financial
intermediaries;

(3) In consortia or other structures
serving low- and moderate-income
individuals and neighborhoods and
poor rural areas;

(4) In state and local government
agency housing bonds or state and local
government revenue bonds specifically
aimed at helping low- and moderate-
income communities and individuals.

(d) Capital. For purposes of the
Investment Test, the FDIC will evaluate
the amount of qualified investments
against the amount of the bank’s risk-
based capital.

(e) Benefit to service area. In order to
be eligible as a qualified investment
under paragraph (c) of this section, the
activity or entity supported by an
investment need not solely benefit the
bank's service area. However, the
activity or entity supported by the
investment must significantly benefit
low-and moderate-income geographies
or persons in the bank’s service area.

Exclusion of indirect loans.
Investments that a bank has elected to
report as indirect lending under the
Lending Test are not counted as
qualified investments under this Test.

(g) Grants. Grants that would
constitute qualified investments were
they in the form of investments will be
treated as qualified investments for
purposes of the Investment Test. A bank
may also donate, sell on favorable terms,
or make available on a rent-free basis
any branch which is located in a
predominately minority neighborhood

.. to a minority depository institution or

women's depository institution as
defined in 12 U.S.C. 2907.

(h) Application to wholesale and
limited purpose banks. For purposes of
determining qualified investments
under paragraph (c) of this section, the
service area of wholesale and limited
purpose banks is defined to include all
low- and moderate-income geographies
or persons within the United States and
its territories. Loans by wholesale and
limited purpose banks that would
constitute qualified investments were
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they in the form of investments will be
treated as qualified investments for the
P of the Investment Test.

{i; Adjustments fo investment test.
The FDIC may adjust a bank’s rating
under the investment Test. Adjustments
may increase or, in exceptional cases,
decrease the rating. In making these
adjustments the FDIC considers
whether:

(1) The bank’s qualified investments
are particularly innovative or meet a
special meed, or if the bank’s activities
in connection with its qualified
investments have been particularly
complex, innovative or intensive for a
bank of its size, or involve innovative
partnerships with community
organizations (examples include helping
to establish an entity to conduct
community development activities or
providing significant service or
assistance in support of a qualified
investment); or

(2) The bank has made a large amount
of investments that would be qualified
investments but for the fact that they fail
to benefit the bank’s service area as
required by paragraph (e) of this section,
provided the bank has not neglected
investments that benefit its service area.

§3459 Service test.

{a) Summauary. The Service Test
evaluates the accessibility of a retail
bank’s branches and the extent to which
any bank provides other services that
enhance credit availability. The Service
Test does not require a bank to expand
the size of its branching network or to
operate facilities at a loss. Appropriate
consideration isgiven to the limitations
faced by banks with a small number of
branches. The FDIC evaluates retail
banks with multiple branches under the
Service Test primarily on the extent to
which they offer branches. The FDIC
evaluates wholesale and limited-
purpose banks on the extent to which
they provide other services that enhance
credit availability. -

(b) Standards for retail banks. The
FDIC rates a retail bank’s service
'Pelliformance in a service area under the

ollowing rebuttable presumptions.

(1) Outstanding. Sl?biect tg) rebuttal,
the FDIC presumes a bank is providing
service in an outstanding fashion if a
substantial percentage of the bank’s
branches are located in or readily
accessible to low- and moderate-income

hies in its service area.

{2) High satisfactory. Subject to
rebuttal, the FDIC presumes a bank is
?ro}:/idingservioe m a high satisfactory

ashion if a very significant percen
of the bank’s branches are 1ocated lt:g:r
readily accessible to low- and moderate-
income geographies in its service area.

(3) Low satisfactory. Subject to
rebuttal, the FDIC presumes a bank is
providing service in a low satisfactory
fashion if a significant percentage of the
bank’s branches are located in or readily
accessible to low- and moderate-income
geographies in its service area.

(4) Needs to improve. Subject to
rebuttal, the FDIC presumes a bank
needs to improve its record of providing
service if an insignificant percentage of
the bank’s branches are located in or
readily accéssible to low- and moderate-
income geographies in its service area.

(5) Substantial noncompliance.
Subject to rebuttal, the FDIC presumes
a bank is in substantial noncompliance
with the Service Test if very few, if any,
of the bank's branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(c) Adjustments for retail banks. If
necessary, the FDIC adjusts a retail
bank'’s rating to reflect more accurately
the service provided to low- and
moderate-income geographies and
individuals.

(1) Adjustment to reflect more
accurately branch service. The FDIC
may adjust a bank’s record upward or
downward to reflect more accurately its
branch service to low- or moderate-
income geographies or individuals.
Downward adjustments will occur only
in exceptional cases. In determining the
appropriateness and degree of any
adjustment, the FDIC may consider the
bank's record of opening and closing
branches. The FDIC may also consider
whether branches in or readily
accessible to low- and moderate-income
geographies actually serve low- and
moderate-income individuals and
whether branches not located in or
readily accessible to such geographies
are nonetheless serving low- and
moderate-income individuals. The FDIC
may also take into account significant
differences in the quantity, quality or
types of services offered to low- or
moderate-income individuals or
ge hies and similar considerations.

?Zg)m/fdemnent to reflect other
services that promote credit availability.
The FDIC may adjust a bank’s rating
upward to reflect a strong record of
offering or supporting services that
promote credit availability for low- and
moderate-income geographies or
individuals. These services include
credit counseling, low-cost check
cashing, “lifeline” checking accounts,
financial planning, home ownership
counseling, loan packaging assisting
small and minority businesses,
partnerships with community-based
organizations to promote credit-related
services, extensive provision of RSFs or
other non-branch delivery systems that

are particularly accessible and
convenient to low- and moderate-
income geographies or individuals, and
similar programs.

(d) Application to wholesale and
limited-purpose banks. The FDIC rates a
wholesale or limited-purpose bank’s
service performance under the following
rebuttable presumptions:

(1) Outstanding. Subject to rebuttal,
the FDIC presumes a bank is providing
service in an outstanding fashion if it is
providing a substantial amount of the
services described in paragraph (c)(2) of
this section or providing substantial
support for organizations that furnish
such services.

(2) High satisfactory. Subject to
rebuttal, the FDIC presumes a bank is
providing service in a high satisfactory
fashion if it is providing a very
significant amount of the services
described in paragraph (c)(2) of this
section or providing very significant
support for organizations that furnish
such services.

(3) Low satisfactory. Subject to
rebuttal, the FDIC presumes a bank is
providing service in a low satisfactory
fashion if it is providing a significant
amount of the services described in
paragraph (c)(2) of this section or
providing significant support for
organizations that furnish such services.

(4) Needs to improve. Subject to
rebuttal, the FDIC presumes a bank
needs to improve its record of providing
service if it is providing &n insignificant
amount of the services described in
paragraph (c)(2) of this section or
providing insignificant support for
organizations that furnish such services.

(5) Substantial noncompliance.
Subject to rebuttal, the FDIC presumes
a bank is in substantial noncompliance
with the Service Test if it provides very
few, if any, services described in
paragraph (c)(2) of this section or very
little, if any, suppart for organizations
that furnish such services.

(e) Rebutting presumptions. A Bank
can rebut a presumptive rating under
this section by clearly establishing to
the satisfaction of the FDIC that the
quantitative measures in this section do
not accurately represent its service
performance because, among other
reasons—

(1) The quantitative measures of this
section do not reflect the bank’s
significant degree of services that
promote credit availability to low- and
moderate-income geographies or
persons;

(2) Peculiarities in the demographics
of the bank's service area exist that
significantly distort the quantitative
measures of this section; or
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(3) Limitations imposed by the bank’s
financial condition, economic or legal
limitations on branch operation or
location, or similar circumstances have
affected its performance and ought to be
considered.

§345.10 Composite ratings.

(a) Composite rating standards. FDIC
assigns composite ratings as follows:

(1) Base rating. For retail banks, the
bank’s rating under the Lending Test
forms the basis for its composite rating.
For wholesale or limited-purpose banks,
the bank’s rating under the Investment
Test serves as the basis for the
composite rating. The base rating under
this paragraph is adjusted as described
in paragraphs (a)(2) and (a)(3) of this
section.

(2) Effect of investment rating. For
retail banks, the base rating is increased
by two levels if the bank has an
outstanding rating in the Investment
Test or by one level if the bank has a
high satisfactory rating in the
Investment Test.

(3) Effect of service rating. The base
rating is increased by one level if the
bank has an outstanding rating in the
Service Test and is decreased by one
level if the bank has a rating of
substantial non-compliance in the
Service Test.

(4) Final composite rating. Subject to
paragraph (b) of this section, the FDIC
converts the rating resulting from
paragraphs (a)(1) through (a)(3) of this
section into a final composite rating as
described in this paragraph. High
satisfactory and low satisfactory ratings
are both scored as satisfactory in the
final composite rating. A bank that
would otherwise receive a composite
rating of needs to improve will receive
a final composite rating of substantial
noncompliance if the bank received no
better than a needs to improve rating on
both of its last two examinations.

(b) Effect of discrimination. Evidence
that a bank has engaged in illegal
discrimination may affect the bank’s
CRA rating. Notwithstanding paragraph
(a) of this section and subject to rebuttal,
the FDIC assigns a bank a final
composite rating lower than satisfactory
if the bank has—

(1) Engaged in a pattern or practice of
illegal discrimination that it has not
corrected fully; or

(2) Committed an isolated act of
illegal discrimination of which it has
knowledge and that it has not corrected
fully or is not in the process of
correcting fully.

(c) Multiple service areas. Where a
bank operates in more than one service
area, the FDIC conducts Lending,
Investment and Service tests in a sample

of all of the service areas in which a
bank operates. The FDIC assigns
separate composite CRA ratings to the
bank's performance in each of the
service areas studied. A list of the
service areas in which the bank’'s CRA
performance was examined, along with
the rating assigned to the bank’s CRA
record in each of the service areas, shall
be included in the bank’s public
performance evaluation. The overall
rating for the bank reflects the
performance of the bank in the service
areas studied.

§345.11 Alternative assessment methods.

(a) Small bank assessment standards.
A small bank (as defined in § 345.5(1))
may choose to have the FDIC assess its
CRA performance under this section
rather than the general standards
described in §§ 345.6 through 345.10.

(1) The FDIC presumes a small bank’s
overall CRA performance is satisfactory
if the bank:

(i) Has a reasonable loan-to-deposit
ratio (a ratio of 60 percent, adjusted for
seasonal variation, is presumed to be
reasonable) given its size, its financial
condition, and the credit needs in its
service area;

(ii) Makes the majority of its loans in
its service area;

(iii) Has a good loan mix (i.e., makes,
to the extent permitted by law and
regulation, a variety of loans to
customers across economic levels);

(iv) Has no legitimate, bona-fide
complaints from community members;
(v) Has not engaged in a pattern or
gractice of illegal discrimination that it
as not corrected fully; and has not

committed isolated acts of illegal
discrimination, of which it has
knowledge, that it has not corrected
fully or is not in the process of
correcting fully; and

(vi) In 510 case of a bank already
subject to reporting home mortgage
lending data under HMDA, has a
reasonable geographic distribution of
such loans.

(2) A small bank that meets each of
the standards for a satisfactory rating
under this paragraph and exceeds some
or all of those standards may warrant
consideration for an overall rating of
outstanding. In assessing whether a
small bank’s CRA record is outstanding,
the FDIC will consider the extent to
which the bank’s loan-to-deposit ratio,
its lending to its service area, and its
loan mix exceed the standards for a
satisfactory rating. In addition, at the
option of the bank, the FDIC will
evaluate:

(i) Its record of making qualified
im‘l’estments (as described in § 345.8(c));
& ;

(ii) Its record of providing branches,
RSFs, and other services that enhance
credit availability or in other ways meet
the convenience and needs of low- and
moderate-income persons in its service
area.

(3) A small bank that fails to meet or
exceed all of the standards for a
satisfactory rating under this paragraph
is not presumed to be performing in a
less than satisfactory manner. Rather,
for those banks, the FDIC conducts a
more extensive examination of the
bank'’s loan-to-deposit record, its record
of lending to its local community, and
its loan mix. The FDIC will also contact
members of the community, particularly
in response to complaints about the
bank, and review the findings of its
most recent fair lending examination. In
addition, at the option of the bank, the
FDIC will assess:

(i) Its record of making qualified
investments (as described in § 345.8(c));
and

(ii) Its record of providing branches,
RSFs, and other services that enhance
credit availability or in other ways serve
the convenience and needs of low- and
moderate-income persons in its service

a.

(4) Multiple service areas. If a small
bank operates in more than one service
area, the FDIC evaluates the bank’s
performance in all of those service
areas.

(b) Strategic plan assessment. (1) As
an alternative to being rated after the -
fact under the lending, service and
investment tests or the small bank
assessment method, a bank may submit
to the FDIC for approval a strategic plan
detailing how the bank proposes to meet
its CRA obligation.

(i) The plan must be submitted at least
three months prior to the proposed
effective date of the plan so that the
FDIC has sufficient time to review the
plan and to determine whether to
approve it.

gi) A bank submitting a proposed
plan for approval must publish notice in
a newspaper of general circulation in
each of its service areas stating that a
plan has been submitted to the FDIC for
review, that copies of the plan are
available for review at offices of the
bank, and that comments on the
proposed plan may be sent to the FDIC
in accord with § 303.6 of this chapter.

(iii) The FDIC assesses every plan
under the standards of this part and will
not approve a plan unless it provides
measurable goals against which
subsequent performance can be
evaluated and the proposed
performance is at least overall
satisfactory under the standards of this
part.
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(iv) No plan may have a term that
exceeds two years. Further, during the
term of a plan, the bank may petition
the FDIC to approve an amendment to
the plan on grounds that a material
change in circumstances has made the
plan no longer appropriate.

(2) The FDIC will assess the
performance of a bank operating under
an approved plan to determine if the
bank has met or exceeded the plan
goals. However, if the bank fails to meet
or exceed the preponderance of the
measurable goals set forth in the plan,
its performance will be evaluated under
the lending, service and investment
tests or the small bank assessment
method, as applicable.

§345.12 Service area—delineation.

(a) The effective lending territory of a
retail bank defines the bank’s service
area. The effective lending territory is
that area around each office or group of
offices where the preponderance of
direct reportable loans made through
the office or offices are located.

(b) Subject to rebuttal, a bank’s service
area is presumed to be acceptable if the
area is broad enough to include low-
and moderate-income geographies and
does not arbitrarily exclude low-and
moderate-income geographies.

(c) A bank can show that its service
area is acceptable despite its failure to
satisfy the criteria of paragraph (b) of
this section by clearly demonstrating to
the satisfaction of the FDIC that the
criteria of paragraph (b) of this section
are inappropriate use, for example,
there are no low- or moderate-income
geographies within any reasonable
distance given the size and financial
condition of the bank.

(d) The FDIC can reject as
unacceptable a service area meeting the
criteria of paragraph (b) of this section
if the FDIC finds that the service area
does not accurately reflect the true
effective lending territory of the bank or
reflects past redlining or illegal
discrimination by the bank.

(e) A bank shall delineate more than
one service area when the geographies
it serves extend substantially across
state boundaries or extend substantially
across boundaries of a Metropolitan
Statistical Area.

() A bank whose business
predominantly consists of serving
persons who are active duty or retired
military personnel or their dependents
and who are located outside its local
community or communities may
delineate a “military community” for
those customers as a service area.

(8) A wholesale or limited-purpose
bank need not delineate a service area.

(h) A bank shall compile and
maintain a list of all the geographies
within its service area or areas and a
map of each service area showing the
geographies contained therein.

§345.13 Loan data—collection, reporting,
and disclosure.

(a) Every bank, except small banks
electing the small bank assessment
method, shall collect and maintain the
following data on its government
insured and other reportable loans:
number of written applications, number
of application denials, number and
amount of approvals, number and
amount of loans purchased, and number
and amount of indirect loans the bank
elects to have evaluated using the
Jending test. All information is to be
provided by the geography where the
loan is located.

(1) A bank choosing to be rated under
the strategic plan assessment described
in § 345.11(b) is not relieved from its
obligation to report the data as required
by this section.

(2) The information required under
this section shall be collected:

(i) Beginning July 1, 1994, for the
remaining six months of 1994. A
summary of the bank’s data for the six
months shall be submitted to FDIC by
January 31, 1995.

(ii) Beginning January 1, 1995, on an
annual basis, a summary of the bank’s
data collected under this section shall
be submitted to FDIC by January 31 of
the following year. The summary data
shall be submitted in the format
prescribed in appendix A of this part.

(3) Small business loan data shall be
collected, reported, and disclosed in the
summary format described in paragraph
(a) of this section for the following
categories: small businesses with
average annual gross receipts of less
than $250,000, those with average
annual gross receipts of $250,000 or
more and less than $1 million; those
with average annual gross receipts of $1
million or more and less than $10
million; and manufacturing businesses
with average annual gross receipts of
$10 million or more and less than 500
employees.

(4) Home mortgage loan data shall be
collected, reported, and disclosed in the
summary format described in paragraph
(a) of this section for the following
categories: 1—4 family home purchase,
1—4 family home improvement, 1-4
family refinancings, and multi-family
loans. (b) The FDIC will make summary
data collected pursuant to this section
available to the public and to the banks.
The data will be used by the FDIC to
apply the Lending Test under § 345.7.

(c) For purposes of this section, a loan
is located in a geography as follows:

(1) Consumer loans are located in the
geography where the borrower resides.

(2) Loans secured by real estate are
located in the geography where the
relevant real estate is located.

(3) Small business loans are located in
the geography where the headquarters
or principal office of the business is
located.

(4) Small farm loans are located in the
geogr:(fhy where the farm property is
located.

(d) A bank is not required to report
under this section indirect loans unless
the bank elects to have the indirect
loans attributed to it as described in
§ 345.7(e) for purposes of the Lending
Test. If a bank elects to report its
indirect loans, it shall report all
attributable indirect loans outside low-
or moderate-income geographies as well
as loans inside such geographies.

§345.14 Public file and disclosure.

(a) Banks shall maintain files that are
readily available for public inspection
containing the information required by
this section.

(b) Each bank shall include in its
public file the following information—

(1) All signed, written comments
received from the public for the current
year and past two calendar years that
specifically relate to the bank’s
performance in helping to meet the
credit needs of its community or
communities, and any response to the
comments by the bank;

(2) A copy of the public section of
bank’s most recent CRA Performance
Evaluation prepared by the FDIC. The
bank shall place this copy in the public
file within 30 business days after its
receipt from the FDIC; an

(3) A list of the bank’s service areas
and the geographies within each service
area and a map of each service area
showing the geographies contained
therein.

(c) A bank that is not a small bank
shall include in its public file the
lending data the bank has reported to
the FDIC under § 345.13 for the current
and past two calendar years.

(de small bank shall include in its
public file the bank’s Loan-to-Deposit
ratio computed at the end of the most
recent calendar year.

(e) A bank that has been approved to
be assessed under a strategic plan as
described in § 345.11(b) shall-include in
its public file a copy of that plan.

(B Each bank that received a less than
satisfactory rating during its most recent
examination shall include in its public
file a description of its current efforts to
improve its performance in helping to
meet community credit needs.
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(g) A bank shall maintain its public
file or required portions of the file at the
following offices—

(1) Main offices shall have a copy of
the complete public file; and

(2) Branches shall have copies of all
materials in the public file relating to
the service area in which the branch is
located.

(h) A bank shall provide copies of the
information in the public file to
members of the public upon request. A
bank may charge a reasonable fee not to
exceed the cost of reproduction and
mailing (if applicable).

§345.15 Public notice by banks.

A bank shall provide, in the public
lobby of its main office and each branch,
the public notice set forth in this
section. Bracketed material shall be
used only by banks having more than
one service area. The last two sentences
shall be included only if the bank is a
subsidiary of a holding company and
the last sentence only if the company is
not prevented by statute from acquiring
additional banks.

Community Reinvestment Act Notice

Under the Federal Community
Reinvestment Act (CRA), the FDIC
evaluates and enforces our compliance
with our obligation to help meet the
credit needs of this communit
consistent with safe and soun
operations. The FDIC also takes our
CRA performance into account when
the FDIC decides on certain applications
submitted by us. Your involvement is
encouraged. You should know that:

You may look at and obtain in this office
information on our nce in this
community. This information includes s file
of all signed, written comments received by
us, any responses we have made to the
comments, evaluations by the FDIC of our
CRA performance, and data on the loans we
have made in this community during the past
two years. (Current CRA information on our
performance in other communities served by
us is available at our main office, located at

You may send signed, written comments
about our CRA performance in helping to
meet community credit needs to (title and
address of bank official) and to the FDIC
Regional Director (address). Your letter,
together with any response by us, may be
made public.

You may ask the FDIC to look at any
comments received by the Regional Director.
You also may request from the Regional
Director an announcement of our
applications covered by the CRA filed with

‘the FDIC. We are a subsidiary of (name of
holding company), a bank holding company.
You may request from the Federal Reserve
Bank of (city, address) an announcement of
applications covered by the CRA filed by
bank holding companies.

§345.16 Publication of planned
examination schedule.

The FDIC will publish at least 30 days
in advance of the beginning of each
calendar quarter a list of the banks that
are scheduled for CRA examinations in
that quarter. Any member of the public
may submit comments to the FDIC
regarding the CRA performance of any
bank whose name appears on the list.

§345.17 Effect of ratings—corporate
applications.

(a) The FDIC takes into account a
bank’s record of performance in meeting
its community reinvestment obligation
in considering applications for approval
of—

(1) The establishment of a domestic
branch or other facility with the ability
to accept deposits;

(2) The relocation of a bank’s main
office, a branch office or other facility
with the ability to accept deposits;

(3) The merger, consolidation,
acquisition of assets, or assumption of
liabilities; and

(4) Deposit insurance for an operating
non-insured financial institution.

(b) A newly chartered State
nonmember gank shall submit a
description of its proposed CRA
performance when the application for
deposit insurance is made. In
considering the application, the FDIC
takes into account the bank’s proposed
CRA performance.

(c) In considering the effect of CRA
performance on a corporate application,
the FDIC will take into account any
views expressed by State or Federal
financial supervisory agencies or other
interested parties, which are submitted
in accordance with the FDIC's
procedures set forth in § 345.16 or part
303 of this chapter.

(d) In the FDIC’s consideration of the
effect of a bank’s CRA record on a
corporate application, the CRA rating
assigned to a bank is an important, and
often controlling, factor. However, the
rating is not conclusive evidence of
performance. Absent other evidence on
performance, CRA ratings generally
affect corporate applications as follows:

(1) An “outstan£n3" rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application and
will receive extra weight in the FDIC's
review of the application. :

(2) A “satisfactory” rating generally
will result in a finding that the bank’s
CRA performance is consistent with
approval of the application.

3) A “needs to improve” rating
generally will be an adverse factor in the
CRA as of the application, and
absent onstrated improvement in

the bank’s CRA performance or other
countervailing factors, generally will
result-in denial or conditional approval
of the application.

(4) A “‘substantial noncompliance”
rating generally will be so adverse a
finding on the CRA aspect of the
application as to result in denial of the
application.

§345.18 Transition rules.

(a) Data collection. The data
collection and reporting requirements of
§ 345.13 will go into effect July 1, 1994.
Data collected from July 1, 1994 to year
end must be reported to the FDIC no
later than January 31, 1995. Thereafter
banks will collect data on an annual
basis and the data shall be reported no
later than January 31 of the following
year.

(b) Assessment standards. Evaluation
under the new standards is mandatory
after July 1, 1995, except that, until
April 1, 1996, for good cause, an
institution may request the FDIC to
evaluate it under the standards in place
prior to [effective date of final
regulation]. During the time period from
April 1, 1995 until July 1, 1995, a bank
may, at its option, choose to be
evaluated under the new standards or
under the standards in place prior to
[effective date of final regulation].

(c) Strategic plan. If a bank elects to
be evaluated under an approved
strategic plan during the transition
period, a bank may submit a strategic
plan anytime after [effective date of final
regulation].

(d) Corporate applications. If the first
rating a bank receives under the new
standards (whether that rating is given
during the transition period or after the
new standards become effective) is more
than one rating category below the last
rating the bank received prior to
[effective date of final regulation], the
FDIC will not disapprove any corporate
application or take any other
enforcement action against the bank
based on that lower rating if the FDIC
has determined that the drop in the
bank’s rating occurred despite the
bank’s good faith efforts to perform at
least satisfactorily under the new
standards.

6. Appendix A to part 345 is added
as set forth in the common preamble.

Appendix A to Part 345—CRA Loan
Data Format

By Order of the Board of Directors, dated
at Washington, DC, this 9th day of December
1993.
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Federal Deposit Insurance Corporatior..
Robert E. Feldman,
Deputy Executive Secretary.

OFFICE OF THRIFT SUPERVISION
12 CFR Chapter V

For the reasons outlined in the
preamble, the Office of Thrift
Supervision hereby proposes to amend
12 CFR chapter V as set forth below:

7. Part 563e is revised to read as
follows:

PART 563e—COMMUNITY
REINVESTMENT ACT

Sec.

563e.1
563e.2
563e.3
563e.4
563e.5
563e.6
563e.7

Authority.
Community reinvestment obligation.

Scope.

Definitions.

Assessment standards—summary.

Lending Test.

563e.8 Investment Test.

563e.9 Service Test.

563e.10 Composite ratings.

563e.11 Alternative assessment methods.

563e.12 Service area—delineation.

563e.13 Loan data—collection, reporting
and disclosure.

563e.14 Public file and disclosure.

563e.15 Public notice by savings
associations.

563e.16 Publication of planned
examination schedule.

563e.17 Effect of ratings—corporate
applications.

563e.18 Transition rules.

Appendix A to Part 563e—CRA Loan
Data Format

Authority: 12 U.S.C. 1462a, 1463, 1464,
1467a, 1814, 1816, 1818, 1828(c), and 2901
through 2907.

§563e.1 Authority.

The provisions of this part are issued
under the Community Reinvestment Act
of 1977 (CRA), as amended (12 U.S.C.
2901 et seq.); section 5, as amended, and
sections 3, 4, and 10, as added, of the
Home Owners’ Loan Act of 1933 (12
U.S.C. 1462a, 1463, 1464, and 1467a);
and sections 4, 6, 8 and 18(c), as
amended of the Federal Deposit
Insurance Act (12 U.S.C. 1814, 18186,
1818, 1828(c)).

§563e.2 Community reinvestment
obligation.

Savings associations have a
continuing and affirmative obligation to
help meet the credit needs of their
communities, including low- and
moderate-income areas, consistent with
safe and sound operations.

§563e.3 Purposes.

The purposes of this part are to
implement the community reinvestment
obligation of savings associations; to
explain how the Office of Thrift
Supervision (OTS) assesses the
performance of savings associations in
satisfying the community reinvestment
obligation; and to describe how that
performance is taken into account in
certain corporate applications.

§563e.4 Scope.

This part applies to all savings
associations as defined in § 561.43 of
this subchapter.

§563e.5 Deflinitions.

For purposes of this part, the
following definitions apply:

(a) Automated Teller Machines
(ATMs) means immobile, automated,
unstaffed facilities at which deposits are
received, checks paid, or money lent.

(b) Branches means staffed facilities
(shared or unshared) with a fixed site at
which deposits are received or checks

id or money lent, including mini-

ranches in grocery stores or branches
operated in conjunction with any other
local businesses, churches, or other non-
profit organizations.

(c) Consumer loans means closed-end
loans extended to a natural person
primarily for personal, family, or
household purposes, but does not
include home mortgage loans as defined
in paragraph (e) of this section, credit
card loans, or motor vehicle loans.

(d) Geographies means census tracts
or block numbering areas.

(e) Home mortgage loans means
closed-end loans that are mortgage loans
as defined in section 303(1) of the Home
Mortgage Disclosure Act (12 U.S.C.
2802(1), hereinafter referred to as
HMDA) and implementing regulations.

() Illegal discrimination means
discrimination on a prohibited basis as
set forth in the Equal Credit
Opportunity Act, 15 U.S.C. 1691
through 1691f, the Fair Housing Act, 42
U.S.C. 3601 through 3619, and OTS
nondiscrimination regulations (12 CFR
part 528).

Indirect loans means loans made
indirectly by a savings association
through participation in a lending
consortium in which lenders pool their
resources, by subsidiaries of the savings
association, by non-chartered affiliates
funded by the savings association, or by
lawful investments in or with
community development and affordable
housing lenders, women-owned or
minority-owned financial institutions,
low-income credit unions, and others
that lend to low- and moderate-income
geographies and individuals.

(h) Loans or investments benefitting
low- and moderate-income geographies
or persons means loans or investments
where the proceeds are provided to,
invested in, used by or otherwise
directly benefit—

(1) Persons that reside in low- or
moderate-income geographies or have
low or moderate incomes;

(2) Businesses located in low- or
moderate-income geographies or
employing mostly persons residing in
such geographies;

(3) Non-profit organizations located in
low- or moderate-income geographies or
providing services mainly to persons
residing in such geographies; or

(4) Construction or renovation of
facilities located in low- or moderate-
income geographies or providing
sen;:ces main}:y to persons residing in
suc ies.

(i) zgﬁfzﬁd moderate-income
geographies means geographies where
the median family income is less than
80% of the median family income for
the Metropolitan Statistical Area (MSA)
or (in the case of geographies outside a
MSA) less than 80% of the non-
metropolitan state-wide median family
income for the state in which the
geography is located.

(1) Low-income geographies means
geographies where the median family
income is less than 50% of the median
family income for the Metropolitan
Statistical Area (MSA) or (in the case of
geographies outside a MSA) less than
50% o?the non-metropolitan state-wide
median family income for the state in
which the geography is located.

(2) Moderate-income geographies
means geographies where the median
family income is at least 50% and less
than 80% of the median family income
for the Metropolitan Statistical Area
(MSA) or (in the case of geographies
outside a MSA) at least 50% and less
than 80% of the non-metropolitan state-
wide median family income for the state
in which the geography is located.

(j) Reportable loans means home
mortgage loans, consumer loans, and
loans to small businesses and small
farms.

(k) Small savings associations
means—

(1) Independent savings associations
with total assets of less than $250
million; or

(2) Savings associations with total
assets of less than $250 million that are
subsidiaries of a holding company with
total banking and thrift assets of less
than $250 million.

(1) Small businesses means private
for-profit organizations that had for the
calendar or fiscal year preceding the
making of the loan—
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(1) Average annual receipts of  §563e.7 Lending test reportable loans in the remainder of its
less than $20 million for a concern (a) Summary. The Lending Test service area; and
providing services; or evaluates primarily whether a savings (ii) Either: o
(2) Up to 500 employees for a association is making loans in low- and (A) It has made a significant amount
manufacturing concern. moderate-income geographies as'well as  of reportable loans in many of the low-
(m) Small farms means private to wealthier geographies. The test and moderate-income geographies in its
organizations engaged in f';,'.,‘,.i,.g examines direct lending by the savings  service ares; or

operations with average anmual gross
receipts of less than $500,000 for the
calendar or fiscal year preceding the
making of the loan.

§563e.6 Assessment standards—
- summary.

(a) Except for savings associations
assessed under the special standards of
§563e.11, the OTS assesses a savings
association’s CRA ance as
described in this section. The OTS
reviews, among other things, the savings
association’s CRA public file and any
signed, written comments about the
savings association’s CRA performance
submitted to the savings association or
the OTS. In assessing a savings
association’s CRA performance, the OTS
considers whether the savings
association is helping to meet the credit
needs of its entire community. In
examinations, however, the OTS pays
particular attention to the savings
association’s record of helping to meet
the credit needs in low- and moderate-
income geographies. That record is
primarily evaluated using three
measures: the Lending Test (described
in § 563e.7), the Investment Test
(described in § 563e.8) and the Service
Test (described in § 563e.9). Based on
these separate assessments, the OTS
assigns the savings association one of
four overall composite ratings as
{escribed in § 563e.10. The four
composite ratings are Outstanding,
Satisfactory, Needs to Improve, and
Substantial Noncompliance.

(b) The composite ratings reflect the
extent of compliance or noncompliance
with the community reinvestment
obligation described in § 563e.2. A
savings association that receives a
composite rating of Substantial
Noncompliance shall be subject to
enforcement actions pursuant to 12
U.S.C. 1818.

(c) This part and the CRA do not
require any savings association to make
loans or investments that are expected
to result in losses or are otherwise
inconsistent with safe and sound
operations. However, savings
associations are permitted and
encouraged to develop and apply
flexible underwriting standards (that are
congistent with safe and sound
opesations) for Joans that benefit low-
and moderate-income geographies or
individuals.

association itself and, if the
association elects, indirect lending to
the extent tted by this part.

(b) Stan The OTS rates a
savings association’s lending
performance b:;lt a gervioe area under the
following rebuttable presumptions.

(1) Ozgslanding. S!!:bpd to rebuttal,
the OTS presumes a savings association
is lending in an outstanding fashion if—

(i) The savings association’s market
share of reportable loans in low- and
moderate-income geographies in its
service area significantly exceeds its
market share of reportable loans in the
remainder of its service area; and

(ii) Either:

(A} it has made & significant amoum
of reportable loans in the vast majority
of the low- and moderate-income
ge hies in its service area; or

} is reportable loens to low- and
moderate-income geographies in its
service area a substantial
percentage of its reportable loans in-its
service area ( that the savings
association does not unreasonabty
exclude lvw-f::d modemto-mcmng) ome
geo ies from its ing).

(5” igh satisfactory. Subject to
rebuttal, the OTS presumes a savings
association is lending in a high
satisfactory fashion if—

(i) The savings assoctation’s market
share of reportable loans in low- and
moderate-income geographies in its
service area is at least ty
comparable to its market share of
reportable loans in the remainder of its
service area; and

(ii) Either:

(A) It has made a significant amount
of reportable loans in most of the low-
and moderate-income geograptries in its
service area; or 4

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a very significant
percentage of its reportable loans in its
service area (provided that the savings
association does not unreasonably
exciude low- and moderate-income

ies from its lending).

(3} Low satisfactory. Subject to
rebuttal, the OTS a savings
association is lending in a low
sati fashion if—

(i) The savings association’s market
share of reportable loans in low- and
moderate-income geographies in its
service ares is at least roughly
comparable to its market share of

(B) Its reportable loans to low- and
moderate-income geographies in its
service area represent a significant
percentage of its reportable loans in its
service area (provided that the savings
association does not unreasonably
exclude low- and moderate-income

phies from its lending).

(4; Needs to improve. St?l?ject to
rebuttal, the OTS presumes a savings
association needs to improve its record
under the Lending Test if—

(i) The savings association’s market
share of reportable loans in low- and
moderate-income geographies in its
service area is less than, and not roughly
comparable to, its market share of
reportable loans in the remainder of its
service area; or

(ii) It has made reportable loans in
only a few of the low- and moderate-
income geographies in its service area,
and reportable loans to low- and
moderate-income geographies in its
service area represent an insignificant
percentage of its reportable loans in its
service area. .

(5) Substantial noncompfiiance.
Subject to rebuttal, the OTS presumes a
savings association is in substantial
noncompliance with the Lending Test
if—

(i) The savings association’s market
share of reportable leans in low- and
moderate-income geographies in its
service area is significantly less than its
market share of reportable loans in the
remainder of its service area; and

(ii) It has made very few, if any,
reportable loans in the low- and
moderate-income geographies in its
service area.

(c} Method of computation—(1)
General. For purposes of the Lending
Test, the OTS, rather than the savings
association, is responsible for making
the computations. The OTS bases such
computations upon the savings
association’s reported loan data required
under § 563e.13 end the te
reported loan data supplied by the
Federal financial supervisory agencies.
In making lending test computations,
the OTS measures market share, amount
of loans, and percentage using both
volume of loans and number of loans.

(2) Market share. The OTS com
market share for volume and n of
loans for each type of reportable loans:
Home mortgage loans, consumer loans,
and small business and farnt loans. The
OTS awards an overall market share
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sxhing sfier wei each
lending category hasad em such faciers
as themodsdfhmmmiqhmg
sarved, the savings asseciution's
capdbilities and business plans, and the
degree 1o which the savings
asseciation’s performance with respect
to oneofthe toan categeries, in fact,
balanoes er tompensates for its
performance under amother categery.

{d) Adjustments. (1) The OTS mey
Fmorease a savimgs association’s lendimg
ratimg if the savings asssciation
participates in a ;program ¥or giving
further reviews to toan apphicetions that
woulld othmbeésnmd More credit

willbe given far such ifitis
done in conjunction a-community
organization mmxjmwaydntﬂre

organization #ither participates in the
review or offers applications from low-
and moderate-income individuals that
the savings association will consider for
credit. The OTS may also increase the
rating if the savings association has
made 2 substantial amoumt of loans
Tequiring creative or imnovative
underwriting (while ining a safe
and sound quality) or loans for which
there is particular need, such as loans
far multifamily housing construction
and rehabilitation, loans to start-ups,
very small businesses or commumity
development organizations or facilities
and loans to very low-income
individuals and areas."The OTS will
also consider favorably in reaching a
rating loans made tothird parties, such
as commumity development
erganizations and intermediaries, that
make loans or Tacilitate lending in low-
.and moderate-income geographies, even
if the loans by the savings association
are not reportable under this part, are
not made to third parties in the savings
association’s service area, or are made to
third parties that serve service areas
other than the savings asseciation’s.

(2) In exceptianal cases, the OTS may
reduce a rating achieved under this
sectien if it concludes that the
quantitative measures in this section Iail
to reflect the savings association’s actual
record of lending to low- or moderate-
inconre geographies.

(e) Indirect lending. (1) If the savings
association elects, the OTS will attribute
to a savings association its reported
attributable indirect loans.

(2) in the msual case, the indissct
loans attributable %0 a savings
association oqual the savings
association's jpercentage share (based on
the level of the savings aseociation's
investment.er «of each
loan made through the eatity in which
the savings assaciation has imvested or
participated.

{2) At e aption wf all investing or
SBvVings asseciations, an
alternative method of atmhm:giom
among the investing ar participating
savings associations may be estdblished.
In no case, however:

%) May the indirect loans attributed to
-any savings association exceed its
‘percerttage share of the total loans
(measured in both number and volume)
made directly by the iending entity in
-which 'the savings association i
or parficipated;

tii) May the inrvestors or participants
claim, in the aggregate, indirect loans
(measured in‘both number and valume)
in excess of the toans actually made in
any geography by the lending entity in
which they invested or participated; or

(iii) May any savings association be
assigned a disproportionate share af all
‘loans (measured in both number and
volume) made in low- and moderate-
income geographies by a lending entity
in which the savings association
invested or participated.

13) 1f a savings-association elects,
indirect loans attributed to a savings
association under this paragraph (e) may
‘be included in “‘reportable loans™ for
purposes of the Lending Test ifa
savings association reports them under
§563e.13.

(f) Rebutting presumptions. A savings
association can rebut @ presumptive
rating under fhis section by clearly
establishing to the satisfactien of the
OTS that the quantitative measures in
this section do not accurately present its
lending performance because, among
other reasons—

1) The quantitative measures of this
sectien do not reflect the savings
association’s significant.amount of loans
benefiting low- and moderate-income
geographies or persans;

(2) Other quantitative measures of the
savings association’s lending
performance demonstrate a higher level
than that reflected by the measnres
under this section;

{3) Peculiarities in the demographics
of the savings association’s service area
exist that significantly distort the
quantitative measures of this section;

{4) Econosuic or legal limitations
peculiar te the savings association ar its
service area or anusual general
-economic-conditions have afiscted its
performance and ouglit to be
‘censidered;.ar

(5) The savings asseciation’s
performance as measured by the market
shane component of the Lending Test
does not reflect its overall landing
performeance becawse of the
extraordimanily high eveld of
perfermance, in the aggregate, by

lenders ia fhe saxings assaciatien's
serviceavea.

§563e.8 Investmen test

ar
iﬁ) Standards. The OTS rates.a
savings assaciaflion’s imeestmemt
penﬁmnnnmmnhrﬂm foHowing
rebuttahle presunp tioms:

(1) Dutstonding. Subject to rebirtal,
the:OTS pmmsm:d savimgs essociation
is providing g irwestments ¥n an
axgsmdi-ng fashion if the savings
association has made such fmuestments
im @an amournt that is substantial as
compared #o its capital.

(2) High satisfoctory. Subjeat to
rebuttal, the OTS presumes.a savings
asseciation is providing qualifiad
investments in@ high mﬁsﬂamry
fashion if the sawings association has
made such investments in &R emount

thahsmry significant.as compared to
capital.

18) bmsatzsfnm:y Suhject to
rebuttal, the OT'S presumes a
association is providingqualified
imvestments in a low satisfactory
feshion #f the savings association has
made sirch investments in an amount
that iis significant as cempared to its

ital.

m&) Needs 10 impreve. Subject 10
rebuttal, the OTS presumes a savings

association nesds to improve its record
o'f providing. qualified investments if the
savings assaciatiom has mmade such
investments in an.ameunt that is

ificant #s compared to ite capital.

(5; Substantial nomcompliance.
Subject to rebuttal, the OTS presumesa
savings association is in substantial
noncompliance with the Investment
Test if the savings association has
devoted very little, if any, capital to
qualified investments.

(c) Qualified investmments. Qualified
investments are lawful investments that
demonstrably benefit low-.and
mdemte—annmegwgmph:m er
persops in the savings association's
:service area. Qualified investments may
include investmems:

(1) In support of affordable housing,
small business, consinner, asd other
economic.d ment initiatives;

(2) in commeunity development banks,
commamnity development corparations,
cemmunity -development projects, small
business imvestment carporstions,
minarity smat]l bnsimess inxestment
corporatioes ead minority- and women-
owned financial institetions and ether
comamsmity devalapment finaacial
intermadinries;
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(3) In consortia or other structures
serving low- and moderate-income
individuals and neighborhoods and
poor rural areas;

(4) In state and local government
agency housing bonds or state and local
government revenue bonds specifically
aimed at helping low- and moderate-
income communities and individuals.

(d) Capital. For purposes of the
Investment Test, the OTS will evaluate
the amount of qualified investments
against the amount of the savings
association’s total risk-based capital.

(e) Benefit to service area. In order to
be eligible as a qualified investment
under paragraph (c) of this section, the
activity or entity supported by an
investment need not solely benefit the
savings association’s service area.
However, the activity or entity
supported by the investment must
significantly benefit low- and moderate-
income geographies or persons in the
savings association’s service area.

(f) Exclusion of indirect loans.
Investments that a savings association
has elected to report as indirect lending
under the Lending Test are not counted
as qualified investments under this Test.

(g) Grants. Grants that would
constitute qualified investments were
they in the form of investments will be
treated as qualified investments for
purposes of the Investment Test. A
savings association may also donate, sell
on favorable terms, or make available on
a rent-free basis any branch which is
located in a predominately minority
neighborhood to a minority depository
institution or women'’s depository
institution as defined in 12 U.S.C. 2907.

(h) Adjustments to Investment Test.
The OTS may adjust a savings
association’s rating under the
Investment Test. Adjustments may
increase or, in exceptional cases,
decrease the rating. In making these
adjustments the OTS considers whether:

Il] The savings association’s qualified
investments are particularly innovative
or meet a special need, or if the savings
association’s activities in connection
with its qualified investments have been
particularly complex, innovative or
intensive for a savings association of its
size, or involve innovative partnerships
with community organizations
(examples include helping to establish
an entity to conduct community
development activities or providing
significant service or assistance in
surgort of a qualified investment); or

2) The savings association has made
a large amount of investments that
would be qualified investments but for
the fact that they fail to benefit the
savings association's service area as
required by paragraph (e) of this section,

provided the savings association has not
neglected investments that benefit its
service area.

§563e.9 Service test.

(a) Summary. The Service Test
evaluates the accessibility of a savings
association’s branches and the extent to
which any savings association provides
other services that enhance credit
availability. The Service Test does not
require a savings association to expand
the size of its branching network or to
operate facilities at a loss. Appropriate
consideration is given to the limitations
faced by savings associations with a
small number of branches. The OTS
evaluates savings associations with
multiple branches under the Service
Test primarily on the extent to which
thc(eg offer branches.

)

Standards for savings associations.

The OTS rates a savings association’s
service performance in a service area
under the following rebuttable
presumptions.

(1) Outstanding. Subject to rebuttal,
the OTS presumes a savings association
is providing service in an outstanding
fashion if a substantial percentage of the
savings association’s branches are
located in or readily accessible to low-
and moderate-income geographies in its
service area.

(2) High satisfactory. Subject to
rebuttal, the OTS presumes a savings
association is providing service in a
high satisfactory fashion if a very
significant percentage of the savings
association’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(3) Low satisfactory. Subject to
rebuttal, the OTS presumes a savings
association is providing service in a low
satisfactory fashion.if a significant
percentage of the savings association's
branches are located in or readily
accessible to low- and moderate-income
g phies in its service area.

(4; Needs to improve. Subject to
rebuttal, the OTS presumes a savings
association needs to improve its record
of providing service if an insignificant
percentage of the savings association’s
branches are located in or readily
accessible to low- and moderate-income

phies in its service area.

(5) Substantial noncompliance.
Subject to rebuttal, the OTS presumes a
savings association is in substantial
noncompliance with the Service Test if
very few, if any, of the savings
association’s branches are located in or
readily accessible to low- and moderate-
income geographies in its service area.

(c) Adjustments. If necessary, the OTS
adjusts a savings association’s rating to
reflect more accurately the service

provided to low- and moderate-income
geo%ra/rhies and individuals.

(1) Adjustment to reflect more
accurately branch service. The OTS may
adjust a savings association’s record
upward or downward to reflect more
accurately its branch service to low- or
moderate-income geographies or
individuals. Downward adjustments
will occur only in exceptional cases. In
determining the appropriateness and
degree of any adjustment, the OTS may
consider the savings association’s record
of opening and closing branches. The
OTS may also consider whether
branches in or readily accessible to low-
and moderate-income geographies
actually serve low- and moderate-
income individuals and whether
branches not located in or readily
accessible to such geographies are
nonetheless serving low- and moderate-
income individuals. The OTS may also
take into account significant differences
in the quantity, quality or types of
services offered to low- or moderate-
income individuals or geographies and
similar considerations.

(2) Adjustment to reflect other
services that promote credit availability.
The OTS may adjust a savings
association’s rating upward to reflect a
strong record of offering or supporting
services that promote credit availability
for low- and moderate-income
geographies or individuals. These
services include credit counseling, low-
cost check cashing, “lifeline” checking
accounts, financial planning, home
ownership counseling, loan packaging
assisting small and minority businesses,
partnerships with community-based
organizations to promote credit-related
services, extensive provision of ATMs
or other non-branch delivery systems
that are particularly accessible and
convenient to low- and moderate-
income geographies or individuals, and
similar p ms.

(d) Rebutting presumptions. A savings
association can rebut a presumptive
rating under this section by clearly
establishing to the satisfaction of the
OTS that the quantitative measures in
this section do not accurately represent
its service performance because, among
other reasons—

(1) The quantitative measures of this
section do not reflect the savings
association’s significant degree of
services that promote credit availability
to low- and moderate-income
geographies or persons;

(ZS] Peculiarities in the demographics
of the savings association’s service area
exist that significantly distort the
quantitative measures of this section; or

(3) Limitations imposed by the’
savings association’s financial
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condition, econamic ar tegal limitations
on branch operation or locatien, or
similar circumstances have affected its
performance and aught to be
considered.

§563a.10 Tomposite ratings.
(&') Compasuemwgstandmds OTS

posite ratings as follows:
; Base rating.

For savings
asmannns. the association’s
rating under the Lending Test dorms the
basis for its campesite rating. The base
rating under this paragraph is adjusted
as described in paragraphs (a)(2) and
(a)(3) of this section.

(2) Effect of investment rating. ¥or
savings associations, the hase sating is
increased by two lexels if the savings
assaeciation has an outstanding rating in
the Investment Test-or by ene level if
the savings association hasa high
satisfactory rating in the Investment
Test.

(3) Effect of service rating. The base
rating is increased by one level if the
savmgs association has an outstandmg
rating in the Service Test and is
decreased by one level if the savings
association hasa rating of substantial
non-compliance in the Service Test.

(4) Final composite zating. Subject te
paragraph [(b) of this section, the OTS
converts the rating resulting from
paragraphs ¢a)(1) through {a)(3) of this
sectian into.a final composite rating as
described in this paragraph (a){4). High
satisfactory and low satisfactory ratings
are both scored as satisfactory in the
Tinal campaosite rating. A savings
association that would otherwise
receive a composite rafing -of needs to
improve will receive » final composite
rating of substantial noncompliance if
the association received no
better than a needs 1o improve rating on
both of its iast two examinations.

{b) Effect of discrimmation. Evidence
that a savings association has engaged in
illegal lending discrimination may affect
the savings assaciation's ORA rating.
Notwvithstanding paragraph {a) of this
section and snbju:x to rebuttal, the OTS
assigns a-savingsasseciation a final
composite rating lower than satisfactory
if the savings association has—

(1) Engaged .in a pattern or practice.of

discrininatian

that it hias not

colmdedfuily.

{2) Committed @n isalated act of
illegal discrimimation of whrich it has
knowledge and that it has Tt corrected
fully eris notnthemm of
correcting fully

{) M mvmemens. Where a
sawvings.association eperates in mee
thanone.sarm area, the OTS conducts
Le and Service tests ia
a sample of all of the service amas in

which a savings.aseeciation operates.
The OTS assigns separate composite
CRA ratings 10 the savings associafion’s
performance im each.ofthe service areas
studied. A Tist of the service areas m
which the savings asseciation’s CRA
performance was examined, atong with
the rating assigned to'the savings
association’s CRA record in each of the
service areas, shall be included in the
savings association’s public
performance evaluation. The overall
rating for the savings association reflects
the performance of the savings
asseciation in the service areas studied.

§563e.11 Alternative asacesment
methods.

(a) Small savings association
aissessment standards. A strall savings
association (as defined in §563e.5(k))
may choese to have the OTS essess its
CRA performance under this section
rather than the ‘standards
described in §§563¢ 6 through 563e.10.

(1) The OTS presumes a-small savings
association’s overall CRA performance
is satisfactory if the savings assocratmrr

(i) Has a reasonable loanto-depos
ratio (a refio of 60 percent, ndjumd for
wseasonal variation, is presumed tebe
reasonable) given its size, fts inancial
condition, and the credit needs in its
service.area;

(ii) Makes the majority of its loans in
its service area;

{iii) Has a good loen mix{ie., makes,
to the extent permitted by lawand
regulation, @ variety of loans te
customers across economic levels);

(xv).Hasm legitimate, bona-fide

laints from cemmunity members;

r Has aot engaged in a pattern or
practme of illegal discrimimatioa that it
has notcerrected fully; and has not
committed isolated acts of iltegal
discrimination, of which it has
kmavledge.thst #t has mot cerrected
fullyor is net in rbeproeeasof
correcting Tully; and

{vi)In 5ua case of a savings
asseciation .already subject to reporting
homem lending data under
HMDA, 12 U.S.C. 2801 ¢t seq., has a
masomable geographic distribution of
such loans.

12) A small savings asseciatien that
mwoets each of the standards fera
satisfactory rating under:this paragraph
and exceeds some or all ef those
standards may warrent consideratian for
an overall rating of eutstanding. In
assessing whether a small savings
association's CRA record ¥s eutstanding,
the OT'S will consider the extent to
which the sevings assecision’s Yoan-to-
deposit ratie, its lending te s service
area, #nd its loan mix exceed the
standards for a satisfrotory rating. In

addition, at the opfionof the savings
-association, the OTS will evaluate:

i) 1ts record of making gualified
investments ‘{as described in
§ 563e.8(c)}; anmd

(ii) Its record ®f providing branches,
ATMs, and pther services that enhance
credit avaitability or in other ways meet
the convenience and needs of low- and
moderate-income persons in its sarvice
area.

13) A small savingsassociation that
fails to meet or exceed all of the
standards for a satisfactory zating under
this paragraph is not presumed to be
performingin a less than satisfactary
manner. Rather, Ior thase savings
associations, the DTS conducts.a more
extensive examination of the savings
association’s loan-to-depaosit record, its
record of lending to its local
community, and its loan mix. The OTS
will also cantact members of the
community, particularly in response to
complaints about fthe savings
association, and review the findings of
its most recent fair lending examination.
In addition, at the option of the savings
association, the OTS will assess:

(i) Its recard of making qualified
wrvestments (as-descnibed in
§563e.8(c)); and

[ii) Its wecord of providing branches,
ATMis, and other services that enhance
credit availability or in other ways serve
the convenience and needs of low- and
meoderate-inconve persens in its serwice
area.

(4) Multiple serwioe ureans. 1f a small
savings association eperates in more
than one zervicearea, the OTS exaluates
the savings association’s performance in
all of those service areas.

(b) :Strategic plan.assessment. (1) As
an alternative to being rated after the
fact under the lending, service and
investment tests or the smatl savings
association assessment method, a
savings association may submit to the
QTS fior approval e strategic plan
detailing hew the savings-asseciation
proposes to mest its TRA obligation.

(i) The plan must be submitted at teast
3 months prior to the proposed effective
date of the plan so'that the OTS has
sufficient time to review the plan end to
determine whether to approve it.

(ii) A savings assocration submritting a
preposed plen Tor approval must
publish netice in a newspaper of general
circulation ineach of its service areas
stating that a 'plan has been submitted
to the GTS for review, that copies of the
plan are availdble for review at offices
of the:savings association, and that
comments on the proposed plan may be

sent to the appropriate Regional
Director.
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(iii) The OTS assesses every plan
under the standards of this part and will
not approve a plan unless it provides
measurable goals against which
subsequent performance can be
evaluated, and the proposed
performance is at least overall
satisfactory under the standards of this

art.
P (iv) No plan may have a term that
exceeds two years. Further, during the
term of a plan, the savings association
may petition the OTS to approve an
amendment to the plan on grounds that
a material change in circumstances has
made the plan no longer appropriate.

(2) The OTS will assess the
performance of a savings association
operating under an approved plan to
determine if the savings association has
met or exceeded the plan goals.
However, if the savings association fails
to meet or exceed the preponderance of
the measurable goals set forth in the
plan, its performance will be evaluated
under the lending, service and
investment tests or the small savings
association assessment method as
applicable.

§563e.12 Service area—delineation.

(a) The effective lending territory of a
savings association defines the savings
association’s service area. The effective
lending territory is that area around
each office or group of offices where the
preponderance of direct reportable loans
made through the office or offices are
located.

(b) Subject to rebuttal, a savings
association’s service area is presumed to
be acceptable if the area is broad enough
to include low- and moderate-income
geographies and does not arbitrarily
exclude low- and moderate-income

hies.
8 (ci Apsavings association can show
that its service area is acceptable despite
its failure to satisfy the criteria of
paragraph (b) of this section by clearly
demonstrating to the satisfaction of the
OTS that the criteria of paragraph (b) of
this section are inappropriate because,
for example, there are no low- or
moderate-income geographies within
any reasonable distance given the size
and financial condition of the savings
association.

(d) The OTS can reject as
unacceptable a service area meeting the
criteria of paragraph (b) of this section
if the OTS finds that the service area
does not accurately reflect the true
effective lending territory of the savings
association or reflects past redlining or
illegal discrimination by the savings
association.

(e) A savings association shall
delineate more than one service area

when the geographies it serves extend
substantially across state boundaries, or
extend substantially across boundaries
of a Metropolitan Statistical Area.

(f) A savings association whose
business predominantly consists of
serving persons who are active duty or
retired military personnel or their
dependents and who are located outside
its local community or communities
may delineate a “military community”
for those customers as a service area.

(g) A savings association shall
compile and maintain a list of all the
geographies within its service area or
areas and a map of each service area
showing the geographies contained
therein.

§563e.13 Loan data—collection, reporting,
and disclosure.

(a) Every savings association, except
small savings associations electing the
small savings association assessment
method, shall collect and maintain the
following data on its government
insured and other reportable loans:
number of written applications, number
of application denials, number and
amount of approvals, number and
amount of loans purchased, and number
and amount of indirect loans the savings
association elects to have evaluated
using the lending test. All information
is to be provided by the geography
where the loan is located.

(1) A savings association choosing to
be rated under the strategic plan
assessment described in § 563e.11(b) is
not relieved from its obligation to report
the data as required by this section.

(2) The information required under
this section shall be collected:

(i) Beginning July 1, 1994, for the
remaining six months of 1994. A
summary of the savings association’s
data for the six months shall be
submitted to OTS by January 31, 1995.

(ii) Beginning January 1, 1995, on an
annual basis, a summary of the savings
association’s data collected under this
section shall be submitted to OTS by
January 31 of the following year. The
summary data shall be submitted in the
format prescribed in appendix A of this

art.
3 (3) Small business loan data shall be
collected, reported, and disclosed in the
summary format described in this
paragraph (a) for the following
categories: small businesses with
average annual gross receipts of less
than $250,000, those with average
annual gross receipts of $250,000 or
more and less than $1 million; those
with average annual gross receipts of $1
million or more and less than $10
million; and manufacturing businesses
with average annual gross receipts of

$10 million or more and less than 500
employees.

(4) Home mortgage loan data shall be
collected, reported, and disclosed in the
summary format described in this
paragraph (a) for the following
categories: 1—4 family home purchase,
1—4 family home improvement, 14
family refinancings, and multi-family
loans.

(b) The OTS will make summary data
collected pursuant to this section
available to the public and to the
savings associations. The data will be
used by the OTS to apply the Lending
Test under § 563e.7.

(c) For purposes of this section, a loan
is located in a geography as follows:

(1) Consumer loans are located in the
geography where the borrower resides.

(2) Loans secured by real estate are
located in the geography where the
relevant real estate is located.

(3) Small business loans are located in
the geography where the headquarters
or principal office of the business is
located.

(4) Small farm loans are located in the
geography where the farm property is
located. (d) A savings association is not
reguired to report under this section
indirect loans unless the savings
association elects to have the indirect
loans attributed to it as described in
§ 563e.7(e) for purposes of the Lending
Test. If a savings association elects to
report its indirect loans, it shall report
all attributable indirect loans outside
low- or moderate-income geographies as
well as loans inside such geographies.

§563e.14 Public file and disclosure.

(a) Savings associations shall
maintain files that are readily available
for public inspection containing the
information required by this section.

(b) Each savings association shall
include in its public file the following
information—

(1) All signed, written comments
received from the public for the current
year and past two calendar years that
specifically relate to the savings
association's performance in helping to
meet the credit needs of its community
or communities, and any response to the
comments by the savings association;

(2) A copy of the public section of the
savings association’s most recent CRA
Performance Evaluation prepared by the
OTS. The savings association shall place
this copy in the public file within 30
business days after its receipt from the
OTS; and

(3) A list of the savings association’s
service areas and the geographies within
each service area and a map of each
service area showing the geographies
contained therein.
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(c) A savings association that is not a
small savings association shall include
in its public file the lending data the
savings association has reported to the
OTS under § 563e.13 for the current and
past two calendar years.

(d) A small savings association shall
include in its public file the savings
association’s Loan-to-Deposit ratio -
computed at the end of the most recent
calendar year.

(e) A savings association that has been
approved to be assessed under a
strategic plan as described in
§ 563e.11(b) shall include in its public
file a copy of that plan.

(f) Each savings association that
received a less than satisfactory rating
during its most recent examination shall
include in its public file a description
of its current efforts to improve its
performance in helping to meet
community credit needs.

(g) A savings association shall
maintain its public file or required
portions of the file at the following
offices—

(1) Home offices shall have a copy of
the complete public file; and

(2) Branches shall have copies of all
materials in the public file relating to
the service area in which the branch is
located.

(h) A savings association shall
provide copies of the information in the
public file to members of the public
upon request. A savings association may
charge a reasonable fee not to exceed the
cost of reproduction and mailing (if
applicable).

§563e.15 Public notice by savings
associations.

A savings association shall provide, in
the public lobby of its home office and
each branch, the public notice set forth
in this section. Bracketed material shall
be used only by savings associations
having more than one service area. The
last two sentences shall be included
only if the savings association is a
subsidiary of a holding company and
the last sentence only if the company is
not prevented by statute from acquiring
additional savings associations.

Community Reinvestment Act Notice

Under the Federal Community
Reinvestment Act (CRA), the Office of Thrift
Supervision (OTS) evaluates and enforces
our compliance with our obligation to help
meet the credit needs of this community
consistent with safe and sound operations.
The OTS also takes our CRA performance
into account when deciding on certain
applications submitted by us. Your
involvement is encouraged. You should
know that:

You may look at and obtain in this office
information on our performance in this
community. This information includes a file

of all signed, written comments received by
us, any responses we have made to the
comments, evaluations by the OTS of our
CRA performance, and data on the loans we
have made in this community during the past
two years. (Current CRA information on our
performance in other communities served by
us is available at our home office, located at

You may send signed, written comments
about our CRA performance in helping to
meet community credit needs to (title and
address of savings association official) and to
the Regional Director (address). Your letter,
together with any response by us, may be
made public.

You may ask the Director of the OTS to
look at any comments received by the
Regional Director. You also may request from
the Regional Director an announcement of
our applications covered by the CRA filed
with the OTS. We are a subsidiary of (name
of holding company), a savings and loan
holding company. -

§563e.16 Publication of planned
examination schedule.

The OTS will publish at least 30 days
in advance of the beginning of each
calendar quarter a list of the savings
associations that are scheduled for CRA
examinations in that quarter. Any
member of the public may submit
comments to the OTS regarding the CRA
performance of any savings association
whose name appears on the list.

§563e.17 Effect of ratings—corporate
applications.

(a) The ®TS takes into account the
applicant’s record of performance in
considering applications for—

(1) Establishment of a domestic
branch or other facility with the ability
to accept deposits;

(2) Relocation of the home office or a
branch office;

(3) Merger or consolidation with or
the acquisition of assets or assumption
of liabilities of a federally-insured
depository institution; and

4) A Federal thrift charter.

(b) An applicant for a Federal thrift
charter (other than a federally-insured
depository institution) shall submit a
description of its proposed CRA
performance when the application is
made. In considering the application,
the OTS takes into account the savings
association’s proposed CRA
performance.

(c) In considering CRA performance
in a corporate application, the OTS will
take into account any views expressed
by State or other Federal financial
supervisory agencies or other interested
parties, which are submitted in
accordance with the applicable public
comment procedures or § 563e.16.

(d) In the OTS’s consideration of the
savings association’s CRA record in a
corporate application, the CRA rating

assigned to a savings association is an
important, and often controlling, factor.
However, the rating is not conclusive
evidence of performance. Absent other
evidence on performance, CRA ratings
generally affect corporate applications
as follows:

(1) An “outstanding” rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application and
will receive extra weight in reviewing
the application.

(2) X “satisfactory” rating generally
will result in a finding that the CRA
aspect of the application is consistent
with approval of the application.

(3) A “needs to improve” rating
generally will be an adverse factor in the
CRA aspect of the application, and,
absent demonstrated improvement in
the savings association’s CRA
performance or other countervailing
factors, generally will result in denial or
conditional approval of the application.

(4) A “substantial noncompliance”
rating generally will be so adverse a
finding on the CRA aspect of the
application as to result in denial of the
application.

§563e.18 Transition rules.

(a) Data collection. The data
collection and reporting requirements of
§563e.13 will go into effect July 1, 1994.
Data collected from July 1, 1994 to year
end must be reported to the OTS no
later than January 31, 1995. Thereafter
savings associations will collect data on
an annual basis and the data shall be
reported no later than January 31 of the
following year.

(b) Assessment standards. Evaluation
under the new standards is mandatory
after July 1, 1995, except that until April
1, 1996, for good cause, a savings
association may request the OTS to
evaluate it under the standards in place
prior to (effective date of final
regulation). During the time period from
April 1, 1995 until July 1, 1995, a
savings association may, at its option,
choose to be evaluated under the new
standards or under the standards in
place prior to (effective date of final

lation).

c) Strategic plan. If a savings
association elects to be evaluated under
an approved strategic plan during the
transition period, a savings association
may submit a strategic plan anytime
after (effective date of final lation).

(d) Corporate applications. If the first
rating a savings association receives
under the new standards (whether that
rating is given during the transition

riod or after the new standards

ome effective) is more than one
rating category below the last rating the
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BoarDp oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

MEMO

DATE: December 7, 1993

To: Board of Governors

Frowm: Staff

SusrecT: Communiity Reinvestment Act Reform Project: Proposed

Amendments to Regulation BB

ACTION REQUESTED: Approval to publish for comment a proposal to
adopt a new Regulation BB, which implements
the Community Reinvestment Act.

SUMMARY

The Community Reinvestment Act (CRA) requires the
federal financial supervisory agencies to encourage depository
institutions to help meet the credit needs of their entire
community, including low- and moderate-income areas. The
agencies must assess this performance during examinations of the
institutions they supervise, and consider those institutions’
CRA records when processing applications for expansion. The law
does not, however, specify how institutions are to satisfy their
responsibilities.

In 1978 the Board and the other agencies adopted common
regulations to implement the Act. To avoid directly allocating
credit, these regulations focused in significant measure on

factors which tended to be directed at the process (outreach,

» G. L. Garwood, G. Loney, G. Canner, S. Alvarez, J. Hodgetts
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marketing, etc.) used by institutions to assess community credit
needs and to respond to those needs with appropriate services.

Over the years, concerns have been raised that too much
emphasis is being placed on paperwork and procedure (as opposed
to results), that agency supervision is inconsistent, and that
the burdens of complignce are excessive. In July 1993, the
President asked the agencies to develop new CRA regulations and
examination procedures to provide more objective, performance-
based assessment standards that minimize compliance burden while
improving performance. In accordance with the President’s
request, the agencies held public hearings across the country to
gather information on the CRA and its enforcement to help them
develop a revised approach.

As a result, the agencies have jointly prepared a
proposed regulation designed to implement the CRA in a manner
consistent with the President’s request. The draft regulation
would provide more direct guidance to banks on the nature and
extent of their CRA responsibilities, and the means by which
their obligations will be assessed and enforced. The proposed
regulation seeks to emphasize performance, rather than process;
provide greater predictability and promote consistency in
examinations; and reduce the compliance burden on some insti-
tutions. Specifically, the proposal would (1) create a new
numbers driven system for assessing CRA performance, which would
include measurements for lending, services, and investments;

(2) require institutions to collect additional data for small
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businesses, small farm and certain consumer loans; (3) set out
different evaluation standards and methods for small insti-
tutions to try to minimize burden; and (4) establish a new
approach to enforcement that would subject institutions to full
enforcement action based solely on the institution’s CRA rating.

Although supporting the idea of publishing this
proposal for public comment, the staff has a number of concerns
and reservations about its elements. It will involve very
extensive new data collection that will be costly for many
institutions and the agencies. The quantitative evaluation
system that is designed to substitute for the current judgmental.
evaluation is extremely complicated and seems likely to produce
some anomalous results. The agencies’ examiners will probably
find it necessary to consider subjective factors to correct
inequities in arriving at a rating. To avoid credit allocation
and recognize local conditions, the quantitative measures are
descriptive in nature (e.g., "substantial") rather than specific
numerical amounts or ratios. Examiners will have to apply
judgment as to the meaning of the terms, thus raising many of
the same issues that prompted this review of CRA in the first
place. The proposed small institution provision will relieve a
high percent of banks from the more rigorous enforcement
afforded larger institutions, and is very far reaching and
perhaps excessive.

However, the agencies are committed to exploring the

feasibility of a new approach and having a proposal out for
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public comment will sharpen the debate over how best to proceed.
Given the extent of the concerns about the current system and
the commitment of the other agencies to airing this proposal for
more formal comment, we recommend that the Board publish for
comment conforming changes to its Regulation BB.

A common agency draft Federal register notice is found
on page 45. A draft Federal Reserve Regulation is found on
page 89.

DISCUSSION
I. Background

The Community Reinvestment Act was enacted into law in
1977, primarily to encourage depository institutions to lend in
all areas of their communities, including low- and moderate-
income areas. The purpose of the law is to require the
financial supervisory agencies to use their supervisory
authority to encourage institutions to help meet the credit
needs of the local communities, consistent with safe and sound
practices, but provides no guidance on how this is to be done.
It does not explain how a financial institution’s community is
determined, how to measure credit needs, how to define low- and
moderate-income communities, or what constitutes satisfactory
Compliance.

The joint regulations adopted by the four agencies in
1978 reflected several principles that thus far have guided the
administration of the CRA--that the agencies should try to avoid

the possibility of credit allocation, that institutions in
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different communities can approach the CRA in a variety of ways,
and, thus, that it is important to maintain maximum flexibility.
To deal with the lack of standards in the law, the regulation
set out 12 CRA performance factors the agencies would use to
assess financial institutions’ CRA records. (Attachment A)

The agencies regularly assess a bank’s record of
helping to meet local credit needs through examinations. This
covers technical compliance with the regulation and a
qualitative evaluation of an institution’s performance.1 The
agencies have measured performance by using several factors
including activities to ascertain the credit needs of the
community; marketing activities to make the community aware of
the credit services offered; the geographic distribution of
credit; evidence of illegal credit practices; and the

participation in community development programs.

Increased focus on CRA

In recent years CRA has gained considerable attention.
Cutbacks in federal, state, and local government programs to
promote economic development have shifted the focus to
public/private partnerships as a source of funding. The
potential of banks to play a bigger role in lending to low- and

moderate-income areas has gained greater recognition as a result

1 The present regulation imposes a few specific technical requirements.

Institutions must formulate and adopt a public "CRA statement"™ delineating the
communities they serve and setting out certain other information. Institutions
must maintain a file of public written comments about the institution‘’s CRA

performance, and publicly display a CRA notice indicating the availability of
the institution’s CRA statement.
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of the shift. 1In 1989 the céngress mandated that CRA
evaluations be made public, thus highlighting the activities (or
lack of them) by institutions. Over the years, community groups
have learned to use the protest process to good advantage, and
have been aggressive in raising CRA issues in times of
substantial applications activity. The publication of more
detailed HMDA data beginning in 1991 has raised questions about
the evenhandedness of lending decisions and the service to
poorer communities.

This increased interest in CRA has been accompanied by
considerable criticism of the agencies’ approach to its
administration. The industry complains of too much emphasis on
paperwork in a process-oriented evaluation system, and about the
lack of clear standards. Small banks object to the burden of
compliance, and argue that CRA is unnecessary given the natural
orientation of community banks. Community groups allege that
enforcement has been weak, citing the few applications denied on
CRA grounds and the fact that about 90 percent of institutions
receive a "satisfactory" or better examination rating.

Over the years the agencies have sought to deal with
these issues by providing increasing guidance about compliance
standards; downplaying paperwork requirements to clarify that
results, not process, determine an institution’s evaluation;
instructing examiners to be sensitive to the special burdens on
small institutions and improving enforcement techniques.

Nevertheless, both institutions and community groups have
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remained very vocal about their concerns, and the agencies have

repeatedly been questioned on their records before congressional

hearings.

President’s request

Reacting to these concerns, in July 1993, President
Clinton called for reform by the agencies. He asked them to
develop more objective, performance-based assessment standards
that minimize compliance burden while improving performance. He
wanted these changes carried out through regulatory means, with
a target date of January 1, 1994.

To assist in the drafting of a new CRA regulation, the
agencies first held two private meetings, one with industry
groups and the other with community groups, to provide
participants an opportunity for a frank discussion of the
problems. Next, they held a series of public meetings around
the country to gather further information on how best to rework
the regulation.2 More than 250 witnesses (including bankers,
local government officials, community and consumer groups, small
business owners, and individuals) provided oral or written
statements at the hearings. While numerous issues were raised,
some common themes emerged.

Most commenters urged the agencies to adopt a CRA

evaluation system that is more performance-based. Financial

2 public meetings were held in Washington, D.C., San Antonio, Los Angeles,

Albuquerque, New York, Henderson (North Carolina), and Chicago between August
10 and September 22.
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institutions expressed great frustration that it is impossible
to know, in advance, what types and amounts of performance will
produce a particular rating. Institutions and community
representatives faulted the agencies for lack of consistency in
vhe CAA reviews. Many witnesses, however, rejected the idea
that a strict formula should be used on a national basis.
Witnesses believed that such an approach could lead to the
establishment of "ceilings" on lending activities aimed at low-
and moderate-income areas, or could result in credit allocation.

Witnesses also noted that institutions may not be
receiving enough credit for investment activities, such as
investments in other community development lenders. Wholesale
banks have suggested that such activities by them should be
given great weight because of their unique business strategy and
product offerings and their difficulty of complying with CRA
through more traditional local retail lending.

Most community organizations and many local government
officials pointed to a need to collect more data from insti-
tutions, similar to that collected for home mortgage-related
loans under the Home Mortgage Disclosure Act. Witnesses noted
that lack of data makes it extremely difficult for the public
(and the agencies) objectively to evaluate an institution’s
entire performance. Community group witnesses urged the
collection of data from institutions on their small business
loans, in particular arguing the need to show geographic

distribution. Some also wanted information about the race or
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ethnicity of the borrower. Some witnesses believed that data
should be collected on all consumer loans, including automobile,
credit card, and personal loans. Other witnesses, particularly
those representing small institutions, expressed concern about
the burden of any new data collection requirements, and
questioned whether the benefit of collecting the data would
outweigh the costs. In general, small institutions criticized
the costs imposed by the current law, and urged the agencies to
reduce the documentation requirements.

Several witnesses, particularly from the industry,
stated that the regulators needed to provide incentives for
outstanding performance. Witnesses outside the industry,
however, were generally opposed to the creation of a "safe
harbor" from CRA protests based on ratings assigned by the
regulatory agencies. Other witnesses urged the agencies to
permit more public input into the evaluation process.

A number of witnesses believed that institutions should
be able to develop "strategic plans" listing specific goals to
meet CRA objectives. Under this approach, agencies would review
plans of institutions and, if approved, the institution’s CRA
performance would later be measured against how well it achieved
the goals set out in the plan.

Overall, almost all the witnesses called for change,

although there were many differences regarding the specifics.
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Consumer Advisory Council

In October, the Board’s Consumer Advisory Council (CAC)
discussed the CRA reform project. The Council identified
thirteen points that it encouraged the Board to consider in
evaluating changes to the CRA. Among other items, the Council
recommended that institutions develop a CRA business plan
against which the institution’s performance could be measured,
that a five-tiered rating system (rather than the current four-
tiered system mandated by the statute) be developed, and that
significant statistical imbalances in an institution’s lending
pattern should result in a less-than-satisfactory rating. (A

complete list of the Council’s recommendations is Attachment B.)

II. Proposed Regulation

Performance Standards

The agencies have long been concerned that any greater
degree of specificity than is currently contained in the CRA
regulations and policy statements would result in credit
allocation, which the Act’s legislative history clearly
indicates was not contemplated by the law. But as indicated,
both lenders and community advocates contend that the assessment
efforts of the agencies has been too driven by concerns about
process and documentation rather than results. Balancing these

competing concerns has been the chief challenge of this reform

effort.
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This proposal attempts to address these concerns, and
strike this balance, by focusing the agencies’ assessment
efforts on three critical elements of lenders’ efforts to serve
low- and moderate-income communities. Those elements are
lending, services, and investments. However, in line with the
CRA’s primary focus, the base element of the assessment would be
the lending factor. The service and investment tests would
serve only to modify the assessment a retail lender received
under the lending test.

Furthermore, the rating levels achieved by application
of the three tests could be adjusted by the examiner to take
account of certain other factors, such as the lender’s loans to
community development organizations that were not otherwise
reflected in the data used to make the basic calculation. And
the results of applying this test would only be presumptive,
subject to rebuttal by the lender if it could show, for example,
that the results obtained by application of the standard test
was not truly reflective of its lending or did not adequately
take into account particular demographic or economic factors in
its market. Consequently, although this formulation seeks to
move the CRA assessment system toward a more concrete standard,
a great deal of examiner judgment would remain.

Lending test

Under this proposal, for the first time, the regulation

would stipulate a lending performance standard as a baseline for

the ultimate CRA rating. That standard would be the degree to
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which the lender’s share of reported loans made in low- and
moderate-income areas of its service area compares, favorably or
unfavorably, to its share of reported loans in the other parts
of its service area. In other words, the agencies will expect a
lender to achieve lending results in low- and moderate-income
areas (measured by dollar volume or number of loans), when
compared to its competitors, that equal or exceed the results it
attains competitively in the other parts of its service area.?
Words, not numbers are used to define the various levels of
performance--e.g. lending in low- and moderate-income areas that
"significantly exceeds" the lender’s share in the other parts of
its service area qualifies for an "outstanding" rating.

In addition, the lender’s overall pattern of lending
will be reviewed to evaluate the distribution of its loans
throughout the low- and moderate-income areas of its service
area, or to evaluate the percentage of its loans that go to such
areas. If, for example, the lender attains an outstanding level
of performance on the first leg of the assessment (meaning it is
lending significantly more, on a percentage basis, in the low-
and moderate-income areas than it is in the other parts of its
service areas) but fails to achieve a "good" distribution of its

loans throughout the low- and moderate-income areas of its

3 The measurement of "market share"™ is actually a measurement of the
comparative share of loans by those who must report under the scheme.
Consequently, those who are not subject to CRA (e.g. consumer finance companies)
or are below the threshold of reporting (e.g. independent banks under $250
million assets) are not counted in the calculation except to the extent they
already file HMDA data. This may mean that in some localities much of the
"market"” for some types of lending will not be counted.
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community, or fails to make a significant percentage of its own
loans in those parts of its service areas, its rating will be
lowered to the appropriate level.

The lending test will be run separately for the major
categories of reportable loans--small business, consumer and
home mortgage. In addition, the tests will be made separately
for the dollar volume and numbers of loans. A composite rating
will be determined taking into account all these calculations.
At the institution’s option, credit will also be given on a
proportionate basis for loans made by third parties in whom the

lender invests. (See Attachment C for a visual representation

of the scheme.)

Service test

Once a conclusion is reached under the lending test,
the examiner will look at the service test. The service test
focuses primarily on the degree to which the lender’s branches
are located in, or are "easily accessible" to, low- and
moderate-income portions of the service areas. The proposal
singles out branch location as a critical element because
branches are an important gateway to the lender’s credit and
other services.

The proposal contains a fairly simple, but undefined,
test for achieving a presumptive rating under the service test.
A lender who has a "substantial percentage" of its branches in,
or easily accessible to, low- and moderate-income areas will be

given an "outstanding" rating, whereas a lender which has "very
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few, if any" branches so located would receive a "substantial
noncompliance" rating. There would be three levels of ratings,
variously described, in between. Once a conclusion about the
rating is reached by applying these descriptive terms to the
lender’s branch system, necessary adjustments can be made. For
example, an adjustment may be made to reflect a conclusion that
the branches, no matter where situated, do not truly serve low-
and moderate-income areas, or to reflect the fact that the
lender offers other services, such as low cost checking accounts
or government check cashing. The examiner would make a judgment
whether these factors are such as to warrant adjusting the
service test rating either downward or upward, respectively.

An "outstanding" rating for the service test will
justify an increase of one level in the base rating achieved by
a retail lender under the lending test (or a wholesale or
special purpose lender under the investment test), and a
"substantial noncompliance" rating on the service test will
justify a decrease in the base rating by one level. Any rating
on the service test between "outstanding" and "substantial
noncompliance" will have no effect on the overall rating. The
system was constructed in this manner in order to assure that
the lending rating maintains its primacy, but to allow for an
adjustment of the overall rating to reflect particularly good or
bad performance in the service area.

As is the case with the lending test, the various

rating levels are defined descriptively, and not through the use
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of hard and fast quantitative criteria. The rating is
presumptive and subject to rebuttal. Once again, this leaves
room for flexibility and the ability to make adjustments.
(See Attachment D for more detail on the scheme.)
Investment test

The third major leg of the assessment system is the
investment test. Many lenders’ primary business is not the type
of retail lending that is the mainstay of CRA, yet they have
been able to address their CRA responsibilities through
investments in entities that do that sort of lending or that
facilitate it by others. These third parties range from a
wholly-owned community development corporation subsidiary of a
bank to a multi-lender low-income housing lending consortium.
These parties would include the mortgage or consumer finance
subsidiary of a bank or a bank holding company if the financial
institution chooses to organize itself to make mortgage or
consumer loans in low- or moderate-income neighborhoods through
such an entity. The purpose of this leg of the assessment
system is to clearly indicate that activities of this type will
be evaluated favorably in the examination process and can help
raise the lender’s overall rating.

In fact, for wholesale and special purpose banks (such
as credit card banks) this test, rather than the lending test,
will be the baseline rating for the organization. The rating
was structured in this fashion to take account of the fact that

these types of entities do not typically compete for local



16
business in the types of loans. Furthermore, for purposes of
calculating this part of the rating, investments by wholesale
and special purpose banks anywhere in the country would be
considered favorably. This provision reflects the notion that
such lenders typically have a larger geographic cast to their
business and, therefore, cannot be said to have a local
community in the usual sense.

To get investment credit, retail banks, however, must
make at least some of their investments in entities that serve
their local communities. Retail banks can also choose to have
the loans made by the third parties in which they have made an
investment counted toward the lending portion of their
assessment, instead of toward a separate investment rating. The
proposal contains provisions to avoid double counting of the
loans in such cases, and for allocating the loans among various
investors.

The rating for this leg of the assessment is based on a
coﬁbarison of the amount of such investments to the lender’s
risk-based capital. For example, an "outstanding" rating will
be given for a lender who has made such investments in an amount
that is "substantial" when compared to its risk-based capital.

A “substantial noncompliance" rating will be given if the lender
has "devoted very little, if any, capital" to such investments.
A retail lender that achieves an "outstanding" rating on the
investment test will be given a two level increase in the rating

it obtained under the lending test. A lender that achieves a
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"high satisfactory" rating for its investments would be given a
one level increase of the rating it achieved on the lending

test. (See Attachment E.)

Composite rating

The overall rating for an institution will depend on a
combination of many factors--performance on the lending test for
each category of reportable loans, adjustments possible under
the service and investment tests, and the possibility of
judgmental overrides to any of the factors to take into account
special aspects of the institution or its market. Moreover,
this rating will be determined on a service area by service area
basis for each locality visited by examiners as they sample the
institution’s performance.® Each service area will be given a
separate rating, and the examiners will also produce a composite
rating for the institution as a whole. One public evaluation
document will be produced for the entire institution reflecting
each of the service areas the examination encompasses. (See
Attachment F for a visual representation of this process.)
Data Collection

Perhaps the most significant new feature of this
proposal is the requirement that lenders with more than $250
million in assets (or that are subsidiaries of holding companies

with more than $250 million in bank or thrift assets) must

4 A rservice area" is the effective lending territory where the
preponderance of loans are made. It is expected to be broad enough to include
low- and moderate-income areas and to not arbitrarily exclude low- and moderate
areas. Many institutions will have multiple service areas.



18
collect, and report to their supervisory agency, summary data
concerning the number and amount of mortgage, small business,
and consumer loans (excluding motor vehicle, credit card and
other types of open-end credit) and applications for such loans.
The data would indicate the geographic location of the loans and
applications (e.g., by census tract), the number of such loans
made, and the dollar volume of the loans in each geographic
area. The summary data would have to be reported to the
supervisory agency by January 31 of the year following the year
for which it is collected. The data thus collected would be
used to compute the "market share" calculations for purposes of
the lending test, discussed above. The data would also be
disclosed to the public.

The data will include a number of features. For each
category of loans (i.e., mortgages, small business, and consumer
loans) the location of the loan or application must be
specified. Small business loans will be divided into four
levels--those to businesses with under $250,000 in gross
revenues, those with between $250,000 and $1 million, those with
over $1 million and under $10 million, and,with respect to
mqnufacturing concerns with fewer than 500 employees, at all
levels of revenue including in excess of $10 million. For each
category of loans, the lender would be required to report, in’
addition to the location of the loan, the number and amount of
loans made, the number and amount of loans purchased, the number

of applications, and the number of denials. Unlike HMDA, no
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data on the race, income or gender of individual applicants
would be required.
Small lenders

This proposal would not exempt small lenders from a
CRA assessment but will provide a streamlined review process.
Banks and thrifts under $250 million in assets (or that are
subsidiaries of holding companies that have less than $250
million of bank and thrift assets) would undergo a more limited
review, and, perhaps most significantly, would not have to
collect the lending data discussed in the preceding section.

This proposal would call for a presumptive rating of
"satisfactory" for a small lender that (a) has a reasonable loan
to deposit ratio (60 percent, taking into account seasonal
variations, is presumed to be reasonable) given its size, its
financial condition, and the credit needs of its community; (b)
makes the majority of its loans in its service area; (c) has a
"good" loan mix (i.e., makes loans of all types to customers
across economic lines); (d) has no bona fide complaints from
community members; and (e) since its last examination has not
been involved in discriminatory lending conduct. Applying the
60 percent loan to deposit test, the $250 million cut off would
mean that approximately 52 percent of banks (about 4,430
institutions) would have the benefit of the small bank
provisions.

The small institution may elect to try for a higher

rating under the proposal, and would be given a closer review
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for that purpose. In addition, small banks or thrifts that fail
the basic test will be given a closer look, similar to the type
of review given to larger banks, but less intrusive and without
the data collection, to determine their rating. (See
Attachment G.)

Under the proposal many smaller lenders will not be
subjected to a full-scope CRA examination (although examiners
will still have to conduct a review to determine whether some of
the criteria are met), which should reduce their burden of
addressing their responsibilities under this law. At the same
time, the proposal is designed to assure that sufficient
supervisory incentive remains for small lenders to continue to
make the kinds of loans needed in their communities.

CRA plan

As an alternative to receiving a review of its
performance under the general tests for lending, services, and
investments, the proposal would allow the lender to opt to have
its CRA program reviewed in advance by submitting it to its
regulator for approval. The plan must have been offered for
public comment. In order to receive approval, the plan must
contain measurable performance factors that, if met, would
garner at least a satisfactory rating if judged under the
general tests for lending, services, and investments.
Performance under a plan would not relieve a lender from its
responsibility to collect and report data on its lending. If

the lender failed to meet the preponderance of measurable goals
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in its plan, it would be evaluated under the general tests in
the regulation. (See Attachment H.)
Enforcement

Currently, insured depository institutions that do not
anticipate being involved in the expansion proposals may have
felt some safety in providing limited attention to CRA
performance because of uncertainties about whether poor ratings
have any supervisory consequence outside of the regulatory
application process. The proposal seeks to address this by
defining a legal obligation that insured depository institutions
must help meet the credit needs of the community and by
establishing that low CRA performance ratings are a violation of
the regulation. The proposal would, by regulation, deem
institutions that receive a substantial noncompliance rating to
be in violation of the law, and, therefore, subject to the full
enforcement process. The proposal also would authorize
enforcement agencies to subject institutions with a "needs to
improve" rating to enforcement action.?®

This new approach is based on the admonition in the
Community Reinvestment Act that the agencies encourage all
insured depository institutions to help meet the credit needs of
the community. The new proposal would achieve this result by,
in effect, requiring all insured depository institutions to

achieve at least a satisfactory CRA performance rating.

S Two ratings of "needs to improve" will trigger the enforcement
mechanisms applicable to the "substantial noncompliance" category.
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The proposal also stipulates with more specificity than
current regulations how CRA ratings will be considered in the
applications process. In particular, absent other information
regarding CRA performance, the proposal states that an
"outstanding" rating would be given extra weight in reviewing
applications; a "satisfactory" rating would generally be
consistent with approval of the proposal; a "needs to improve"
rating would generally be an adverse factor and, absent
demonstrated improvement in the bank’s CRA performance or other
countervailing factors, would result in denial or conditional
approval of the application; and a "substantial noncompliance"
rating generally would be so adverse a finding on the CRA aspect

of the application as to result in denial of the application.

III. Major Issues

The proposed regulation, if implemented, would move the
industry and the agencies in the direction of a more objective
and data-based CRA evaluation in important ways. However, given
the ground it attempts to cover, the proposal inevitably raises
a number of important problems, the most critical of which are

discussed below.

Assessment criteria

The structure of the assessment criteria causes a
number of concerns. First, the market test, comparing the
bank’s market share in low- and moderate-income areas with its

share in the other parts of its service area, though
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conceptually straight-forward, causes a number of practical
problems. For example, the so-called "market share" can be
calculated only in reference to the loans made in the service
area by other lenders that are required to report their loans.
This will not include loans by non-depositories (e.g., consumer
finance companies) or by small depositories (under $250 million
in assets) except to the extent they are already reporting HMDA
data.® In many cities, the percentage of banks who will be
included in the comparison for other than home lending is low.’
This means that there is a considerable risk of anomalies
arising from the calculation.

For example, a large reporting bank that operates in a
town that otherwise only has small non-reporting banks and
thrifts, will never be able to exceed its "market share" in the
upper income areas in the low- and moderate-income areas
because, by definition, its market share in the upper income
areas and the low- and moderate-income areas are both 100
percent. Consequently, the only way this institution’s efforts
under the lending test can go beyond the satisfactory level is
by the examiner overriding the scheme. It seems very likely

that numerous such anomalies will arise in applying these tests,

6 Depository institutions with offices in MSAs that have more than $10

million in assets, and mortgage companies that make more than 100 loans, must
report HMDA data.

7 In a number of MSAs there will be four or fewer reporters--e.g. cities

like Albany, GA., Albuquerque, N.M., Cheyenne, WY., Gainesville, FL., Green Bay,

WI., Las Cruces, N.M., Mansfield, OH., Midland, TX., Owensboro, KY., and
Rochester, MN.
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requiring the examiners to adjust for them. The result may be
heavy data collection and complex calculations that are
sometimes misleading and may require the subjective judgment
that is the source of the current CRA complaints.

Second, the test relies on comparing one institution’s
relative performance with others. Since the activities of all
institutions are constantly changing, the test will have a fluid
quality. If the goal is to allow institutions to know with some
certainty how they will be evaluated, the "after the fact"
nature of the scheme may not satisfy this objective very well.
Moreover, the competitive evaluation approach may encourage
attempts to "game" the system, for example, by large banks
underpricing products to capture market share.

Third, as indicated by the attached diagrams of the
rating process, it is extremely complicated. It seems highly
likely that administering the system will require heavy staffing
both within institutions and the agencies. Many interpretative
issues will undoubtedly arise raising the prospect of the need
for significant amounts of regulatory material.

Fourth, the calculations are entirely driven by
geographic considerations, except to the extent they are
overridden by examiner judgment, (for example, if the bank
wishes to provide data on loans to low- and moderate-income
individuals who do not reside in these areas.) Thus, loans to
very well off borrowers in lower income census tracts (for

example, to purchase luxury condominiums) will receive credit,
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while lending to low-income individuals in higher income tracts
will not be recognized in the basic scheme.

Fifth, the scheme will analyze each institution’s
performance within what may, in many cases, be its own unique
"service area." This will require calculations of "market"
percentages for various types of loans made by others whose
service areas partially, but do not completely, overlap the
service area. The scheme requires two calculations of market
share (one for low/moderate areas and one for other areas) for
comparison but may involve several independent markets that do
not match. At the extreme, this means that the calculations
either cannot be run or may produce a very unfair result.®

Sixth, the descriptions used to attempt to quantify the
various levels of the rating system also require the examiner to
use judgment in their application, since they are based on
words.’ To avoid allocating credit, no specific numbers or
other criteria have been used to describe the various rating
levels. Consequently, this proposal may not adequately address
the need for certainty and objectivity that caused this review
to be undertaken in the first place. It is possible that the

problem of trying to insure consistency will be even more

8 Assume, for example, that Bank A has 60 percent of the market share in

its non-low/moderate area. Bank B likewise has a 60 percent share of a geparate
non-low/moderate area, but A and B share the game low/moderate income area.

Obviously, both cannot even maintain their relative 60 percent share of this
market and one must be downgraded.

9 Examples of key terms of measurement include "significantly exceeds,"

"vast majority," "substantial percentage,” "roughly comparable,"” "significant
amount, " "very significant percentage," "insignificant amount,” "significantly"
less, " "very few," "readily accessible to low- and moderate-income geographic."
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difficult under the new scheme. If this regulation retains a
great deal of subjectivity and examiner judgment, a fair
question could be raised whether the costs and burdens of
putting the new data collection system in place are justified.

Finally, there are a host of other technical problems
raised by the proposal. For example, since the investment test
is measured against capital, well capitalized institutions may
be penalized. Institutions that are less than satisfactory in
lending may be able to "purchase" a satisfactory rating through
investments. The service test may give accidental credit, for
example, for branches in downtown commercial areas that happen
to be in close proximity to low-income areas. It is not clear
how a bank under $250 million (or examiners) can know it "makes
a majority of its loans in its service area...to customers
across economic levels" without collecting data. These and many

other problems are likely to surface in the comment process.

Costs and burdens of data collection

The large data collection effort is probably the
necessary result of any attempt to make the CRA evaluation
process more quantifiable. Absent data, it is difficult to
envision an evaluation system that would deal directly with the
concerns over lack of specificity and objectivity. However,
this data collection effort will come at a very large cost, both
to the lenders that have to report it, and to the agencies which

will have to create a system for collecting and reporting the
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data. The agencies will need to tabulate the lending done by
each lender in its own particular service area, as well as the
lending in overlapping service areas by those of its competitors
that must also report. Collecting the data called for by this
proposal will require covered lenders to put in place processes
to collect and accurately report data on a huge volume of
additional data.

Larger institutions (and small firms in larger
organizations) must make available to the supervisory agencies
and the public additional data on the geographic distribution of
their residential, small business and consumer loan apple-
cations, denials, originations and purchases. To facilitate
compliance, the supervisory agencies would collect the new data
and prepare reports for each institution showing their record

of lending in their community relative to a subset of their

competitors.1?

Nearly 3,400 institutions would be covered by the new
requirements. This includes 1,409 large commercial banks, and
1,465 small commercial banks that are part of large
organizations, and about 500 savings and loan associations.

While the regulation seeks to eliminate "unnecessary"
paperwork burdens, much of the present documentation effort may

be an integral part of the effective management of CRA

10 Covered institutions will have to disclose and report the specific

census tracts, block number areas or counties that comprise their delineated
community. Data for all reporting lenders who provide credit in these census

tracts would be tabulated in order to calculate the institution’s "market
share."
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compliance, even under the present regulation. To a significant
extent, then, the new reporting may be a net addition for many
institutions.

With regard to home lending, most large lenders are
already required to collect such data under HMDA; however, many
small institutions that would be covered by the data collection
requirements are not now subject to HMDA. Anmcng large
independent commercial banks, 1,232 of the 1,409 covered lenders
currently are subject to HMDA. Thus, 177 large independent
banks would need to begin collecting home lending information.
Among small commercial banks in large holding companies, 671
currently are covered by HMDA, 803 additional small firms would
have to begin collecting data.

Although most covered lenders already collect the
required data through their HMDA reporting efforts, all of them
will have to incur costs to prepare new summary disclosure
reports to convey this information to the public and the
regulatory agencies in the prescribed manner. To prepare the
new disclosure reports, lenders will have to develop computer
software programs or buy such programs from third parties.

With regard to small business data, currently financial
institutions make publicly available aggregate information on
the number and dollar volume of their outstanding small business
loans by size of loan on the Call Report. They do not disclose
information about the geographic distribution or disposition of

applications for such loans. They also do not report their
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‘business loans by the characteristics of the small business
(that is, by the size of the business measured in sales revenue
and, for manufacturing firms, by both sales revenue and by
number of employees.)!! The proposed regulation will require
larger organizations (including small banks and thrifts in
larger holding companies) to collect and disclose all of this
information.

The Survey of Terms of Bank Lending indicates that
commercial banks in the aggregate extended 10.53 million small
business loans (including small farm loans) during the period
September 1992 through September 1993.12 As noted, however, not
all commercial banks are covered by the data collection
provisions of the proposed regulation. If it is assumed that
commercial banks who must report under the proposal extend
roughly_the same proportion of small business loans annually as

they currently have outstanding, 6.1 million small business

loans will be covered.?!3

11 Small business reporting is required for four levels of businesses

measured in gross sales, with the highest level taking into account numbers of
employees of manufacturing concerns to whom loans are made.

12 Because of the way commercial and industrial loan information are
collected on the Survey of Terms of Bank Lending, individual draws under an
existing line of credit are counted as separate loans.

13 pata from the Call Reports for commercial banks on outstanding
business loans by size of loan indicates that larger institutions account for
a significant share of all the small business lending done by banks. As of June
30, 1993, large commercial banks (including small banks and thrifts in large
holding companies) had outstanding 69 percent of all the commercial and
industrial 1loans and 59 percent of all the loans secured by nonfarm
nonresidential properties under $1 million in size. These larger institutions
also accounted for about one-quarter of the farm loans under $1 million.
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The data collection provisions of the proposed
regulation extend beyond loans and include data on applications,
as well. No comprehensive information is available to determine
the number of small business loan applications received by
covered banks. However, a study of small business lending in
the late 1980s found that 86 percent of all applications
submitted by small businesses for commercial and industrial
loans were approved.? If this is representative, commercial
banks would have to report information on a total of about 7.1
million small business loans annually.

The proposed regulation would require larger
organizations to disclose information about the applications

they receive and the loans they make, for some types of consumer

15

loans. This requirement is new and will impose significant

costs on covered lenders. The number of consumer loans that
will be disclosed annually is unknown, but may be in the
millions. As with other aspects of the proposal, an opportunity
for "playing the system" is presented by the selection of some,

but not all, consumer loans for use in the calculations.!®

14 "Credit, Banks and Small Business: The United States"™ by William J.
Dennis and William C. Dunkelberg, July 14, 1988, pp. 21-22.

15 ror data collection purposes, consumer loans are those extended to

individuals primarily for personal, family or household purposes other than home
mortgages. Credit card loans, other unsecured open-end credit and motor vehicle
loans are exempt from the disclosure requirements.

16 por example, the lending test includes closed-end personal loans but
not open-end 1lines of credit even though these products may be close
substitutes. Under the proposal, a lender would have an incentive to promote
closed-end loans to consumers residing in low- and moderate-income neighborhoods
and open-end lines of credit to consumers from higher income areas. In this way
a lender could get a relatively high market share of closed-end loans in the
lower income areas of its community compared to its overall share of these loans
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It is very difficult to estimate the cost of the entire
data reporting system. There is some indication that it' could
cost as much as three dollars per loan application to comply

with the data collection requirements of the proposed

17

regulation. Using this figure, it is estimated that in the

aggregate annual compliance costs for covered commercial banks
would be roughly $21 million for the small business portion of
the data collection alone.

The per-item cost for all the data does not take
account of the one-time costs to develop the computer systems to
collect and report the required information. And, of course, it~
does not include the agency costs. They currently run about $4
million annually for HMDA and would probably be some multiple of
this for the entire system.

The data collection is to go into effect on July ‘1,
1994. Given that the regulation is unlikely to be finalized
until Spring, and institutions will need to set up appropriate
collection and reporting procedures, this may be an unrealistic

date and more lead time may be necessary.

in all other areas of its community and receive a high rating under this portion
of the lending test.

17 this estimate is based on a study of the costs of compliance with HMDA
adjusted for changes in consumer prices since that study was conducted. The
data collection requirements of the proposed regulation are similar to the data
reporting requirements of HMDA at the time the study was conducted. The study
is old, however, and may not account for developments in automation. See:
"Analysis of the Home Mortgage Disclosure Act Data from Three Standard

Metropolitan Statistical Areas,"” JRB Associates, McLean, Virginia, November
1979.
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Treatment of Small Lenders

This proposal does not exempt small lenders from CRA,
but it seeks to reduce the compliance burdens for small
commercial banks and savings institutions. Those that meet the
tests (generally, those under $250 million in assets with a 60
percent loan-to-deposit ratio) would be presumed to have a
satisfactory rating. This would potentially cover about 52
percent of banks and a somewhat larger number of thrifts. Thus
it removes a very high percentage of institutions from close
supervision. The sheer numbers of banks and thrifts given this
special, small bank, treatment may make this proposal
unpalatable in a number of quarters, particularly to community
groups. On the other hand, given the extensive data collection
burden, some rather high cut off may be desirable. (See
Attachment I for data for various possible small institution
cuts for banks).

Conclusion

As indicated, the proposed system is very far reaching
and represents a dramatic change in approach to CRA. The staff
foresees many problems with its implementation but believes the

Board should support its airing for public comment.
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ATTACHMENT A
TWELVE CRA PERFORMANCE FACTORS

The federal supervisory agencies consider the following factors
in assessing an institution’s record of performance under the
Community Reinvestment Act:

e Activities conducted by the institution to ascertain the
credit needs of its community, including the extent of the
institution’s efforts to communicate with members, of its

community regarding the credit services being provided by the
institution

e The extent of the institution’s marketing and special credit-
related programs to make members of the community aware of
the credit services offered by the institution

e The extent of participation by the institution’s board of
directors in formulating the institution’s policies and
reviewing its performance with respect to the purposes of the
Community Reinvestment Act

e Any practices intended to discourage applications for types
of credit set forth in the institution’s CRA statement

e The geographic distribution of the institution’s credit
extensions, credit applications, and credit denials

e Evidence of prohibited discriminatory credit practices or
other illegal credit practices

e The institution’s record of opening and closing offices and
providing services at offices

e The institution’s participation, including investment, in
local community development and redevelopment projects or
programs

e The institution’s origination of residential mortgage loans,
housing rehabilitation loans, home improvement loans, and
small business or small farm loans within its community, or
the purchase of such loans originated in the community

e The institution’s participation in government insured,
guaranteed, or subsidized loan programs for housing, small
businesses, or small farms

e The institution’s ability to meet various community credit
needs based on its financial condition and size, legal
impediments, local economic conditions, and other factors

e Other factors that, in the supervisory agency’s judgment,
reasonably bear upon the extent to which an institution is
helping to meet the credit needs of its entire community.



ATTACHMENT B

Consumer Advisory Council Recommendations
on CRA Reform

L Evidence of willful discrimination should result in an
automatic "substantial noncompliance" CRA rating.

L Significant statistical imbalances in institutional lending
patterns should result in a less-than-satisfactory CRA rating.

L Banks should develop a CRA business plan with quantifiable
performance measures against which their performance is measured
by the regulators.

® Regulators will determine the value of the CRA plan, based
in part on the amount of community outreach by the bank.

° CRA performance for specialty or wholesale banks should be
based on the value of their targeted initiatives in low- and
moderate-income and minority communities.

® CRA performance should be based on the "depth and breadth"®
of performance (on market share and variety of services offered.
® Regulators should meet regularly with community groups.

L Regulatory should provide advance public notice of CRA
examinations.

L Regulators should provide feedback from community groups to

the institutions.

° CRA public evaluations should be available at central data
depositories, where Home Mortgage Disclosure Act data are
currently available.

e Examiners from all four agencies should have common training
and basic experience in all aspects of the examination process.

® Regulators should create a tiered structure for CRA
examinations that contains more cost-effective requirements for
small community banks.

L A five-tiered system of CRA ratings should be created.



RETAIL BANKS:

Separately, for each lending category,
(home mortgages, consumer, small business
and farm loans), pariorm the following

standard calculations.

Calculate a bank's market share of the
number ol loans in low-to-moderaie
income tracts.

Calculate a bank's market share cf dollars
loaned In low-to-moderate Incoms tracts.

Calculate a bank's markot share of the
number of icans in the remalinder of its
service area.

Calculate a bank's market share of dollars
loaned In remzinder of service area.

Determine an overall market share after weighing each
lending category based on such factors as: the needs
of the communlty, the bank’s capabilities and business
plans, and degree o which performance in one cat-
egory compensates for ts performance in another,

Calculate the number of low-to-moderate
Income tracts in service area.

Calculate the number of low-to-moderate
Income tracts In which bank has
made loans.

Calculate the percentage of total loans (#)
In low and moderate Income tracts.

Calculate the percentage of total loans ($)
In low and moderate income tracts.

l (go to next page)



ATTACHMENT C

Lending Test

Note: The market Is determined by the total amount of lending
In that area by those who must report under CRA regulations
to the Federal financlal regulatory agencies.

Did Bank choose to include Its indirect
loans as "all reportable loans*?

LYes

Include indirect loans in calculations.

v

Did bank choose to undergo
Investment Test?

v

Must not double count investments
and Indirect loans.

Return to standard calculation

RATING SYSTEM LEGEND
*0" = Outstanding @ Ratings
*HS" = High Satistactory o
*LS" = Low Satisfactory D = Decisions

*NI" = Needs to Improve
“SN" = Substantial Noncompliance o = Calculations

S¢



RETAIL BANKS: Lending Test (continued)

. Yes
Does the market share In low/ Are “significant® amount
mod areas “signiiicantly Yes | of loans distributed over a No Do loans In low/mod tracts
exceed" the market share Iin | “vast majority* of low/mod 3| represent a “substantial® Yes
remainder? tracts in service area? percentage of reporiable
loans in service area?
INo
No
z h 4 Yes .
Does the market share In Are “significant® amount ” A~
low/mod areas “roughly Yos of loans distributed over Do loans in low/mod tracts os )
compare® to the market share > "most" of the low/mod No .| represent a “very signifi-
In remainder? tracts? 7| cant® percentage of repon-
able loans In service area?
INo
i Yes A
Are “signiticant® amount i
of loans distributed over Do loans In low/mod tracts 9
“many* of the low/mod No represent a "significantl®
tracts? —————————> | percentage ol reportable
loans In service area?
No
No
2 ‘L Yes
Is the market share in low/mod Are loans distributed
aréan "lada than and fol Yos | over .,;:v. a Do loans In low/mod tracts | Yes
comparable® to the market "l the low/mod tracts? No represent a “insignificant
share In remainder? —————3 | percentage of reportable
loans In service area?
JNo
No
A2 i No
Is the market share in low/mod Very few, if any,
areas "significantly less* than Yes | reportable loans in
the market share In "] the low/mod tracts Yes .
 :

remainder?

ATTACHMENT C(2)

Final Base

Adjust rating upward

Rating

Yes

Does bank:

* have a second look program?

* use crealive underwriling or make
particularly needed loans?

* lend to third parties including community
development organizations that lacilitate
lending In low to moderate income
communities

No

L Provision to Rebut }——

RATING SYSTEM

‘0" = Outstanding

"HS" = High Satisfactory

‘LS" = Low Satlisfactory

*NI® = Needs to Improve

“SN" = Substantial Noncompliance

LEGEND

@ = Ralings

: = Declsions
O = Calculations

Q€



ATTACHMENT D

RETAIL BANKS: Service Test

Determine whal percentage ol the bank’'s branches are
located In (or are readily accessible o) low-to-moderate
Income tracts In its service area.

|

Is this a Is this a Is this a Is this an Very lew,
*substantial” No | “very signlticant™ | no [ “significant” No | ‘Insigniticant” No If any, of the
percentage »| percentlage? »| percentage? »| percentage? » branches

of the bank's are In these
branches? tracts.

Yes

Presumplive Presumplive Presumptive Presumptive

Presumplive
rating = "O* rating = "HS" raling = "LS* rating = *NI* rating = "SN*

¥

Is there other Information that accurately reflects the
bank's service provision to low-lo-moderate Income areas?
* Bank's record ol opening/closing branches

¢ Other branches serving target community

¢ Other services promoting credit avalliability

Yes l

Ad|ust presumplive service rating >

b 4

Provision to rebul

h 4

Adjusl presumplive service
rating If applicable

LE

RATING SYSTEM LEGEND
‘0" =

Oulslanding @ = Ralings
*HS" = High Sallsfactory
*LS" = Low Salisfactory [ = Decisions

*NI" = Needs lo Improve
*SN" = Substantlal Noncompliance o = Calculations




ATTACHMENT D(2)

WHOLESALE/LIMITED PURPOSE: Service Test

How many qualifying services does bank provide, either directly or indirectly?

Qualifying services are defined as those promoting credit availability in low-mod
Income tracts or to such Individuals. RATING SYSTEM LEGEND
‘0" = Outstandin
e @ = Ralings
"HS" = High Satisfactory
"LS" = Low Satisfactory D = Dacisions
*NI"* = Needs to Improve
“SN" = S Calculati
How many organizations does bank support that provide qualifying services? S Sybsianlinl Nonoomeliance Q SRS T

Is this a Is this a Is this a Is this an Very few,
“substantial” No | “very significant®| no [ “significant” No | ‘Insignificant” No it any,
amount of > amount? H amount? > amount? > services.
the bank's

services?

Presumptive Presumptive Presumptive
rating = *LS" rating = *NI* rating = “SN*

Presumptive
rating = “O*

Presumplive

rating = “HS*

)

Do these quantitative measures reflect the bank's *significant” degree of ser- No
vices?

Yes
y

Do pecullarities exist that distort the bank's area?

1 Yes

4

Provision to rebut

Adjust presumplive service
rating if applicable

No

-

Yes

Were there financlal, economic, or legal limitations imposed on the bank?

8¢



INVESTMENT TEST: Wholesale/Limited Purpose (mandatory)

Retail Banks (optional)

Calculate amount of investments In U.S. in:
« Affordable housing, small business, other economic development initiatives
* Community Development Financlal Intermediaries

» Loan Consortia aftecting poor rural and low/mod areas/individuals

+ State and Locai Government revenue bonds aimed at low-mod community.

Calculate amount of grants in U.S. projects in:
« Affordable housing, small business, other economic developmaent initlatives
» Community Development Financlal intermediaries

» Loan Consortia impacting poor rural and urban areas

« State and Local Government revenue bonds aimed at low-mod community.

¥

Calculate Total qualified investments and grants

¥

Divide by total risk-based capital to determine percentage

!

ATTACHMENT E

Note: The entity or activity supported by the investment

must significantly benefit low-and moderate income areas

or persons In the retall bank's service area in order to be
eligible as a qualified investment.

Are Investments especially creative or
meeting special needs?

Is ratio a No Is ratio a No Is ratio a
“substantial” y{ “very significant” » “significant®
Investment? Investment? investment?

v

Is ratio a
“insignificant*
Investment?

-

Little, if any,
Investments.

Base
rating
= HS

Base
rating
= SN

No

Yes

.

Adjust Base Rating

RATING SYSTEM LEGEND
*0" = Outstanding @ « Ratlngs
*HS" = High Satisfactory

*LS" = Low Satistactory [ = pecisions
*NI* = Needs to Improve

“SN* = Substantlal Noncompliance O = calculations

6¢



Does bank pass
discrimination criterla
as established In
Regulation?

Yes

(from Lending Test)

Provision to rebut

RETAIL BANK: Composite Rating

ole

Final
Base
Rating

|

l

oJolo

RATING SYSTEM

‘0" = Outstanding

*HS® = High Satisfactory

‘LS" = Low Satisfactory

*NI* = Needs to Improve

*SN® = Substantial Noncompliance

LEGEND

© = Ratings

E = Declslons
o = Calculations

y

If Investment Test was conducted

y

was raling = Outstanding?

If Investment Test was conducted |—),
was rating = Highly Satisfactory?

Yes

hd

Increase Base Rating by two levels

Yes

Increase Base Rating by one level

r

Was Service Rating = *O"

h 4

Was Service Rating = "SN"

Yes

Yes

Decrease Base Rating by one lavel

Is rating now = *NI"?

Final

composite
rating

Note: *HS" and “LS" become
*S" In final composite rating.

hd

Did bank receive "NI" or less Yos
in last two exams?

Composite
Rating
= “NI"

ATTACHMENT F

(007



WHOLESALE/LIMITED PURPOSE: Composite Rating

—>
Does bank pass
discrimination criteria | yoq
as established in p——)
Regulation? Rating
—>
S
RATING SYSTEM LEGEND

‘0" = Outstanding

*HS" = High Satisfactory

*LS™ = Low Satisfactory

*NI* = Needs to Improve

*SN" = Substantial Noncompliance

@ = Ralings

E = Decisions
o = Calculations

Y

l Was Service Raling = *O"

Yes

hd

Yes

hd

Is rating now = "NI"? <

No
—){ Was Service Rating = "SN" l_T

ATTACHMENT F(2)

Final
composite
rating

Yos

Y

Did bank receive *NI” or less
In last two exams?

Composite
Rating
= “NI"

Note: “HS" and “LS" become

*S" In tinal composite rating.

Yeos

187



SMALL BANKS: Independent Banks with less than $250 million and subsidiaries

of holding companies with assets less than $250.

No

Is the bank's loan to deposit ratio "reasonable™?
(60% adjusting for seasonal variation is presumed
reasonable.)

More extensive review:

* Community contacts and fair lending

 Lending record to local community
Loan mix

hd

Yes

4

No

Are the "majority® of bank's loans in its service
area?

Yes

v

A

Yes

Does the bank have a "good® loan mix? (a varletly
of loans to customers across economic levels)

Yes

y

Yes

Does the bank have any legitimate, bona-fide
complaints from community members?

No

No

Has the bank engaged in a pattern or practice of
lllegal discrimination, or have Isolated instances of
Illegal discrimination occured that have not been
corrected?

No

Y

|s bank already required to submit
HMDA information?

No

No

Yos

-

Does the bank have a reasonable geographic
distribution of HMDA loans?

Yes

* Record of making qualified investments (optional)
* Record of providing branches, ATM's, and other services
that enhance credit availability (optional).

Note: A small bank that meets each of these stan-
dards and exceeds some or all of them may be

considered for an overall rating of "Outstanding®.

Final CRA

ATTACHMENT G

Rating = *S*
RATING SYSTEM

*0" = Outstanding

*HS" = High Satisfactory

*LS" = Low Satistactory

*NI"” = Needs to Improve
*SN" = Substantial Noncompliance

LEGEND

@ = Ratings

:] = Decisions
O = Calculations

Zv



CRA PLAN

Does the bank want to lormulate its own plan?

v

What lype of bank Is it?

Yes

Formulate strategic plan: (2 yoars)
Define Service Areas, Assess Credil Neods
F late p develop | and lending goals
Assess and allocale resources

Community review/Input
Comments lo reviewing agency

Incorporale comments (oplional)

Submil plan lor approval 1o agency 3 months prior
o proposed ellective dale of plan

¥

Has linal plan been approved?

A

Yes
N

Has bank mel sel goals al lime of exam?

Yes




Wholesale/Limited purpose bank

Retall Bank

Small Bank

RATING SYSTEM

0" Outstanding

"HS" = High Salislactory
‘LS" = Low Salislactory
NI
“SN*

Needs lo Improve

"

ATTACHMENT H

Investment and Service Tesls

Lending and Service Tesls

Streamlined Test

LEGEND
© = Ralings

[:] = Declsions

Substantial Noncompliance O = Calculations
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ATTACHMENT I

Small Banks ‘T'hat Would Be Subject to Streamlined CRA Review at Various Loan to Deposit Ratios

Loan-to-Deposit Ratio (LDR)

More than 40% 1LDR More than 50% LDR More than 60% LDR More than 70% LDR

No. Percent Percent of No. Percent Percent of No. Percent Percent of No. Percent Percent of

Size of Bank Number of of assets of of of assets of of of assets of of of assets of
(Assets) of Banks | banks | banks group banks | banks group banks | banks group banks | banks group
Under $50 million: 4940 4167 84.4 85.4 3431 69.5 70.6 2395 48.5 50.1 1251 25.3 26.5
Under $100 million: [ 7235 | 6169 | 85.3 [ 86.5 5133 | 709 72.7 3659 ] 50.6 52.9 [ 1984 ] 27.4 29.5
Under $150 million: 8050 6871 85.4 86.4 5747 714 73.5 4110 51.1 53.6 2246 27.9 30.3
Under $200 million: 8404 ] 7177| 85.4 [ 86.5 ] 6016] 71.6 [ 73.8 | 4324 | 51.5 | 54.5 j 2384 | 28.4 [ 31.4
Under $250 million: | 8580 | 7333 [ 855 | 866 [ 6153 717 | 742 | 4430 [ 516 | 550 [ 2440 [ 284 | 315§

Source: Report of Income and Condition, June 1993. Domestic data for insured commercial banks. This table includes only independent banks
with assets under $250 million except those in holding companies with assets over $250 million.
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