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MEMORANDUM

Comptroller of the Currency
Administrator of National Banks

Washington, DC 20219

To: Rick Carnell
Sarah Rosen

cc: Michael Barr
From: Chris Lewis®
Date: December 28, 1998
Subject: CRA Protest Data

Enclosed are materials provided to Senate Banking Committee minority staff on protested 1998
national bank deposit facility applications.

[f you should have any questions, [ will return to the office on Tuesday January 5, 1999. | can be
reached at 874-8607.
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Gene Sperling

lL1sa Green

April 21, 1999

CRA Meeting w/ External Groups for April 22, 1999

OLEOB, Room 180

The purpose of tomorrow’s meeting is to communicate the Administration’s
strategy and action plan for safeguarding the Community Remvestment Act. The
meeting is an opportunity to cxchange information with many of the groups that
vocally oppose the CRA provisions proposed by Gramm and to hear their plans
for fighting the legislative battle against CRA.

You will be joined in the meeting by Larry Stein and Bruce Reed (or Paul
Weinstein) and introduced by Marybeth Kayhill.  There may also be attendees
from Treasury and other agencies, but they are not expected to present.

Informal roundtable. 5-10 minute overview by each presenter. Dialogue with the
proups about their strategies to combat current legislative efforts to weaken CRA.

Representatives from approximately 20 civil rights organizations and interest
groups are expected to attend. All of the invited groups are urging continuing
support for the preservation of CRA.

Many of the groups oppose the following three legislative provisions that would
severely weaken CRA: '

Opposition to CRA Provisions in the Senate Version of the Financial Services
Modernization Act of 1999

1) Banks not in compliance with CRA will be allowed to expand their affiliations
and engage in new powers. The new law will eliminate the requirement for a
bank to maintain a satisfactory CRA rating as a condition for expansions (i.e.
mergers and new branches).

2) The bill provides ‘safe harbor’ for institutions that have at least a satisfactory
CRA rating (during any prior 36 month period). This provision effectively
eliminates opportunity for public comment on community reinvestment activities.
3) A small bank exemption (for banks with less than $100 milllion in assets)
limits credit access to rural communities. Approximately 76% of rural banks will
fall in the small bank category.

Memorandum from Sarah (dated 4/15) with an update on recent activities on Financial Modernization

Early Draft of CRA memorandum to President (written by Sarah and Paul with your comments in the margins)
Joint Letter from civil rights organizations expressing concern over Senate CRA provisions

One Page Fact Sheet on Community Reinvestment Act — How Does CRA Work?

One Pager on Financial Commitments to Underserved Communities through CRA

Legislative Summary (from most recent DRAFT of CRA memorandum to the President)

General Background Information



TALKING POINTS FOR CRA MEETING
12:00 PM April 22, 1999 - OEOB, Room 180

This Administration strongly supports CRA. Wc¢’ve worked very hard to both streamline and
strengthen the Community Reinvestment Act. CRA has been on the books for more than 20
years but 95% of all the financial commitments made under the Jaw have been made since 1993,
under this Administration. That’s morc than $1 trillion in long-term commitments to invest in
people.

The President is committed to preserving existing CRA as we know it and not as proposed
by the Senate. A veto threat was issucd by the President in March in opposition to the Senate
bill developed by Chairman Gramm. The bill reported out by the Senate would 1) undermine the
relevance of CRA because it increases leeway for affiliations between banks and non-bank
institutions but does not require them to have satisfactory CRA ratings to undertake non-bank
activities 2) reduce access to credit in rural communities by exempting small banks from CRA
and 3) severely dampen opportunity for public comment on the reinvestment activities of
financial institutions by creating a safe harbor for instititutions that have at least a satisfactory
CRA rating.

Our strategies to safeguard CRA in the House include helping to move forward the
financial services bill put forth by the House Banking Committee, developed by Chairman
Leach and Ranking Democrat LaFalce. This bill contains no weakening of CRA and requires
banks to have and maintain an adequate CRA record in order to engage in new financial activities.

In the Senate, Secretary Rubin held a press conference with Daschle and Sarbanes to
support their alternatives to Gramm’s proposals. The Daschel and Sarbanes legislative
recommendations would not weaken CRA.

We are also seeking opportunities for the President and Secretary Rubin to highlight the
vital importance of CRA. There are many examples of CRA’s success in building homes,
creating jobs, and restoring hope in economically distressed communities throughout the United
States. We are looking for your input on successful investments where we can focus attention.

The Administration will continue to strongly oppose any legislation that would weaken
CRA. This issue is of great personal interest and importance to the President and the First Lady.
The President will not hesitate to issue additional veto threats against any bills that would weaken
CRA.

In his letter responding to Gramm’s version of the Financial Modermization Act, President
Clinton stated “ In its current form, the bill would undermine the effectiveness of the
Community Reinvestment Act .... The CRA is working, and we must preserve its vitality
as we write the financial constitution for the 21" Century. ... I agree with you that
reform of the laws governing our nation’s financial services industry would promote the
public interest. However, I will veto the bill if it is presented to me in its current form.



TALKING POINTS FOR CRA MEETING
12:00 PM April 22, 1999 — OEOB, Room 180

e This Administration strongly supports CRA. We’vc worked very hard to both streamline and
strengthen the Community Reinvestment Act.  CRA has been on the books for more than 20
years but 95% of all the financial commitments made under the law have been made since 1993,
under this Administration. That’s more than $1 trillion in long-term commitments to invest in
people.

e The President is committed to preserving existing CRA as we know it and not as proposed
by the Senate. A veto threat was issucd by the President in March in opposition to the Senate
bill developed by Chairman Gramm. The bill reported out by the Senate would 1) undermine the
relevance of CRA because it increases leeway for affiliations between banks and non-bank
institutions but does not requirc them (o have satisfactory CRA ratings to undertake non-bank
activities 2) reduce access to credit in rural communities by exempting small banks from CRA
and 3) severely dampen opportunity for public comment on the reinvestment activities of
financial institutions by creating a safe harbor for instititutions that have at least a satisfactory
CRA rating.

e Our strategies to safeguard CRA in the House include helping to move forward the
financial services bill put forth by the House Banking Committee, developed by Chairman
Leach and Ranking Democrat LaFalce. This bill contains no weakening of CRA and requires
banks to have and maintain an adequate CRA record in order to engage in new financial activities.

e In the Senate, Secretary Rubin held a press conference with Daschel and Senator Sarbanes
to support their alternatives to Gramm’s proposals. The Daschel and Sarbanes legislative
recommendations would not weaken CRA.

e We are also seeking opportunities for the President and Secretary Rubin to highlight the
vital importance of CRA. There are many examples of CRA’s success in building homes,
creating jobs, and restoring hope in economically distressed communities throughout the United
States. We are looking for your input on successful investments where we can focus attention.

e The Administration will continue to strongly oppose any legislation that would weaken
CRA. This issue is of great personal interest and importance to the President and the First Lady.
The President will not hesitate to issue additional veto threats against any bills that would weaken
CRA.



Neighborhood
Reinvestment
Corporation

‘NeighborWorks:

FOUNDER

December 14, 1998

The Honorable Ellen Seidman
Director

Office of Thrift Supervision
1700 G Street NW, Fifth Floor
Washington DC 20552

Dear Ellen:
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In response to your questions regarding the growth in NeighborWorks® organizations
investments and changes in the Community Reinvestment Act regulations [ have prepared the
attached chart. I'm working on some alternative (graphic) ways to present the formation for the

non-table-oriented reader.

Clearly the growth in the NeighborWorks® network, the strong economy and the low interest
rates have aided in the dramatic growth during the past several years. Certainly the
encouragement of CRA has played a role as well.

Investment by insurance companies in Neighborhood Housing Services of America, Inc. (NHSA)

has been over a 20-year period. Clearly in the early days it was small -- measured $1 million at a

time. More recently that investment has been in increments of $10 million and up. Part of that is
due to the flawless performance of the NHSA notes. Additionally, a considerable part of that 1s
due to the personal involvement of CEOs and many staff of the companies at the local levels.
The end of June 1998 numbers stand at $157.1 million.

Hopefully this information is helpful to you.

Sincerely,
:&-’ ~x*
George Knight

Enclosure

xc: Sonja White w/enclosure

Board of Directors

Laurence H. Meyer, Chairman
Member. Board of Governors
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Andrew C. Hove, Jr. Norman E. D'Amours
Vice Chairman. Federal Deposit Chairman, National Credut
Insurance Corporation Union Administration
Andrew Cuomo Julie L. Williams
Secretary of Housing Acting Comptroller of the Currency

and Urban Deveiopment



Neighborhood Housing Services of America Inc.

Insurance Participant in NHSA Secondary Market Loan Products

INVESTOR Total Notes
State Farm $56.2 M
Allstate $355 M
Prudential $175 M
USAA* $170 M
Nationwide* $104 M
Equitable $100 M
Metropolitan $5.0 M
Aetna $40 M
Mutual Benefit Life $31.0 M
Wausau $05 M

* Estimate -- the actual split for this investment may change as purchases are made.

j:\research\misc\misc\lnsurance.xis

Neighborhood Reinvestment
Research Department
December 4, 1998



NeighborWorks® Organizations

. Direct Investment from 1991 - 1998 ’

1991 1992 1993 1994 1995 1996 1997 1998

All NWOs Reporting 157 160 168 165 168 173 169 175
Total Investment $111.438,294] $200,180,337] $212,568,581] $268,382,531] $357,557,70 5420,091.81; $550,288,627] $819,287,487

NWO Investment $21,371,55§| 528,720,999 $29,290,510 sss.zzg.esgﬂ $30,444,655 $32.707,293 $64,811.411| $79.127,241
$171.459,344] $183,278,071| $235,152,872] $327,113,054 5387,384,52:;H $485,477,216] $740,160,24

Other Investment $90,066,73

$35.041.741] $54.686.290] $72.459,876] $119,033,528] $190,668,2981 $232,217,99 $298,458,561| $446,572,30

—

Conventional

Old CRA Rules Revised Mandatory  Mandatory
CRA Histo — >4 »— >
f i >$mali Banks Large Banks
Definitions:
"RLF Investment" pertains to NeighborWorks® organization's revolving loan funds.
"Other Investments” includes investments from conventional/private, public and all other sources (foundations, non—proﬁts etc.)
“Conventional” investments, which are included in "Other investment" pertains exclusively to investments of banks and other lending institutions
Source: Neighborhood Reinvestment Quarterly Reports from 1991 to 1998.
All yearly data refers to the fiscal year of October 1 to September 30.
The Research Department starled collecting quarterly data in January, 1991 (2nd quarter). Therefore, the 1891 figures above include three actual quarters and one estimated quarter.
Neighborhood Reinvestment

j vesearch\budgetg9/needs/cra_direct December 9, 1998



Office of the Comptroller of the Currency

Volume and Average Procg_ssing Times
For Non-Protested and Protested Applications
Decided 1/1/98-12/14/98

Type of Covered | Volume of Average Number of Average
Application by CRA | Applications | Processing Applications with | Processing Time
Decided Time CRA Comments for Protested
to OCC Applications
Charter YES 60' | 103 days 0 -
Conversion YES 23 | 47 days 0 -
Real Merger YES 93 | 48 days 0 -
Reorganization YES 268 | 49 days 4 85 days
Branch YES 1464 | 33 days l 70 days
Relocation YES 203 | 31 days 0 -

Total Applications

Covered by CRA 2111

New Federal NO 1| 25 days 0 -
Branch or Agency

Operating NO 134 | 80 days 1 76 days
Subsidiary

Change in Bank NO 12 | 75 days 1 50 days
Control

Fiduciary Powers NO 33 | 25 days 0 -
Capital NO 77| 23 days 0 -
Total Applications 2368

Source: Bank Organization and Structure

"This number includes seven uninsured trust charters which are not subject to CRA.

I



Office of the Comptroller of the Currency

Listing of Protested Applications

Decided 1/1/98-12/14/98

Type of Filing Date Date Number of Asset Size of
Name of Bank Received | Decided Days to Applicant
Process (in $ billion)
as of 6/30/98
Corporate Reorganization
1) Star Bank/Great Financial FSB | 11/17/97 | 1/28/98 73 14.562
2) First Union/CoreStates 2/12/98 4/15/98 63 213.300
3) First Merit/Premier B&T* 1/22/98 4/30/98 99 6.147
4) NationsBank/Barnett 6/8/98 9/18/98 103 232.397
Branch
5) BankBoston 4/3/98 6/16/98 70 68.216
Operating Subsidiary
6) First Union/Money Store 4/15/98 6/29/98 76 213.300
Change in Bank Control
7) Dillard NB 6/3/98 7/22/98 50 0.007

Source: Bank Organization and Structure

* Four protests were withdrawn after an investment initiative was signed by FirstMerit.

2




Office of the Comptroller of the Currency

Summary of Reasons for Removal from Expedited Review
(1/1/98 - 12/14/98)

Reason for Number
Removing Removed
CRA Protests 4
Other CRA Issues 9
Supervisory including 20
Y2K
Legal Issues 10
Competitive Issues 6
Fair Lending Issues 2
National Historic 2
Preservation Issues
TOTAL
APPLICATIONS 53
REMOVED FROM
EXPEDITED REVIEW

Source: Bank Organization and Structure
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wag done by the committee in bringing {s totally inapplicable to credit unions ment, and that in doing so, they will te
this matter to the Senate floor. and the credit union movement. regularly evaluated by the Federal
I, again, thenk Chalrman D'AMATO The name—It is a wonderful sounding Government. and their record will be
for his skillful work in developing the name for a program that has nothing looked at to see if the credit union {s
legislation to this point and bringing It to do with any one word in the name— ‘‘providing’'—I want you to remember,

_ to the floor of the Senate. {s Community Reinvestment Act. In that is wipg"—*. . . providing afford-
Vi Mr. President, I yield the floor. this bill, for the first time ever, we able credit nnion services to all indi-
Mr. GRAMM addressed the Chalr. apply in three differsnt ways thig Fed- viduals of modest means .. . within
The PRESIDING OFFICER. The Sen- eral mandate and credit allocation to the fleld of membership of the credit

ator from Texas. credit unions. - anfon. . . ." <

SRMEGGRAMM. Mr: President, let me - Let me explaln why, despite ell the In other words, in this section, the
add ‘my_voice to those who hava con- arguments you can make:on the merits Federsl Government will evaluate
gratulated Senator D'AMATO snd Sen- or-demerits of the Community Rein- whether or not this credit upion, in
Ot SARANES for this bill. I belleve vestment Act, Why.it does not belong malking loans, in allocating the money
weo have put together & good Dbill. I on this bill. Co C of the people who have joined the cred-
! think it 15 a dramatlc improvement Credit unions are voluntary, private 1t union, is providing affordable serv-
over the House bill.-It does, for the assoclationa. They are nonprofit,orga- ices—and I don't know how you deflne
flvst time, In an effective manner begin nizations. They are tax-exempt orgaal- ‘“affordable.”” I think I kuow how you
to look at capital requirements and zations. They represeit-a collective ef- deflne “providing:” you test whether
safety and soundness, and, in doing 80, fort of members, to pool. thelr gavings they are actually doing it, although I
1t will drematicelly improve the qual- with a common -objective. They pool could lmsagine some very {nteresting
{ty-and regulation of credit unions all their savings and -they lend to each aud intrusive «ethods of testing that
over the country.I.think those who are pther, the merbers of tha credit union. the regulators. might copjure up. But
part of the credit union movemant --In doing so, they perform= cooperative .the test of uproviding'” can be & very
want people to know thai their depos- credit. function.. In many. cases, they rigorous test,. gince the standard i8 not
its are safe, sound, insured, regulated - provide credit that would not be avail- whether the credit union is offering (ts
and protected {n-the savers’ interest. able, certainly at rates that would Mot services, it 1s not whether they are try-
Second, the bill, for the first time, bhe available, in mayy cases, to the con- ing to do it. They are required to do it.
begins to put appropriate limits on the gumer. o ) . They are to be “providing”—you are
amount, of business ‘loans that credit They are not in the business of pro- evaluating whether they are ‘.. . pro-
unions can make. There are those who . moting &0y broad, general purposes, viding, affordable. credit nnion .services
believe, and I happen o be one of them, such as the geueral welfare of the coun- to,all individvals of modest means . . .
that..credit unigns -were chartared to try or the-community. They are small, within -the fleld.of membership of the
provide copsumer credlt.to their mem- private associations that are organized creditunfon.. - -
bers as part of a cooperative effort. A for the purpose of promoting the wel- ‘You need . to .undérstand, field of
dramatic- movement . of ‘aredit. upjons “fare of thelr. membera. The whole pur- membersidp and membership are two

into. commercial - lending would oir- posse is to-pool nickels, dimes and dol- different things. A credit union consid-

cumvent the whole intent of the credit lars-to build a cesh ‘base that can be ers.itsalf successful if it is.able Lo got
union movement, and in my opinion, it. lent To members :for " things' such " as. about .20 percent of.the people whe
would be. a negative factor on..the buylng & new car or pew truck, buying could join that credit unlon to join it
progress of the credit-union movement. & mew tractor.. ‘v ¥ - 7 So, that in.any_field of memberahip
In this bill;. we. for-the first time set - Ths objective ‘of the credit unien is *normally ahout B0 percent of the peopl
limits on the amount of credit unlon to promote tlis interest of credit union in the fleld of membership who wers in
- .gesets that .can go .lnto commerclal membera. It "18 not & for-profit organi- vited to join the credit nnion, Who wer
loanps. That ia a very positive atep. zation, and there i no logic'to apply- 1nvited .£o .putb.up. their mmomney..sad
We deal with.the commion bond issue, {ng to it @ provision of law where the *No, I. don't want to join your credi
dnd we settle once and.for all the prin- Government sdds an additional man- anion: I.don't wapt to put-my rone.
ciple that every American ought-to date. that the credit unions should di- into your credit union.” But the firs
have the right to join & credit unlon— rect the .money of .those memibers ta provision of this bill requires that th
not any-credit union—but join & credit . .gupport some end other than the well- credit union.-to comply with this la:
\ union within an appropriate field of being of the people who put up the oa Federally mandated . capital alléce
Y membership. {t my view, and I belleve money-in the first placs. . tlon, must be ‘. . . providing. affort
1 : that we achieve this with this bill, that - Let pia explain-how this works, and'I able"'—and where are thesa terms &
g {t.should be possible: for every Amer- want ta read you somsé language—in Oned? Nowhere—"‘credit union sarvic

jean citizen to find an-appropriate fleld. my mind, shocking language—that bas. .to.all individusls of modest means . .
. -of membership by which he or ghe can been included i this bill in the House, withinthe field of membership.”’
Eo asgociate with others, and bhave the op- and langusge that I belleve should be  Now, I do not believe we ought to !
portunity o joio & credit unlon and toremoved. —— ' ' "o " fareing credit union members, Who !
afffliate with that credit union if they In the bill, the House has set up this up tbeir own money, to provide ser
choase to do 1t.. : " requirerent for a Federal mapdate and ices to peaple thal had ap opportuni
Those ara the positive things sbout capital allocation that goes by the to join the credit union but declded D
this blL I am & strong supporter of the pame of community reinvestment. I- to join- it. I think that violates U
bilL I intsnd to vote for this bill, but will talk in-a moment as Lo why this whole spirit of the credit union mo’
there is one provision in the bill to provision has nothing to do with com- ment becauss & credit union is & co¢
which I am very strongly opposed. -munity or reinvestment.. erative, and If you want credit und
* Tn this bill, for the first time sver, wo This bill mandates that credit unlons services, you join the credit union. Y
begin to have the Federal Government = conform to this-Federal capital alloca-~ participate in putting up the capl'
direct credit unions as ta how theywill tion. Here is how {t is defined, and here and you- apply for lozns ar pervi
gse their members’ money. In thiz bil), is basalcally how it warks: . from the credit uniom S
for the first time ever, Wu begin the In thres different places, we have 4 The gecond evaluation has to do W
process’ of telling - credit unions that reference to it in the bill. The first way community credit unions. And thr
the government is going . to allocate that the bill would measure whether a are credit onions thet serve an ent
some .of & credit union's rasources to credit union is complying with this community. This gecond provision
promote & ‘‘publc. purpose,” even Fedaral mandate allocating their mem- quires that credit unions are sme
though it may pot-be the purpose of bers' hard-earned money i on page 58 {ng"'—not trylng to mest—and ple
credit- union members. I believe that In mew sectlon 915. In subsection (b), it DOtLE, the law does mot 8ay that :
ot only is this very bad and dangerous is set out that credit unions.have to ‘offer” services, that you offer vafft
public policy, but I think the logic of it comply with this community reinvest- able'’ services, whatever that meads




AMENDMENT NO. Calendar No.588

Purpose: To provide for the modernization of financial services legislation.

IN THE SENATE OF THE UNITED STATI'Z;S—IOSth Cong., 2d. Sess.

H.R.10

Referred to the Committee on
and ordered to be printed

Ordered to lie on the table and to be printed

AMENDMENT intended to be proposed by

Viz:

At the end of the bill add the following:

“SEC. . MEANINGFUL EXAMINATIONS FOR COMPLIANCE WITH THE COMMUNITY
REINVESTMENT ACT OF 1977.

“Notwithstanding any other provision of law, any institution achiéving a rating
of ‘satisfactory record of meeting community credit needs’, or better, at the most
recent examination of such institution pursuant to the Community Reinvestment Act
of 1977 shall be deemed for all purposes to be in adequate compliance wit.h the
provisions of the Community Reinvestment Act of 1977 until the completion of a

subsequeht regularly scheduled examination pursuant to the Community Reinvestment
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Act of 1977.
“SEC. . FAIR NOTICE OF CRA EXAMINATION.

“The Community Reinvestment Act of 1977 is amended by inserting the
following new section:

“ “SEC. 806A. FAIR NOTICE OF EXAMINATION.

“ “Each appropriate Federal financial supervisory agency shall promulgate
regulations ensuring the fair public notice of the schedule of examinations of regulated
financial institutions pursuant to the Community Reinvestment Act of 1977.7.”.

On page 299, line 25, before the period insert the following:

“and for which the Board has not determined within 60 days after such bank holding
company has filed with the Board the declaration described in subsection (b)(1)(C)
that such bank holding company is not in satisfactory compliance with the provisions
of the Community Reinvestment Act of 1977".

On page 300, strike lines 14 through 19; on line 20 strike “(D)” and insert in
lieu thereof “(C)”; and on line 24 strike “through (C)” and insert in lieu thereof “and
(B)”.

Beginning on page 301, line .10, strike all through page 302, line 20.

On page 315, line 24, strike “(C), or” and insert in lieu thereof “or (C)”; and
on page 316, line 1,. strike “(D)". |

On page 316, strike lines 12 through 17.

~ On page 317, line 16, strike “(D)” and insert in lieu the_reof .“(C)”.



10
11
12
13
14

15

16

17
18
19
20

21

Beginning on page 378, line 24, strike all through page 379, line 2, and insert
in lieu thereof “and well managed;”.
On page 379, strike lines 5 through 8 and insert in lieu thereof “managed;

and”; strike lines 11 through 16; and on line 17 strike “(4)” and insert in lieu thereof

“3)".
On page 381, strike lines 5 through 25 and insert in lieu thereof “Act.”.”.
On page 408, strike lines 10 through 17 and insert in lieu thereof “contained
therein.”.”.

On page 414, strike lines 13 through 20.

At the end of the bill add the following new section:
“SEC. . ANTI-EXTORTION AND ANTI-BRIBERY PROVISIONS.

“(a) PROHIBITION OF EXTORTION AND BRIBERY.—Notwithstanding any other
provision of law, no regulated financial institution, as defined in section 803 of the
Community Reinvestment Act of 1977, or any officer, director, or representative
thereof, and no company, business, instimtion, or other entity affiliated with or
controlled by any such regulated financial iﬁstitution, or any officer director, or
representative thereof,

“(1) may make any grant of money, financial contribution. donation, or
payment (other than a loan).to an.y person ﬁot employ.ed by such regulated

financial institution or by any entity affiliated with or controlled by such

regulated financial institution, or
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“(2) may establish any quota or set aside with respect to employment,
sales, purchases, or other business activities (other than loans)

in connection with or in response to any review, éi)aluation, or examination of the
compliance of such regulated financial institution with the provisions of the
Community Reinvestment Act of 1977 with the intent or purpose to motivate,
encourage, or otherwise influence any person to provide or to refrain from providing
information to any federal banking agency regarding the compliance of such regulated
financial institution with the provisions of the Community Reinvestment Act of 1977,
or to affect the content of any information that may be so provided.

“(b) PENALTIES.—Any person who conducts any activity prohibited in
subsection (a) shall be fined not more than $1 million or imprisoned for not to exceed
1 year, or both, for each violation, and any person who knowingly receives or solicits
any grant of money, financial contribution, donation, or payment (other than a loan)
prohibited in subsection (a)(1) shall be fined not more than $1 million or imprisoned
for not to exceed 1 year, or both, for each violation, and shall be required to remit

to the Treasury the amounts of any activities prohibited in subsection (a).”.
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}nclusion of these funds in an emergency supplemental appropriation. Moreover, the Committee
intends _to exercise its oversight responsibilities to examine carefully the use of previous
appropriations to the, Palestinian Authority and examine the wisdom of any further transfer of
taxpayer funds to the Palestinian Authority.

. The Committee will continue this year the process of regulatory reform and relief for our
financial institutions and their customers. On February 11, 1999, the Committee ordered reported
the Financial Regulatory Relief and Economic Efficiency Act of 1999. One of the provisions of this
}egxslan'on would allow the Federal Reserve to pay interest on the private-sector bank reserves that
it holds. This bas been estimated by the Congressional Budget Office to result in a decrease in
fed:ral reverues (due to lower payments into the budget from the Federal Reserve) of $214 million
in FY2000, and a five-year reduction in revenues of $661 million. On the other hand, these sterile
reserves held by the Federal Reserve act as a tax upon banks, and one which banks are increasingly
finding ways of avoiding by shifling funds elsewhere, decreasing the ability of the Federal Reserve
to conduct monetary policy. For that reason, this provision has the support of the Federal Reserve
Board and was reported out of the Committee without cbjection. We request that this change in law
be accommodated in the budget resolution.

ec ags °

An ongoing concern of the Banking Committee is the large degree to which the fees collected
by the Securities and Exchange Commission surpass the funding needed to operate the agency. In
an attempt to reduce this disparity, provisions designed to phase in lower transactions fees were
included in the National Securities Markets Improvement Act of 1996. Nonetheless, despite these
efforts, the aggregate fee revenue bas continued ta outstrip the funding needs of the agency. For
example, the actual fee revenue collected by the agency in fiscal year 1998 was $1.78 billion, while
the SEC’s appropriated spending level was just $34] million, Furthermore, fee revenue is expected
to continue to exceed future SEC spending levels. Given the estimated fee collections of $1.62
billion, the revenues will exceed the agency’s funding by almost 450% even if the agency is awarded

' jts full FY. 2000 budget request of $360.8 million. These fees clearly are taxes, not juat user fees.
" The Committee will once again seek to enact legislation that will reduce the level of these fees to
g position more in line with the agency's expenditures, Therefore, the Budget Committee should

not assume such a continuing imbalance between SEC fee revenues and_fumiing requirements.

. - Another priority of the Cornmittee is the consideration of legislation designed to provide
- regulator& relief to the securities industry and its customers. 1n 1996, the Congress enacted the
aforementioned National Securities Markets Improvement Act (NSMIA), which made changes to
ncarly every federal securities statute. The Committee plans to build upon the groundwork _laid in
NSMIA and embark upon a new effort to update our securities gtatutes in an effort maximize the
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economic efficiency with which our country’s securities markets operate. Even though the
 budgetary impact of each of these changes is likely to be small, their cumulative beneficial effect on
the overall economy could be substantial over time. o

While the Committee on Agriculture, Nutrition and Forestry has original jurisdiction over
the Cammodity Futures Trading Commission (CFTC), the Banking Committee believes that the
proposals to institute new CFTC fees have the potential to distort the allocation of capital between
the commodities and securities markets and urges the Budget Committee to reject such proposals,

Pablic Utility Halding

On February 11, 1999, the Committee ordered reported the bill S. 313, the “Public Utility
Holding Company Act of 1999.”" This bill represents the first step toward passing comprehensive
electricity deregulation in the Senate, and it is expected to be joined on the Senate Floor with other
elements of reform. . : .

~ While the direct budgetary jmpact from enactment of S. 313 and related provisians is
expected to be small, the General Accounting Office projects that the federal government, as the
Jargest electric consumer in the country, could save hundreds of millions of dollars per year in the
future as competition lowers retail electricity prices (GAO/RCED-97-244 September 30, 1997).

Housing and Com mnn' ity Dgxé]npmgnt '

The Committee notes favorably the passage of two major housing reform bills in the 105th
Congress. The Multifamily Assisted Housing Reform and Affordability Act (MAHRAA) and the
Quality Housing and Work Responsibility Act (QEIWRA) were passed by the Banking Committee
and adopted in the Fiscal Year 1998 and Fiscal Year 1999 VA-HUD-Independent Agencies
Appropristions Acts, respectively.

 Qversight of the Department of Housing and Urban Development (Department) is 2 priority
for the Committee. The Committee continues diligent oversight of HUD's regulatory processes as
the Department begins implementation of the Section 8 multifamily program reforms established
by MAHRAA and the public housing reforms established by QHWRA, and will: ensure that
Congressional intent is honored. ' - _
© MAHRAA reforms, known as “mark-to-market”, should be fully implemented by Fiscal Year
2000. If these reforms are implemented in accordance with Congrcssioqal intent and in timely "~

fashion, significant short- and long-term savings in mandatory and discretionary. budget suthority
will result. - -

Public housing reforms contained in QHFWRA should also be fully implemented by F iscal
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Yea'r'ZOOO. _Such reforms will resuit eventually in increased operating efficiencies and income for
public housing authorities. The Committee anticipates that over time this will result in a reduced
need for HUD budget authority and outlays. E

The Committee continues its ongoing interest in reviewing HUD's mission and in
consolidating or eliminating housing and community development programs in order to improve
efficiencies, enhance accountability, save taxpayer money and provide greater responsibility and

flexibility to State and local governments.

The Administration’s Fiscal Year 2000 budget proposes a $2.5 billion increase in budget
authority and a myriad of new programs and responsibilities for the Department of Housing and
Urban Development. The budget is apparently based on the premise that HUD has put its house in
arder and is capable of expanding its reach. HUD, however, remains classified by the General
Accounting Office as a “‘high-risk” agency, and Congress must review carefully HUD's budget

. proposals in the context of the Department’s well-established and longstanding weaknesses. InFY
1999, $8.8 billion was appropriated for HUD programs whose authorizations expired n FY 1994.
The Committes believes these programs deserve .careful review before laumching several new
initiatives.

Despite the landable goals of many of the proposed initiatives, the Committee finds no
rationale for the creation or expansion of programs to serve public policy purposes which are or
could otherwise be served within HUD's existing programmatic framework or through the efforts
of another agency. The Committee has particular concerns with Administration proposals that are
inconsistent with HUD’s mission and capacity. In addition, increased funding for these and aother
discretionary programs ere financed in the President’s budget through tax increases. In an era of
record-high federal revenues, the Comumittee urges that HUD programs be funded within existing
spending allocations. The Committee sees no justification for increasing HUD's overall funding and
is opposed to any tax increases. : :

Further, the Committee strongly opposes ‘proposals to convert discrction'my programs into
mandatory programs. The Committee is also concerned about the President’s proposal to provide
only partial funding of section 8 contract renewals in FY 2000, while requesting remaining funds

as an advance appropriation for FY 2001. Such a program, if enacted, w_ould 'only add further
uncertainty and volatility to this troubled program. _ L -

' In order for the Department to fulfill its historic mission within the resources available, the .
Committee recommends that HUD concentrate its efforts on the e_ﬁ'ecti‘_!c develoPmcnt .°f
multifamily and public housing reform regulations and the successful implementstion of its

: mansgement reform plan. ' . ‘ o
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National Flood Insnrance Program

The Committee has shown consistent support for the .National Flood Insur

! _ . ance Program
(NFIP), as administered by the Federal Emergency Management Agency (FEMA). The Committee
notes favorably the three-year reauthorization of the NFIP in the Quality Housing and Work
Responsibility Act which was adopted in the Fiscal Year 1999 VA-HUD-Independ encies
Appropriations Act. Fpendent Agencles

Tt}e Committec supports FEMA’s efforts to update and modemize its flood-mapping
technologies and flood-zone hazard maps in order to improve ity much needed services. However
the Committee recognizes no justification for the Administration’s budget proposal to partially funci
flood map modernization efforts through a $15 mortgage transaction fee required for c'vcxy home
purchase or home refinance. The Committee notes the broad-ranging implications of the imposition
of such 2 homeownership tax on over 5 million Americans per year.

' The.Corm:ni’ttcf:woqu oppose any atternpts to raise flood insurence premiums beyond- rates
cow th.h the maintenance of the NFIP’s solvency. Any unjustified increases could deter full
participation in the program and damage the fiscal stability of the NFIP.

i evelo i i i 0 :

o _The Committee opposes any ix}crc'asc in funding for the Community Development Financial
Instttupons Fund (CDFI): The Comumittee has not received adequate assurances that CDFT's current
opcr'fmons are fully consistent with Congressional intent and void of any form of misuse of public
monies. ' -

nation Fees for State-Chartered Banks

The Committee in the past has on 2 bipartisan basis consistently opposed a new Federal
examination fee for state-chartered banks. This proposal was submitted by the Administration in
 each of the five past proposed budgets and the proposal was rejected by this Committee each time.. .
' The Administration has renewed its proposal to reise over $900 million by FY 2004 through the
imposition of this fee on state-chartered banks. None of the income from these proposed fees would '
" be used to enhance the safety and soundness of state chartered institutions under the President’s
" budget. Every dime of these fees would be spent on totally unrelated PrOgTamSs. -
_ Committee mémbers continue to oppose this tax and to express several concermns with the
propasal. First, 8 1eW federal examination fee would imdermine the “dual banking” system. Second,
it wounld create an inequity for state-chartered banks that already pay exam fees assessed by their
gtate regulators. “Third, the banking industry as a whole, including statc—cba’rtel_'ed banks, cover all
the expenses of the Federal Deposit Insurance Corporation (FDIC) through insurance premiurn
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;sscsments and through forgone interest on mandated sterile reserves held by the Federal Reserve
ystem. .

Mass Transit

In 1998, Congress passed the Transportation Equity Act for the 217 Century (TEA-21), that
provided substantial increases in authorized funding for mass transit and created a separate category
for transit spending within overall limits on discretionary spending. The creation of the mass transit
category (and a similar category for highway spending) guarantees for the first time that federal

" gasoline tax revenues will be spent for their intended purpose, mass transit and highway
infrastructure. The Committee strongly supports this principle and urges full funding of the mass
transit category. '

Unfortunately, the President’s FY' 2000 Budget proposes to deviate fram the carefully
balanced mechanism created in TEA-21. The precise spending levels for mass transit and highways,
and the procedure for adjusting those levels, were the product of sensitive negotiations, and
agreement on these issues was only possible after consensus was reached on exactly how that
spending would be allocated, both among programs and among the States within those programs.

The President’s proposal would create an entirely new mechanisro to distribute $1.5 billion
in gasoline tax revenues above the levels predicted last year. The Commuttee opposes recpening
TEA-21 less than one year after its enactment, which is the practical effect of the President’s
proposal, and urges the Budget Committee to follow the funding procedures laid out in TEA-21.
Should the budget resolution assume any deviation from current law, the Committee would be

_cormpelled to revisit the entire mass transit authorization in order to reconstruct the carefully
- balanced compromise achieved last year.

Currently, Social Security operates as 3 traditional government benefit ‘program, with
payments to beneficiaries financed by current taxes. However, the President’s F'x.'zooo Budget
proposes one significant departure i the financing of Social Security benefits — the investment by

" the federal government of Social Security tax receipts in cquities, - o

Whilc not included in the budget’s detailed numerical presentations, the P'resid;ut's _
“Framework” for Social Security would direct about 20% of the portion of the surplus be reserves -
for Social Security into stock investments. Over time, the federal gavernment would become the

" largest single investor in the stock market, giving it extraordinary power to distort the flow of capital
in the market to further political goals and creating the potential for government u‘xtgrfer.snce in the
operation of pnivate businesses: Govcrmment investment of Social Security funds in equity markets

would have the same disastrous economic effects of the state capitalism model which has been
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practiced and rejected by dozens of countries around the globe. The result would include diminished
retims, reduced economic growth, and grester risk to retirees.

If the pawer of compound interest from investment in private securities is to be unleashed es part
of Social Security reform, such investment should be owned by individual Social Security
beneficiaries.and carried out by professional money managers, subject to regnlation only to ensure
safety and soundness. The Committee believes that government-run investment as proposed 1n the
President’s budget is inconsistent with our mandate to gafeguard capital markets and should be
rejected.

Yours respectfully,
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March S, 1999

The Honorable Pete V. Domenici, Chairman -

The Honorable Frank R. Lautenberg, Ranking Member
Committee on the Budget

Washington, D.C. 20510

Dear Chairman Domenici and Senator Lantenberg:

This letter transmits the views and estimates of the Committee on Banking, Housing, and
Urban Affairs regarding the fimding of programs in our jurisdiction, as required by Section 301 of
the Congressional Budget Act of 1974. B

[ e es e

One of the most significant tasks before. the Committee this year will be consideration of
legislation to modernize our financial services regulatory regime. Legislation to accomplish this
goal was ordered reported by the Committee on March 4, 1999, Whether or not they made much
sense in the past, current laws defining the boundaries between banking, securities, and insurance
activities and the financial institutions that pravide these ‘services are now an expensive impediment
to meeting the needs of customers and the competitive requirements of our financial industries.
While enactment of this legislation is not expected to result in significant budgetary impact in the
short rum, it should in the long rim prove 1o be an enhancement to economic growth, improving the
efficiency and competitiveness of our nation’s providers of financial services. The legislation
ordered reported by the Committee also makes changes in the Savings Association Insurance Fund
(SAIF), namely the elirnination of the SATF Special Reserve and the Deposit Insurance Fund Special
Reserve. The need for these reserves no longer exists, and action to return their resources to the
general SATF resources could avoid budget scoring problems in future years. We ask that the Budget
Resolution take these changes into accout, A B

e

The Community Reinvestmen & Tederal statutes in 1977 with the
limited purpose of requiring banks and savings and loan associations to make loans in the s-fun‘c1 ,
communities where they take deposits. CRA has since been corrup!:ed into 2 gystem of 1c.=.gahlfet
extortion, often with the assistance of regulators. Moreaver, it has mcrcasm'gly repla?cd market-
directed financial activity with politically directed and motivated channeling of private sector
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financial resources. From 2 small beginning, CRA-directed funding has taken on a sizeable share
of the economy, totaling nearly $700 billion in commitments in 1998. This cronyizing of the
American economy is more typical of a third world economy &nd will undoubtedly be damaging to
our national economic growth. [t might be advisable for the Congressional Budget Office and others
to analyze the impact of CRA on the economy and on federal budgetary receipts. -

This Committee is opposed to proposals that would change the tax treatment of credit unions. While

direct legislative jurisdiction over taxation of credit unions is not within this' Committee’s
jurisdiction, the vitality and structure of the nation’s credit unions is. The contributions that credit

unions make to Americans as alternative financial cooperatives are substantial. Credit upions readily

fulfill this need for affordable financial services and do so as non-profit institutions. While credit

unions continue to fiulfill this role as non-profit institutions, taxation of credit unions would be

inconsistent with the longstanding principle of tax treatment of such institutions.

(3 io i ce de

The President requested a 10 percent increase in Export-Import Bank fimding for Fiscal Year
2000, to $881 million. While the President’s lack of a coherent trade policy, particularly his lack of
suppart for fast track trade guthority, resulted in a decline of U.S. export receipts during 1958, this
failure should not be offset by an increase in Pederal export subsidy progrzims. This increase should
not be accammodated in the budget resolution. _ '

The President requested $1.4 billion for m tilateral development barnks in FY 2000.
~ Although Congress appropriated §1.5 billion in FY 1999, $539 million was subject to &n adjustment
of the discretionary spending limits under Section 314 of the Congressional Budget Act. This
adjustment will not apply to funding of multilateral development banks in FY 2000, Therefore, the
President’s request is effectively a 49 percent or $457 million increase over the 1999 adjusted level,
The Committee believes that this increase should not be accommodated in the budget resolution.
Economic development m targeted countries is better addressed through the lowering of trade
barriers. The Committee plans extensive oversight hearings this year on all international financial .
‘institutions, including the multilateral development banks. : ' .

The Banlcmg Corﬁmittéc will cpnsidzr the re-anthorization of the Export Administration Act

this year. It s not anticipated, however, that this will require any significent increase in funding to
* administer our nation’s expart control program... - B ' o

| Pursﬁzmt to the Wye River Memoranduni, ‘the A_dniini;tralion requests an.e¥ncr.gcncy |
Palestinian Authority in the amounts of $200 million in FY

supplemental appropristions for the 5 of §
5 8 100 million in FY 2001. The Commmittee sees no grounds for

1999, §100 million in FY 2000 and $
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fnclu_smn of these funds in an emergency supplemental appropriation. Moreover, the Committee
intends .to exercise its oversight responsibilities to examine carefully the lise of previous
appropriations to the Palestinian Authority and examine the wisdom of any further transfer of
taxpayer funds to the Palestinian Authority. "

. Tl.:xe Committee will continue this year the process of regulatory reform and relief for our
financial institations and their customers. On February 11, 1999, the Committee ardered reported
the Financial Regulatory Relief and Economic Efficiency Act of 1999. One of the provisions of this
!egslmion would allow the Federal Reserve to pay interest on the private-sector bank reserves that
it holds. This has been estimated by the Congressional Budget Office to result in a decrease mn
fedcml revenues (due to lower payments into the budget from the Federal Reserve) of $214 million
in FY2000, and a five-year reduction in revenues of $661 million. On the other hand, these sterile
Teserves held by the Federal Reserve act as a tax upon banks, and one which banks are increasiﬁgly
finding ways of avoiding by shifting funds elsewhere, decreasing the ability of the Federal Reserve
to conduct monetary policy. For that reason, this provision has the support of the Federal Reserve
Roard and was reported out of the Committee without objection. We request that this change in law
be accommodated in the budget resolution.

ecuriti 0

An ongoing concern of the Banking Committee is the large degree to which the fees callected
by the Securities and Exchange Commission surpass the funding needed to operate the agency. In
an attempt to reduce this disparity, provisions designed to phase in lower transactions fees were
included in the National Securities Markets Improvement Act of 1996. Nonetheless, despite these
efforts, the aggregate fee revenue has continued to outstrip the fimding needs of the agency. For
example, the actual fee revenue collected by the agency in fiscal year 1998 was $1.78 billion, while
the SEC"s appropriated spending level was just $341 million, Furthermore, fee revenue is expected
to contnue to exceed future SEC spending levels. Given the estimated fee collections of $1.62
billion, the revenues will exceed the agency’s funding by almost 450% even if the agency is awarded

' jts full FY. 2000 budget request of $360.8 million. These fees clearly are taxes, not just user fees.
. The Committee will once again seek to enact legislation that will redace the level of these fees to
g position more in line with the agency's expenditures. Therefore, the Budget Comumittee should
not assume such a continuing imbalance between SEC fee revenues and funding requirements.

. - Another priority of the Committcc_is the consideration of legislation designed to provide
: regulators' relief to the securities industry and its customers. In 1996, the Congress enacted the
aforementjoned National Securities Markets Improvement Act (N SMTA), which made changes to
ncarly every federal securities statute. The Committee plans to build upon the groundwark laid in
NSMIA and embark upon a new offort to update our securities statutes in an effort maximize the
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economic efficiency with which our country’s securities markets operate. Even though the
 budgetary impact of each of these changes is likely ta be small, their camulative beneficial effect on
the overall economy could be substantial over time. S

While the Committee on Agriculture, Nutrition and Forestry has original jurisdiction aver
the Commodity Futures Trading Commission (CFTC), the Banking Committee believes that the
proposals to institute new CFTC fees have the potential to distort the allocation of capital between
the commodities and securities markets and urges the Budget Committee toreject such proposals.

B l 11 Ill-lnl H Il. g

On February 11, 1999, the Committee ordered reported the bill S. 313, the “Public Utility
Holding Company Act of 1999.” This bill represents the first step toward passing comprehensive
electricity deregulation in the Senate, and it is expected to be joined on the Senate Floor with other
elements of reform. - : .

 While the direct budgetary impact from enactment of S. 313 and related provisions is
expected to be small, the General Accounting Office projects that the federal government, as the
largest electric consumer in the country, could save hundreds of millions of dollars per year in the
fiuture as competition lowers retail electricity prices (GAO/RCED-97-244 September 30, 1997).

Housing and Com mnn' ity Dg!ﬁ' lopment

The Committee notes favorably the passage of two major housing reform bills in the 105th
Congress. The Multifamily Assisted Housing Reform and Affordebility Act (MAHRAA) and the
Quality Housing and Work Responsibility Act (QHHWRA) were passed by the Baoking Committee
and adopted in the Fiscal Year 1998 and Fiscal Year 1999 VA-HUD-Independent Agencies
Appropristions Acts, respectively.

. Qversight of the Department of Housing and Urban Development (Department) is & priority
for the Committee. The Committee continues diligent oversight of HUD's regulatory processes as
the Department begins implementation of the Section 8 multifamily program reforms established
by MAHRAA and the public housing reforms established by QHWRA, and will ensure that
Congressional intent is honored. ' . _ _

* MAHRAA reforms, know as “mark-to-market”, should be fully implementéd by Fiscal Year -
2000. If these reforms are implemented in accordance with Congressional intent and in timely
fashion, significant short- and long-term 6avings in mandatory end discretionary budget authority
will result. '

Public housing reforms contained in QHWRA should also be fully implemented by Fiscal
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Yeai'_2000. Such reforms will result eventually in increased operating efficiencies and income for
public housing authorities. The Committee anticipates that over time this will result in a reduced
need for HUD budget authority and outlays.

The Committee continues its ongoing interest in reviewing HUD’s muission and in
consolidating or eliminating housing and community development programs in order to improve
efficiencies, enhance accountability, save taxpayer money and provide greater responsibility and

flexibility to State and local governments.

The Administration’s Fiscal Year 2000 budget proposes a $2.5 billion increase in budget
authority and a myriad of new programs and responsibilities for the Department of Housing and
Urban Development. The budget is apparently based on the premise that HUD has put its house in
order and is capable of expanding its reach. HUD, however, remains classified by the General
Accounting Office as a “high-risk” agency, and Congress must review carefully HUD’s budget
. proposals in the context of the Department’s well-established and longstanding weaknesses. In FY
1999, $8.8 billion was appropriated for HUD programs whose authorizations expired in FY 1594.
The Committee believes these programs deserve careful review before laimching several new
mitiatives.

Despite the laudable goals of many of the proposed initiatives, the Committee finds no
rationale for the creation or expansion of programs to serve public policy purposes which are or
could otherwise be served within HUD’s existing programmatic framework or through the efforts
of another agency. The Committee has particular concerns with Administration proposals that are
inconsistent with IUD’s mission and capacity. In addition, increased funding for these and ather
discretionary programs &re financed in the President’s budget through tax increases. In an era of
record-high federal revenues, the Commmittee urges that HUD programs be funded within existing
spending allocations. The Committee sees no justii_icaﬁc}n for increasing HUD's overall funding and
is opposed to sny tax increases. : . '

Further, the Committee strongly opposes ‘proposals to convert discretionary programs into
mandatory programs. The Committee is also concerned abaut the President’s proposal to provide
only partial funding of section 8 cantract renewals in FY 2000, while requesting remaining funds

as an advance appropriation for FY 2001 Such a program, if enacted, would only add further

uncertainty and volatility to this troubled program.

. Inorderfor the Department to fulﬁll its historic mission within the resources available, the .
Committee recommends that HUD concentrate its efforts on the effective development of

 multifamily and public bousing reform tegulations and the successful implementation °_f its
' management reform plan. S ' R _

(R VA VEV]
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National Flood Insnrance Program

The Committee has shown consistent support for the National Flood Insurance Program
(NFIP), as administered by the Federal Emergency Management Agency (FEMA). The Committee
notes favarably the three-year reauthorization of the NFIP in the Quality Housing and Work
Responsibility Act which was adopted in the Fiscal Year 1999 VA-HUD-Independent Agencies
Appropriations Act.

The Committée supports FEMA’s efforts to update and modemize its flood-mapping
tectmologies and flood-zone hazard maps in order to improve its much needed services. However
the Committee recognizes no justification for the Administration’s budget proposal to partially func,l
flood map modernization efforts through a §15 mortgage transaction fee required far e'very home
purchase or home refinance. The Committee notes the broad-ranging implications of the imposition
of such & homeownership tax on over 5 million Americans per year.

- The.Committcewou.ld oppose any attémpts to raise flood insurance premiums beyond rates
consistent with the maintenance of the NFIP’s solvency. Any unjustified increases could deter full
participation in the program and damage the fiscal stability of the NFIP.

ity Develo i i stution

. The Committee opposes any increase n funding for the Community Development Financial
Institutions Fund (CDFI). The Comumittee has not received adequate assurances that CDFT's current
operations are fully consistent with Congressional intent and void of any form of misuse of public

mounies.

The Committee in the past has on 2 bipartisan basis consistently opposed a new Federal
examination fee for state-chartered banks. This proposal was submitted by the Administration in
' each of the five past proposed budgets and the proposal was rejected by this Comumittee each time.- .
- The Administration has renewed its proposal to raise over $500 million by FY 2004 through the

imposition of this fee on state-chartered banks. None of the income from these proposed fees would

" be used to enhance the safety and soundness of state chartered institutions under the President’s
" budget. Every dime of these fees would be spent on totally wrelated pTOETAmS. -

Committee members continue to oppose this tax and to express several concerns with the
propasal, First, 2 new federal examination fee would undermine the “dual banking” system. Second,
it wonld create an inequity for state-chartered banks that already pay exam fees assessed by their
gtate regulators. Third, the banking industry as a whole, including gtate-chartered banks, cover all

the expenses of the Federal Deposit Insnrance Corporation (FPIC) through insurance premium
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assscsmcnts and through forgone interest on mandated sterile reserves held by the Federal Reserve
ystem. :

Mass Transit

In 1998, Congress passed the Transportation Equity Act for the 217 Century (TEA-21), that
provided substantial increases in authorized fimding for mass transit and created a separate category
for transit spending within overall limits on discretionary spending. The creation of the mass transit
category (and a similar category for highway spending) guarantees for the first tme that federal

* gasoline tax revenues will be spent for their intended purpose, mass transit and highway
infrastructure. The Committee strongly supports this principle and urges full funding of the mass
transit category. '

Unfortunately, the President’s FY 2000 Budget proposes to deviate from the carefully
balanced mechanism created in TEA-21. The precise spending levels for mass transit and highways,
and the procedure for adjusting those levels, were the product of sensitive negotiations, and
agreement on these issues was only possible after consensus was reached on exactly how that
spending would be allocated, both among programs and among the States within those programs.

The President’s proposal would create an entirely new mechanisro to distribute $1.5 billion
in gasoline tax revenues above the levels predicted last year. The Commuttee opposes recpeming
TEA-21 less than one year after its enactment, which is the practical effect of the President’s
proposal, and urges the Budget Committee to follow the funding procedures laid out in TEA-21.
Should the budget resolution assume any deviation from current law, the Committee would be

_compelled o revisit the entire mass transit guthorization in order to reconstruct the carefully
- balanced compromise achieved last year.

Currently, Sacial Security operates as 2 traditional government benefit- program, with
payments to beneficiaries financed by current taxes. However, the President’s FY2000 Budget
proposes one significant departure int the financing of Social Security benefits — the investment by

the federal government of Social Security tax receipts in equities, - B '

While not jncluded in the budget’s detailed numerical presentations, the P'residi_:nt's |

- «Framework” for Social Security would direct about 20% of the portion of the surplus be reserves -
for Social Security into stock investments. Over time, the federal government would become t]:m
: 1arge$f single investor in the stock market, giving it extraordinary power to dlstortl_.the flow of c_a,pnal
in the market to further political goals and creating the potential for gove.mment u‘xtgrfcr.ence in the
operation of pnivate businesges: Govearmment investment of Social S;cm_-lty funds in equity markets
would have the same disastrous economic effects of the state capitalism model which has been
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practiced and rejected by dozens of countries around the globe. The result would include diminished
renims, reduced economic growth, and greater risk to retirees.

If the power of componund interest from investment in private securities is to be unleashed as part
of Social Security reform, such investment should be owned by individual Social Security
beneficiaries and carried out by professional money managers, subject to regulation only to ensure
safety and soundness. The Committee believes that government-run investment as proposed in the
President’s budget is inconsistent with our mandate to gafeguard capital markets and should be

rejected.

Yours respectfully,

(VRV}

4
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As | have discussed with many of you, the President has been talking "off the cuff" recently about “[,f
protecting CRA. Paul and | thought it was important that he have a bit more detail about the ~ (“(}w
debate on CRA, so that he understands the context in which his statements will be read. He cares lAf
passionately about the subject and has the appetite for more information here. {

Attached is the draft for your comment. As 1 discussed with Gary, Paul feels strongly that we raise &/B
for the President the possibility (without any recommendation) of taking a more aggressive, 2 )7]/
pro-expansion position as a tactical move. | know that others feel that would be a mistake,

alienating moderate Democrats, and question if it need be mentioned here. We've included a brief

discussion at the end for your comment.

]

crapotus.me

Also, Treasury is working on the draft the reply letter to Senator Gramm. It would be easier for us
to share both this memo and that draft with Gene and Bruce at the same time. Thanks.

Message Sent To:

Gary.gensler @ treas.sprint.com @ inet
richard.carnell @ treas.sprint.com @ inet

greg.baer @ treas.sprint.com @ inet

karen.kornbluh @ treas.sprint.com @ inet
marnie.levine @ treas.sprint.com @ inet
WEINSTEIN P @ AT@CD@VAXGTWY @ VAXGTWY
Roger S. Ballentine/WHO/EOP
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Community Reinvestment Act: Challenges Remain to Successfully Implement
CRA (Chapter Report, 11/28/95, GAO/GGD-96-23).

Pursuant to a congressional reguest, GAO reviewed the major problems in
implementing the Community Reinvestment Act {(CRA), ftocusing on the: (1)
exbent to which vequlatory reforms address these problews; (7)

chal lenges regulators facoe Ln ensuring the succesy of CRA reforms; and
(3) initiatives taken Lo enhance lending opportunfties in low-income

aleads.

GAO found that: (1) bankers, community groups, and regulatory officialsz
genarally agree that there is too much reliance on bank documentation
efforts and processes and CRA examinations are inconsistent and fail to
reflect the acouracy of a lending anstitution's performance; (2) the
revised URA requlations clarify Lhe data used Lo ass 5 results against
pertormanco-based standavds, but the affected parties disagree about
whether the data collection requirvements provide for meaningful
performance as sment or are unduly burdensome; (3) differences in
aminer tvaining and experience, vague interpretations of CRA
srandards, and inadequate information and time for implementing CRA
pertformance ratings will challenge regulators as they implement the
revised regulations; (4) bankers, regulators, and community groups are
taking part in o variety of individual and cooperative initiatives to
improve community lending and reduce related burdens; (5) barriers to
comuunity lending and investment include the higher costs and risks
assoclated with community lending and the underwriting reguirements of
major participants in secondary mortgage markets; and (6) Congress has
considered proposals to amend CRA that will reduce the compliance burden
and exempt small institutions from CRA requirements.

2C
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REPORTNUM: GGD-906-23
TITLE:  Community Reinvestment Act: Challenge:s Remain to
Successtully lmplement CRA
DATE: 11/28/95
SUBJECT: FProposed legislation
Regulatory agencies
2ank examination
Banking law
Banking regulation
Community development programs
Reporting requirements
Lending institutions
Economically depressed areas
IDENTIFIER: Community Reinvestment Improvement Act of 1995
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RTC Community Investment Program
RTC Affordable Housing Program
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Report to Congressional Requesters
November 1995

COMMUNITY REINVESTMENT ACYT -
CHALLENGES REMAIN TO SUCCESIEFULLY
TMPLEMENT CRA

GAO/GGD-96-23
Community Reinvestment

(233410)
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ATM - Automated Teller Machine

BEA - Bank Enlerprise Act

Bank Holding Company

CA - Community Affairs

CAO - Community Affairs Office

CDB Act - Community Development Banking and Financial Institutions
Act

CDC - Community Development Corporation

CDD -~ Community Development Division

CDFI - Comnunity Development Financial Institution

CRA - Community Reinvestment Act

ECOA - Equal Credit Opportunity Act

Fannie Mae - Federal National Mortgage Assoclation

FHA - Fair Housing Act

FHFB - Federal Housing Finance Board

FHLB - Federal Home Loan Bank

FDIC - Federal Deposit Insurance Corporation

FDICIA - Federal Deposit Insurance Corporation Improvement Act

FIRREA - Financial Institutions Reform, Recovery, and Enforcement
Act

FRR - Federal Reserve Board

Freddie Mac - Federal Home Loan Mortgage Corporation

HMDA ~ Home Mortgaye Disclosure Act

MSA - Metropolitan Srati=ztical Area

OCC - Office of the Comptroller of the Currency

OTS - Office of Thrift Supervision

SBA - Small Business Administration
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The Honorable Jim Leach
Chairman

The Honorable Henry 2. Gonweal
Ranking Minority Menmber
Committee on Lanking and

ol
hol

Financial Services
House of Ropresantatives

The Honorable Marge Koukena

Chalrwoman

The Honorable Bruce . Vento

Ranking Minority Member

Subcommittee on Financial
Tnstitutions and Consumer Credit

Conmd thee on Banking aod
Financial Sorvices

House of Representatives

The Honorable Jdoseph P Rennedy IT
llouse of Representatives

This report responds to raquests concerning the effectiveness of the
Community Reinvestment Act. It discusses the major problems with the
lmplementation of the act identified by the affected parties, the
extent to which the recent requlatory reform efforts have addressed
those problems, and the challenges that regulators need to address as
they implement Lhe new CRA regulations. It also discusses
initiatives that banks have taken independently or in partnership
with others to enhance community lending.

We are sending copies of this report to the Chairman of the Board of
Governors of the Federal Reserve System, the Chairman of the Federal
Deposit Insurance Corporation, the Comptroller of the Currency, and
the Acting Director of the Office of Thrift Supervision. We are also
sending coples to members of the House and Senate banking committees,
other interested committees and subcommittees, and other interested
parties.

This report was prepared under the direction of Mark J. Gillen,
Assistant Director. [If yon have any questions, please call me on
(202) 512-8678.

James L. Bothwell, Director
Financial Institutions
and Markets Issues

EXECUTIVE SUMMARY
T mEEEmosES—SST Do ——=—=————=—=————— =S ==S=S=SESooSTS—o—============ chapter 0

—————————————————————————————————————————————————————————— Chapter 0:1

Concerns that banks and thrifts (institutions) were not responsive to
credit needs in low- and moderate-income areas prompted Congress to
enact the Community Reinvestment Act of 1977 (CRA). CRA requires the
federal bank and thrift regulatory agencies (regulators) to encourage
institutions to help meet credit needs in all areas of the
communities they serve, consistent with safe and sound operations.
CRA also requires the regulators to assess institutions' CRA
performance during examinabions and to consider that performance in
their evaluations of institutions' applications for expanding or
relocating of their operations. Growing concern about the
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effectiveness of CRA's implementation and its regulatory burden on
institutions recently led to the regulators' major reform effort,

which resulted in revised CRA regulations that were issued in May

1995,

The fovmer Chalimen, House Commibtes on Banking, Finance and Urban
Affairs and lts Subcommittoc on Consumer Croedit and Insurance, ashed
GAO to address four questions: (1) What were the-Tuajor problems in
implementing CRA, as identified by the affected parties--bankers,
regulators, and community qgroups? (Z) To what extent do the
regulatory reforms address these problems? (3) What challenges do
the regulators face in ensuring the success of the reforms and what,
if any, actions would help the regulators in facing these challenges?
and (4) What initiatives have been taken or proposed Lo help bankers
overcome community lending barriers and enhance lending
opportunities, particularly in low- and moderate-incowme areas?

BACKGROUND
—————————————————————————————————————————————————————————— Chapter 0:2

The debate preceding enactment of CRA was similar to the current

debate. Community groups urged its passage to curb what they
believed to be a lack of adequate lending in low~ and moderate-income
areas. Bankers generally opposed CRA as an unnecessary measure that
could adversely affect business decisions by mandating credift
allocation and cause safety and soundness problems by forcing

institutions to make exceszively risky loans. More recently,
changing market conditions along with increased public disclosure
have raised bankers' concerns about the issues of competition and
regulatory burden. More specifically, bankers have become concerned
about the competitive advantages for nonbank financial institurions,
such as mortgage companlies, that compete with banks but are not
subject to CRA requirements. Bankers also objected that the cost and
paperwork burdens imposed by CRA are not offset by positive
incentives, such as protection against protests of expansion plans,
to encourage CRA compliance. However, community groups have raised
concerns about limited CRA enforcement and insufficient disclosure of
information on institutions' community lending performance.

As concerns about CRA increased from all affected parties, both the
administration and Congress looked for ways to make CRA more
effective and less burdensome. The stated goals of the regulators'
reform initiative, announced by the President in July 1993, were to
(1} base CRA examinations more on results than papexrwork, (2) clarify
performance standards, (3) make examinations more consistent, (4)
improve enforcement to provide more effective sanctions, and (5)
reduce the cost and burden of compliance. Subseguently, the
regulators issued two notices of proposed rule-making and, after
receiving extensive public comments, promulgated the revised CRA
regulations in May 1995. Several legislative proposals have also
sought to reduce the burden associated with CRA compliance.

RESULTS IN BRIEF

Through interviews with bankers, community groups, and regulatory
officials, GAO identified four major problems with the regulators'
compliance examinations and enforcement of CRA that all the affected
parties agreed were problems: (1) too little reliance on lending
results and too much reliance on documentation of efforts and
processes, leading to an excessive paperwork burden; (2} inconsistent
CRA examinations by regulators resulting in uncertainty about how CRA
performance is to be rated; (3) examinations based on insufficient
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information that may not r1eflect a complete and accurate measure of
institutions' performance; and (4) dissatisfaction with regulatory

enforcement of the act, which largely relies on protests of expansion

plans to ensure institubions are responsive to community credit

needs.  Howevel, the reasons they gave for why they believed the

Ay atfected their interests--which form the basis for

-—and the oflon contradictory solutions they offerad Lo
the problems, showed that the atfected parties differed

rably on how besl o revise CRA.

problems adve
thelnr conocoern:s
addres s

consid

The revised CRA regulatblons addies
problems.  1n response to the first problem, the regulations adopt a
results-based examination process. The regulators’ success in
lessening problems related Lo inconsistent examinations largely
depends on how of fectively =xaminers exercise their discretion when
tmplement ing fhe reforms. o alleviate concerns about insufflcient
information, the requlations clarify the data to be used to asses
results against performanco-based srtandarvds. However, the alfected
partics disaqree about whether the data collection reqguirements
provide for meaningtful performance assessment or are unduly
burdensome.  The regulations Jdo not address the different enforcement
concerns of bankers and community groups.

s some, but not all, of the major

From its review, GAO believes that some of the difficulties that have
hindered past CRA implementation efforts will likely continue to
challenge the regulators as they implement the revised regulations.
These difflculties include (1) differences in examiner training and
experience levels as well as differences in how examiners interpret
vague CRA standards; (2) insufficient information to assess
institutions' CRA performance and inadequate disclosure in public
evaluation reports of the information and rationale used to determine
institutions' CRA performance ratings; and (3) insufficient time for
examiners to complete all of their responsibilities during CRA
examinations. In addition, some requlators were unable to complete
CRA examinations for all their banks within thelr proposed time
frames. Furthermore, the regulators estimate that the revised
regulations will increase examiner responsibilities, including
performing analyses previously required of institutions.

GAO also found from its review that, independent of the regulatory
and legislative reform efforts, many bankers, regulators, community
groups, and others have raken part in a variety of individual and
cooperative initiatives to improve institutions' community lending
and reduce related burdens. Through these initiatives, according to
participants, institutions have been able to overcome real or
perceived barriers to lending in low- and moderate-income areas
(community lending). Barriers to community lending and investment
may include a variety of economic factors, such as higher costs and
risks of community lending compared with other lending and
underwriting requirements of major participants in the secondary
mortgage markets.

Regulators, to varying degrees, have also played a key role in
facilitating cooperation and disseminating information to theix
institutions about such initiatives through outreach efforts of their
community affairs programs. As they further develop these programs
and better coordinate their efforts, the regulators' role in this
respect should be enhanced.

Congress has considered prouposals to amend CRA to reduce the
compliance burden and to exempt small institutions from its
requirements. 1n addition, Congress, in recently enacted
legislation, has encouraged community development lending. [Further,
other legislation has been proposed Lo encourage community lending
through financial subsidies or other positive incentives.

2/15/99 5:10 PN
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PRINCIPAL FINDINGS
__________________________________________________________ Chapter 0:4

APTECTED PARTIES AGRER OH

MAJOR FPRORLEME BUT CONCERMD

AND SOLUTLONS DIFFER
———————————————————————————————————————————————————————— Chapter 0:4.1

All of the affected parties that GAO spoke wilh--bankers, community
groups, and regulators--generally agreed on the problems with the
implementation of CRA. However, the reasons they gave for why they
believed the problems adversely affected thelr interests--which forw
the baslis for Lheir concernz--and the often contiadictory solutions
they offered to address the problems showed that the alfected parties
differed considerably on how best to revise CRA. Bankers generally
analyzed problems in term: of regulatory burden and wanted reqgulatory
or legislative changes that would reduce the burden of paperwork and
data reporting. They also genevally supported proposals Lo lncrease
certainty about performance ratings through regulatory qguarantees
such as safe harbors that would protect highly rated institutions
from CRA-based protests of applications for expansion or relocation.
In addition, they believed that CRA performance standards should be
flexible enough Lo consider factors such as an institurion's business
strategy, financial condition, and its community's credit needs.

Community groups, however, ralsed concerns about thelr ability to
hold institutions, as well as regulators, accountable for performance
and sought changes to increase that accountability. For example,
they wanted to ilwmprove the disclosure of information in public
evaluation reports so that they could asgess institutions' community
lending performance more easily. Community groups also identified as
a problem the fact that enforcement of the act was limited to
regulatory denials of applications for expanslon or relocations of
their operations. Their concern was that no sanctions were available
to penalize poor performers that did not have plans to expand or
move. To strengthen regulators' enforcement of the act, they
advocated use of additional enforcement actions, such as
cease-and-desist orders and civil money penalties. ‘They strongly
opposed safe harbors.

REVISED REGULATIONS ADDRESS

SOME, BOT NOT ALL, MAJOR

PROBLEMS
———————————————————————————————————————————————————————— Chapter 0:4.2

Overall, the revised regulations address some of the major problems
of the affected parties but do not wholly satisfy the often
contradictory positions of bankers and community groups. The
regulations address the problem of overreliance on documentation of
an institution's compliance efforts and processes by shitting the
focus of assessment standards from compliance efforts to actual
results in three performance areas--lending, investment, and
services.

The potential effect of the regulations on some of the other problems
is not as clear. GEffective implementation of the regulations is key
to addressing examination-related inconsistency because examiners are
to continue exercising considerable discretion in assessing an
institution's performance. In developing the regulations, the
regulators tried to balance the need for objective standards with the
need for flexibility in assessing different types of institutions
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operating under differing financial conditions and serving widely
different types of communities. The revised regulations have
increased examiner responslbilities, created the need for related
comprehensive examiner training, and could affect tho amount of
resources necded to effectively complete examinations.

The revi:

1 regqulations may not entively resolve the problem of
insufficient data For performing CRA examinations<” Although the
regulations clarify the data collection requirements to assess
institutions' CRA performance, they do not directly address the
problems of inaccurate data provided by institutions or the
inadequate disclosure of information in the public evaluation
reports. Public evaluation reports are the 5 primary source
of information about institutions' CRA performance and the
requlators' consistency in CRA examinations.

s

Also, the svisad regulations do not resolve the widespread

dlszat] action with requlatory enforcement of the act. The initial
reform proposals sought o strengthen enforcement by calling for
requlators to use existing formal enforcement actions set forth in
the banking laws, such as cease-and-desist orders and civil money
penalties. However, the Department of Justice issued an opinlon in
late 1994 that =uch actions are not within the scope of CRA.  The
reforms would also have addressed bankers' concerns by specilying how
CRA ratings would be considered in applications, i.e., a
satisfactory"” or better raring would generally result in the
approval of an application. However, many commentors to the proposed
rules objected to the perceived restriction on public protests of
bankz' applications. Consequently, both proposed measures were
dropped from consideration by the reqgulators.

CHALLENGES TO SUCCESSEFULLY
IMPLEMENTING REGULATIONS
———————————————————————————————————————————————————————— Chapter 0:4.3

From its review, GAO found several challenges that the regulators
face to successfully implement the revised regulations.
Inconsistency resulted in part from examiners (1) exercising
considerable discretion in interpreting vague CRA standards and (2)
rating institutions' performance differently by focusing on different
parts of the examination guidance. Frequent changes in the focus of
examinations within the past several years also contributed to
inconsistency. Insufficient examiner experience and training was
cited by bankers and community groups as further contributing to
inconsistency because it led to inadequate expertise on the part of
examiners knowing how to properly evaluate institutions' community
lending performance.

Some examiners told GAO that they had difficulty assessing compliance
when data provided by institutions were inaccurate or incomplete. In
addition, sowe of the regulators reported data quality problems with
home mortgage lending data submitted by institutions and used by the
regulators to assess performance. Further, the regulators' responses
te institutions with poor data quality have been inconsistent.

Information accessibility has been a concern of community groups that
monitor institutions' CRA performance and the regulators' CRA
examinations. Some of these groups were concerned that publicly
available evaluation reports do not provide enough information about
institutions' actual lending performance. In addition, inadequate
information about the regulators' rationale for how they rate
institutions has contributed to concerns by bankers and the public
about examination consistency.

2/15/99 5:10 PM



hitp://frwebgate.aceess.gpo.gov/eg. . .txté&directory=/diskb/wais/data/gac

Finally, some examiners Lold GAO that they lacked the time during
examinations to pevrform all of the data gathering and analysis tasks
that they are expected to do during CRA examinations, such as making
contacts in the community Lo assess communlity needs.  Some regulatory
officials estimate thalt anplementation of the revised regulation:
will require =

aminers to o Jdo o more during examinations. Recognlzing
this possibility, Lhe regulaltorvs are developlng new bechnlques o
recduce examination time. T these efforts are not succ ful,
Graminers may f[ace situatirons where they either cannot perform
neces=ary analyr

soor must shift responsibllity for conducting such
analyses back to the institotions.  Such actions could reduce

cxamination qual by aeowe D as Lneeas:
burden.

institutions' regulatory

INITIATIVES HAVE OVERCOME

SOME BARRIERS 'TO COMMUNITY

LENDING
———————————————————————————————————————————————————————— Chapter 0:4.4

Successful community lending initiatives have demonstrated that
having good communication and cooperation among regulators, bankers,
community groups, and others is key to overcoming lending barriers.
In such initiatives, institutions have made community lending an
integral part of their busi strategies; involved community group:s
in their plans and programs; and developed targeted underwriting
standards, programs, and products to meet community From its
review, GAO learned of community lending initiatives that
participants believe may cvercome perceived or asctual barriers to
lending in low- and moderate-income areas. Barriers described by
bankers included higher transaction costs and credit risks as well as
restrictions related to secondary mortgage market underwriting
standards. Some bankers have found ways that may lower the
relatively high transaction costs and credit risks to individual
institutions of community reinvestment loans by sharing those costs
and risks through participations in multi-institution programs. In
addition, some major participants in the secondary markets have
recently undertaken Initiatives intended to make them more responsive
to community development concerns. Furthermore, Congress has enacted
legislation to facilitate community lending through other means, such
as the recently enacted Riegle Community Development and Regulatory
Improvement Act of 1994, which authorized funds for community
partnerships to help finance revitalization projects, and the Bank
Enterprise Act, which authorized direct subsidies for certain
community lending activities.

GAQ also found that banking regulators, to varying degrees, play a
key role in helping institutions enhance their community lending
programs. Using the availlable resources of their community affairs
programs, soms regulators have helped facilitate community
development by disseminating information about various community
lending techniques and investment opportunities. The resources and
longevity of the regulators' community affairs programs differ. For
example, the Federal Reserve RBoard's (FRB) program has a full-time
staff of 70 and was established in the early 1980s, while the Office
of Thrift Supervision (0OTS) and the Oftice of the Comptroller of the
Currency (OCC) each has fewer than 10 full-time staff in its recently
established program. Further development of these programs and
better coordination of efforts could enhance the regulators' role in
encouraging community development lending.

CONGRESS HAZ CONSTIDERED
PROPOSALS TO REDUCE RBRURDEN
AND ENCOURAGE COMMUNITY
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LENDING
________________________________________________________ Chapter 0:4.5

Congress has considered proposals that would reduce the burden of
complying with CRA and encourage banks to lend to all areas of their
community.  Many bankers have supported proposals that would amend
CBEA to exampl small banks {rom CRA examinations. | Bankers and olthev:s
have also sugjested that CRA be replaced or supplemented with
financial subsidies or other positive incentives. Some of their
suggested alternatives have included modifying or supplementing CRA
wlth incentives such as tax credits, deposit insurance credits,
streamlined orv less frequent examinations, and revisions of safety
and soundness requirements for CRA lending. Community groups have
generally opposed proposals that would reduce CRA obligations for
financial iLnstitutions, bull some groups have supported proposals that
would Increase incentives (or community lending.

The varied positions taken by the affected parties further
demonstrate thal the debate about how best to achieve the goals of
community reinvestment is both complicated and contentious. The
approach embodied in the current CRA statute uses the levers of
compliance examinations and application aprovals to increase
community relovestment lending. The new regulations are an attempt
to generate better results with less requlatory burden. However,
given the positions of the different parties, it 15 nol clear Lhat
the results will fully satisfy all of those parties.

MATTER FOIX CONGRESSTONAL
CONSTIDERATION
—————————————————————————————————————————————————————————— Chapter U:5

1f the concerns raised by the affected parties should persist even
after the reqgulators have had sufficient time to implement the
revised regulations, Congress may want to consider revisiting and
revising the CRA statute to clarify its intent and scope, possibly
examining alternative strategies for reaching its goals. Such
strategies might include incentives to strengthen positive CRA
performance by bankers and additional enforcement authority for
regulators to discourage negative performance.

RECOMMENDATIONS
—————————————————————————————————————————————————————————— Chapter 0:6

GAO is also making recommendations to the heads of the federal bank
and thrift regulatory agencies related to the major challenges
identified by GAO that have hindered past CRA implementation efforts.
The recommendations on page 66 are intended to ensure the effective
implementation of the revised regulations and consistency of CRA
examinations.

AGENCY COMMENTS
—————————————————————————————————————————————————————————— Chapter 0:7

GAO received written comments on a draft of this report from the
Federal Deposit Insurance Corporation (FDIC), FRB, OCC, and OTS. A
discussion of the regulators' comments and GAO's evaluation appears
at the end of chapters 3 and 4. Overall, officials from the four
banking ayencies generally agreed with the report's discussion of
major concerns and problems that the requlators and other affected
parties have faced as they sought to build into the revised
regulations an appropriate balance between flexibility and
consistency for CRA compliance examinations. In general, the
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regulators acknowledged that GAO's recommendations were consldered
and have been, or will be, useful to them as they seek to address CRA
compliance through the revised regulations. The regulators pointed
out actions rhey plan to take as they luplement the revisaed
regulaticons, including interagency training and development of
aniform performance evaluat ions.  These actions focus on @nsurlng
consistent interpretations of Lhe roviged regulations.

With regard to the "Matter for Congressional Consideration,” FDIC and
OCC were concerned that congresslional action before sulllcient time
has sed for full implementation of the revised regulatlions may be
prematur: and that turther revislions to CRA without feedback on the
effectiveness of the revised regulations could undermine their
implementation. OS5 noted that the agencies have already agreed to
conduct a full review of the revisod regulatlons 5 years after they
arc fully inplemented.  GAD aqgrees Lhat the regulator
Sl odn revising the regulations to addre the diverse
concerns ra sl about the oifectiveness of CRA. Consequently, GAO
mwodified the wmatter for congressional consideration to suggest that
Congress may want to consider the results from implementation of the
revised CRA reqgulation in 1ts deliberation as to whether the
objectives of community reinvestment are being well served through
the CRA statute and regulations.

have madae

extensive efro

INTRODUCTTON
mm===—ssmamms——=z=———===——=——================================= Chaptanr 1

Congressional concerns that banks and thrifts (institutions) were not
adequately responsive to credit needs of Lhe communities they servead,
including low- and moderate-income areas, prompted the passage of the
Community Reinvestment Act {CRA) in 1977. The act requires each
federal bank and thrift regulator--the Federal Reserve Board (FRB),
the Office of the Comptroller of the Currency (OCC), and the Federal
Deposit Insurance Corporation (FDIC) for banks, and the Office of
Thrift Supervision (0OTS) for thrifts--(regulators) to encourage
institutions under its jurisdiction to help meet the credit needs in
all areas of the community the institution is chartered to serve,
consistent with sate and sound operations. The act also requires the
regulators to periodically assenss institutions' community lending
performance during examinations and to consider that performance in
their evaluations of institutions' applications for expansion or
relocation of their operations. Growlng concern aboul the
effectiveness of CRA's implementation and its regulatory burden on
institutions led to the regulators' major reform effort, which
resulted in two major proposed CRA revisions, issued in December 1993
and October 1994, and a final revised CRA regulation in May 1995.

This report responds to a request from the former Chairmen, House
Committee on Banking, Finance and Urban Affairs and the Subcommittee
on Consumer Credit and Insurance asking us to evaluate whether the
requlators' reform efforts would improve compliance with the CRA,
encourage institutions' lending to their entire communities, and
reduce unnecessary burden. The former Chairmen also asked us to
evaluate the reqgulators' ilmplementation of the fair lending laws--the
Fair Housing Act (FHA), the Equal Credit Opportunity Act (ECOA), and
the Home Mortgage Disclosure Act (HMDA). The result of our work on
falr lending will be discussed in a separate report.

BACKGROUND
—————————————————————————————————————————————————————————— Chapter 1:1

The debate preceding enactment of CRA was similar to the current
debate. Community groups urged its passage to curb what they
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believed to be a lack of adequate lending in low- and moderate-income
areas. Bank and thrift officials {(bankers) generally opposed CRA as
an unnecessary weasure that could, among other things, unduly affect
Dusiness Jdeciziconz by mandating credit allocation and cause sately
and soundness problems by torcing institutions to make

risky Looans.

Since the passage of CRA, the regulatory, economic, and legislative
environments have changed. It is therefore useful to review the
history of, and substantive amendments to, CRA to understand its
origins and where emphasiz has shifted. Table 1.1 briefly
Lllustrates the major amendments Lo CRA since Lts pi

SEAYE .

Table 1.1
Amendments to CRA

Year Aendments
1977 Passed as title VIIT of the Housing and Community
Development Act of 1977,

1989 Amended by the Financial [nstitution Retorm, Recovery, and
Enforcement Act of 1989 (FIRREA) to require that the CRA
examination rating and a written evaluation of each
assessment factor be made publicly available. FIRREA also
established a four-part qualitative rating scale.

1991 Amended by the Federal Deposit Insurance Corporation
fmprovement Act of 1991 (FDICIA) to require public
discussion of data underlying the regulator's assessment of
an institution's CRA performance in the public portion of
the CRA evaluation.

1992 Amended by the Housing and Community Development Act of 1992
to provide that the regulators consider activities and
investments involving minority-and women-owned financial
institutions and low-income credit unions in assessing the
CRA performance records of institutions cooperating with
such institutions to meet local community credit needs.

1994 Amended by the Riegle-Neal Interstate Banking and Branching
Efficiency Act of 1994 to reguire that institutions with
interstate branching structures recelve a separate rating
and written evaluation for each state in which they operate
and a separate written evaluation of their performance
within a multistate metropolitan area where they have
branches in two or more states within the area.

CRA was passed as title VIII of the Housing and Community Development
Act of 1977 (12 U.S5.C. 2901 et seqg.). CRA requires each federal
banking regulator to use iLs authority, when examining institutions,
to encourage such institutions to help meet the credit needs of the
local communities in which they are chartered, consistent with the
institution's safe and sound operation.\l In connection with these
examinations, the regulators are required to assess an institution's
record of lending in its community and take it into account when
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evaluating any type of application by an institution for a deposit
facility.\2

CRA wag amended by FIRREA to rvegquire Lhat the regulator's exawmination
rating and a written evaluavion of each assessment factor be wmade
publicly available. FIRREA also established o fonr-part qualitative
rabing scale 50 that the publicly available CRA ratlings would not bo
confused with the five-part numerical vatings giveh Lo Lnstitutions
by the regulators on the kasis of the ifety and soundness of thelr
operations.  These safety and soundness ratings are confidential. In
1991, FDICIA further amended CRA to require public discussion of data
underlying the regulators' assessment of an institution's CRA
performance in the public CRA evaluation. 7The Housing and Community
Development Act of 1992 amended CRA to reguire that the regulators
consider activities and investment involving minovity- and
women-owned Financial Insticutions and low-incone credit unions in
assassing the CRA performance of institontions coopsrating in these
efforts.  The Ricgle-Neal Inrorstate Banking and Branching Bificlency
Act of 1994 amended CRA to require that institutions with interstate
branching structures receive 2 separate rating and written evaluation
for each state an which Fhey have branches and a separate written
evaluation of their performance within a multistate metropolitan area
where they have branches in two or more states within the area.

The principle contained in CRA, that institutions must serve the
"convenience and needs" of the cownunities in which they are
chartered to do business consistent with safe and sound operations,
is one that federal law governing deposit insurance, bank charters,
and bank mergers had embodied betore CRA was enacted. The Banking
Act of 1935 declared that banks should serve the convenience and
necds of thelr communlitic The Bank flolding Company Aclt, initially
passed in 1956, reguires FRB, 1in acting on acquisitions by banks and
bank holding companies, to evaluate how well a bank meets the
[

convenience and needs of iLs communities within the limits of safety
and soundness Unider CRA, the concept of "convenience and needs" was

s
refined to explicitly include extensions of credit.

\1 Although the regulations were developed on an interagency basis

and are virtually identical, each of the regulators has its own set
of CRA reqgulations. For FRB they can be found at 12 CFR part 228;

for OCC at 12 CFR part 25; for FDIC at 12 CIFR part 345, and for OTS
at 12 CFR part 563e.

\2 An "application for deposit facility" is defined as an application
to the appropriate supervising regulator for (1) a charter for a
national bank or federal savings and loan (S&L); (2) deposit
insurance in connection with a newly chartered state bank, savings
bank, S&L, or similar institution; (3) the opening of a domestic
branch or other facility with the ability to accept insured bank or
S&L deposits; (4) the relocation of a home office or branch; (5) the
merger or consolidation with, or acquisition of the assets, or
assumption of the liabilities of an insured depository institution;
or (6) the acquisition of shares or assets of an insured depository
institution requiring approval under the Bank Holding Company Act or
the National Housing Act.

THE FAIR LENDING LAWD ARE
RELATED 1O CRA
———————————————————————————————————————————————————————— Chapter 1:1.2

CRA and the fair lending laws, while separate, have related
objectives. The primary purpose of CRA was to prohibit
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redlining--arbitrarily failing to provide credit to low- and
moderate-income neighborhoods. FHA and ECOMN prohibit lending
discrimination based on certain characteristics of potential and
actual borvowenro, The FHA, passed by Congress in 1968 as title VITI
of Fhe Civil Kight: Act ol 1968, among other things prohiblts
discrimination in residential real cstare-related Lranszactions on Lhee
Daslo of an appl ool e, celor, roligion, gender, handicap,
famdlial status, or national origin.  Such prohibfted activities
include denying or fising the terms and conditions of a loan based on
discraiminatory criteria. ‘The ECOA, pa: i in 1974, prohibits
iscrimination with respect to any aspect of a credit transaction
ased on race, color, reliqgion, national origin, gender, marital
: tus, age, ra pt of public assistance, or the exercise, in goud
faith, of granted by the Consumer Credit Frotection Act.

2 (

HMDA was enacbed by Congress in 1975 to provide regulators and the
public with information so that both could determine whether
depository insrtilutions were serving the credit needs of thelr
communities but was espanded over time to detect evidence of possible
discrimination b: { on the individual characteristics of applicants.
HMDA establiszhed o reporting obligation for depository institutions.
Initially, MDA required depository institutions with total assets of
more than $10 million to compile data on the number and total dollar
amount of mortgage loans originated or for which the institution
received completed applications or purchased during each fizcal year
by geographic area and make that data available for public
inspection. In 19289, HMDA was amended Lo require collection and
reporting of data on race, gender, and income characteristics of
mortgage applicants to provide data to assist in identifying
discriminatory lending practices and enforcing fair lending statutes.
Amendments to HMDA in 1988 and 1991 expanded the reporting
requirement:s Lo most mortgage banking subsidiaries of bank and thritt
holding companies and independent mortgage companies not affiliated
with depository institutions. In 1992, HMDA was amended to requilre
affected financial institutions to make available to the public, upon
request, their loan application registers, which maintain data for
loans covered by HMDA.

3 C

Both HMDA and CRA were originally enacted to remedy a perceived lack
of lending by institutions to the communities in which they were
chartered to do business by the regulators. HMDA was amended in 1989
to include the collection of data on race, sex, and income of
applicants for credit to provide indications of possible lending
discrimination. In addition, 2 of the 12 assessment factors, factors
D and F, in the current CRA regulation address the issue of
discrimination to be considered in determining an institution's CRA
rating. Where available, UMDA data are to be used by examiners when
assessing compliance with CRA, FHA, and ECOA.

EXAMINATION AND ENFORCEMENT OF
CRA
—————————————————————————————————————————————————————————— Chapter 1:2

The federal banking regulators have primary responsibility for the
examination of CRA performance and enforcement of the act. 1In
addition to their responsibilities for examining institutions for
financial condition and safe and sound operations, the regulators
have been, since the late 1960s, responsible for exawmining and
enforcing laws and regulations primarily related to matters other
than safety and soundness. These include various consumer protection
or civil rights laws and regulations intended to ensure that the
provision of banking services is consistent with legal and ethical
standards of fairness, corporate citizenship, and the public
interest. These laws include CRA, and the regulators monitor
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compliance with them through compliance examinations.

THE REGULATORS HAVE
APPROACHED COMPLIANCIE
PROGRAM: DT EFFIERENTLY
P e oo —— oo Chapter 1:2.]

Since the late 19605, the number of laws and regulations covered by
compliance examinations has increascd to over 20, Believing that
bank opesrations had become too complox to be adequately covered by a
single group of examiners, the FRE established a special compliance
examiner prograwm in 1977, which is responsible for performing
compliance examinations separately from safety and soundness
erxaminations. The FRE mads the compliance examiner program permanent
in 1979, A distinct group of compliance examiners, initially
established by this progvam, has remalncd in place since 1979 zond has
gqrown relative to the number of Federal Reserve memnber banks.

FDIC initiated a compliance examiner program in the late 1970= that
established & compliancs speclialty but did nol represent a sepavate:
career path and did not preclude examiners from also conducting
safety and soundness examinations. FDIC did not establish an
entirely separate compliance examiner force exclusively responsible
for compliance examinations until 1990, FDIC's complliance examiner
program was not tully staffed, however, until the end of 1993,  The
compliance examiners remained part of FDIC's Division of Supervision
until an August 1994 rveorganization that consolidated activities
formerly divided between the Division of Supervision and the Office
of Consumer Affairs into o single Divizion of Compliance and Consumer
Affairs.

Similar to FDIC, OCC established a compliance examination speclalty
in the late 1970s. The specialty did not represent a separate career
path for examiners and often resulted in examiners spending only a
portion of their time doing compliance examinations. Junior
examiners were usually responsible for doing compliance examinations.
The perceived greater attractiveness of safety and soundness work
combined with the safety and soundness crisis in the banking industry
during the late 1980s and carly 19%0s rendered the compliance
specialty a low priority.

0OCC began to develop a separate compliance program with a separate
compliance examiner career path in 1993. OCC currently has an
operating staff of compliance examiners composed of approximately 170
people. An additional 110 people are Lo be part-time compliance
examiners who will be expected to devote a minimum of 20 percent of
their time to compliance examinations. OCC believes that devoting at
least 20 percent of these examiners' time to compliance will ensure
that they maintain a sufficient level of expertise. This group is to
be responsible for compliance examinations of "program" banks, banks
with $1 billion or more in assets. Banks with less than $1 billion
in assets, approximately 70 percent of OCC's banks, are to continue
to be examined by OCC's nonspecialized cxaminers.

Although Q1S supervises thrifts, as opposed to commercial banks, it
is responsible for assessing compliance with most of the same
compliance laws and regulalions as the banking regulators. In 1989,
0TS established a separate compliance examiner program in which
compliance examinations are to be conducted by specially trained,
career professional staffs Ln the OIS regional offices. The original
mandate for establishing such a program came from the Federal Home
Loan Bank Board. The passage of FIRREA, which abolished the Federal
Home Loan Bank Board and established 015, slowed the process of
establishing the compliance examiner program. The program was fully
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implemented in 19920 and as of December 1994, OTS had 10L compliance
examiners on board.

Table 1.2 shows the number of institutions subject Lo cmamination and
the number of compliance examiners for each regulator at year end lov
the paoviod boeginning on 1988,

Table 1.2

Numbrer of Banks, Thrifts, and ComplLance
Examiners per Regulator From Year-end
1988 to Year-end 1994

Ye Thrift
ar Banks Eraminers Lanks Examiners Banks Lraminers 5 Lramliners
9 Loer e et 22 4,43 wn oz N/
l;d 1,047 124 1,978 22 4,170 N/A 2, 89y N/A
12 1,014 137 7,838 @2 3,973 N/A 2,541 N/A
(,"
LQU 9872 164 7,630 39 3,801 N/A 2,208 82
g
lél 9457 201 7,431 151 3,598 N/A 1,954 92
92
19 968 198 7,206 265 3,321 94 1,730 105
3
12“ 579 206 7,031 300 3,078 170 1,543 105
94

Note: Where a reqgulator did not malntain a separate compllance
examiner program or was unable to provide data, 1t is noted in the
table by an "N/A." For example, OTS was unable to provide the number
of compliance examiners before 1991.

Source: Data provided by I'RB, FDIC, OCC, and OTS5.

The requlators rely primarily on the examination process to ensure
that institutions comply with CRA. The CRA examination 1s a major
component of an institution's compliance examination and in some
cases, for example, where an application is pending, it is done
independently from the compliance examination. Although they have
approached their compliance programs differently, the requlators
jointly developed and issued the original regulations for CRA
examinations in 19878.

CURRENTLY, CRA EXAMINATIONS

ARE TO EVALUATE INSTITUTIONS

ON TECHNICAL AND QUALITATIVE

COMPLIANCE
———————————————————————————————————————————————————————— Chapter 1:2.2

When examining an institution's compliance with CRA, an examiner is
to evaluate its technical compliance with a set of specific rules,
such as recordkeeping requirements, and to qualitatively evaluate the
institution's offorts and performance in serving the credit needs of
its entire community.\3 The examiner is to do this in a variety of
ways, which include using a CRA "examination checklist,” reviewing a
questionnaire filled out by the institution and returned to the
examiner prior to the examination, and reviewing a wide variety of
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institution records and data.  Table 1.3 lists the CRA regulation's
technical requirements.

Table .73
CRA Technical Regulatory Requirehents

Requirenents

The board of directors of wcach institution must adopt, and at least
annually review, a CRA starement which the instifntion will make
available to memnbers of the public upon request. The statement should
include a delinaation on a map of ceach local community served by the
institubion and a List of specific types of credit that the
institution is prepared to extend within each local coumunity.

Additional information

The reqgulation also encourages each institution to include additional
information in its CRA stalement such as how Lts curcent efforts help
meet community credit needs, a periodic report regarding its record of
helping to me community credit needs, and a description of its
efforts to ascerbain the crodit needs of Lts community, including
efforts to communicate wilth members of its community regarding credit
services.

A copy of the CRA notlce

An institutlion must provide in each office a CRA Notice, the exact
wording of which is prescribed in the regulation.

Public file

Each institution must keep a file that is readily available for public
inspection consisting of any CRA Statemenlts in effect in the last 2
years, a copy of the public section of the institution's most recent
CRA Performance Evaluation, and any written comments, received from
the public within the last 2 years, relating to the CRA Statement,
Performance Evaluation, or the institution's record of helping to meet
community credit needs.

CRA performance evaluation

After a CRA examination, each institution will receive from its
regulator a written, public CRA @valuation. This evaluation must be
kept in the Public File. The lnstitution must provide a copy of this
evaluation to the public upon request, charging a minimal fee.

Source: FRBB, FDLC, OCC, and OTS compliance examination manuals.

Assessing compliance with the technical requirements of CRA is
relatively straightforward. An institution either maintains its CRA
statement and file or it does not, and the examiner can determine
whether the institution complied with the technical requirements by
working through the CRA checklist. However, assessing qualitative
compliance with CRA is more difficult and subjective.

\3 These rules are set forth at 12 CFR part 228 for FRB, 12 CPR part
345 for FDIC, 12 CFR part 25 for OCC, and 12 CFR part 563e for OTS.
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These rules remain in effect until July 1, 1997, at which time the
new regulations concerning performance tests, standards, and ratings
become effective.

CRA COMPLIANCLE

ASDEESED USTNG

FACTORS
———————————————————————————————————————————————————————— Chapter 1:2.3

SO CHRRENTLY
DONANURLSMENT

In addition to the technical requirements of the CRA vegulations, the
togulators are Lo evaluate cach institntion on the boasis of s
elfforts to ascertaln comumunlity credit needs and 1ts determlinatlon and
performance in helping to meet those needs.  When examining an
institution, Lhe examiner is instructed to apply the CHA procedures
on @ case-by-case basis Lo oaccomnmodate lnstibutions that vary in
31ze, type, expertise, and locale. Regulatory yuidance indicates
that community credit needs will often differ with the specific
characteristics of each local comwunity, and institutions may serve
Lhese local credit needs in a variety of ways.

The qualitative aspect of an institution's performance 1z currently
to be assessed according to 12 factors. These factors were developed
as part ol the original regulations implementing CRA and have not
changed. To allow the examiner sufficient flexibility necessary to
weligh the factors and categories consistent with their significance
in the context of a particular institution, the regulators have not
assigned a relative weighting to the factors. However, regulatory
guidance notes that compliance with antidiscrimination laws and
regulations, including ECOA and FHA, is a significant factor in
reaching the overall CRA raling. Moreover, regulatory guidance
issued in 1992 also stresses that examiners are to welgh CRA
performance over process, IL.e., how well an institution helps meet
the credit needs of its community over documentation showing how the
institution ensures CRA compliance.

Firancial institutions are to demonstrate their CRA performance under
various assessment factors in several ways. [or example, an
institution is required to assess the credit needs of 1ts community.
To show that an assessment was done an institution might document 1its
discussions with members of the community, such as community groups
or civic organizations, regarding credit needs of the community. To
show that it lends to all parts of its community, an institution
might plot its lending data onto a map to show the geographic
locations where the institution has extended credit. A sophisticated
form of coding loans according to their location is called
geocoding.\4

The CRA assessment factors are grouped under five performance
categories identified in guidance provided by the regulators and
published in the Federal Register on May 1, 1990. Table 1.4 lists
the assessment factors to be reviewed by compliance examiners during
a CRA examination.

Table 1.4

CRA Assessnenlt Factors

Performance categories and related as ssment Lactors

Ascertainment of community credit needs

Assessment factor A
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Activities to ascertain credit needs and efforts £o communicate with
the community, including the extent of the institution's efforts to
communicate with members of Lts communiby regarding the aradit
services belng provided by the institulion.

sment toacton U

The extent ot participabion by Cthe institution's board of divectors in

formulating the institution's policies and reviewing its performand:
related to CHA.
Marketing and types of credit of fered and extanded

Assessment Lactor B

The extent of the institution's wavkoeling and special credit-related
programs to wake members ol the comuunlly aware of the credil services
offered by the nstitution.

Assessment factor [

The institution's origination of residential mortgage loans, housing
rehabilitation loans, home lmprovement loans, and small business on
small farm loans within its community, or the purchase of such loane
originated in it commanity.

Assessment factor J

The institution's patticipation in governmentally insured guaranteed
or subsidized loan prograns for housing, small buzinesses, or small
farms.

Geographic distribution aud record of opening and ¢losing offices

1

Assessment factor L

L

The geographic distributlen of the institution's credit extensions,
credit applications, and credit denials.

Assessment factor G

The institution's record of opening and closing offices and providing
services at offices.
Discrimination and other illegal credit practices

Assessment factor D

Any practices intended to discourage applications for types of credit
set forth in the institutrion's CRA Statement(s).

Assessment factor F

Evidence of prohibited discriminatory or other illegal credit
practices.
Community development

Assessment factor H

The institution's participation, 1ncluding investments, in local
community development and redevelopment projects or programs.

Assessment factor K
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The institution's ability to meet various community credit needs based
on its financial condition and size, legal iwpediments, local economic
conditions, and other factors.

Acsessmant facbor L

Any other factors that, in rhe requlatory authorliey's judament,
reasonably bear upon the cxtent to which an inztitution 1a helping o
meel the credit needs of 1ts enbire community.

Source: FRE, PRI, oCC, and OTS complianee exaninabion manuals

N\ The Llocation of @ Lloan may be designatbed 1n several difterent ways
for the purposes of geocoding, including census tract, 2ip code, or
other designation of local areas.

COMPLINANCE ESAMINATIONG
GENERALLY RESULT IN 'TWO
RATINGS
———————————————————————————————————————————————————————— Chapter 1:2.4

A compliance examination yenerally results in two ratings: (1) a
compliance rating for an institution's overall compliance effort with
regard to various laws, other than CRA, covered by the compliance
examination and (2) a CRA rating for the institution's compliance
with CRA. Although the requlators may do a CRA examination
separately from a compliance examination, officials from all four
requlators said Lhat they generally do them together. A compllance
rating is based on a numerical scale ranging from 1 for top rated
institutions to 5 for the lowest rated institutions. The CRA scale
is a four-part descriptive scale including "outstanding, "
"satisfactory,"” "needs to improve," and "substantial
noncompliance."\5

Although there have been fluctuations over time, approximately 90
percent of all institutions examined for CRA compliance have recelvad
a "satisfactory" rating or better since July 1990 when, as a result
of amendments to CRA contained in FIRREA, ratings were made public,
and the rating scale was changed. Table 1.5 shows aggregate CRA
ratings and ratings for each regulator since July 1, 1990, when the
regulators began publicly disclosing CRA ratings.

Table 1.5

CRA Ratings for All Banks an
Examined From July 1, 1990
December 31, 1994

Regulators Rating Number Percentage Number Percentage N

FRB Outstanding 35 11 75 11
Satisfactory 239 78 544 80
Needs to lmprove 30 10 52 8
Substantial 4 1. 5 1

Total 388 100 676 100
FDIC Outstanding 78 6 240 9
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satlisfactory 1,093 83 2,286 873
Needs to lmprove 144 11 215 8
Substantial 5 O 21 1
nonComp b nens
Total 1, 22 100 ERVAYS 100
(RIS Ot s tandiog 15 ) 13 45 11
Satisfactory 13 - 71 674 To
Heeds to dmprove 15 15 112 13
Substantial 2 ) 9 1
noncompl iance
Total 103 100 840 100
OTH Outatanding 19 5 67 8
Sarisfactory 2006 2 594 14
Meeds to Impraove 74 21 128 16
substantial 4 2 18 2
noncomplaiande
Total BV 100 807 100
ALl Regulators  Outstanding 145 7 477 9
Satisfactory 1, 660 30 4,098 80
Needs to Lmprove 263 13 507 10
Substantial 20 1 59 1

noncompliance

Note: Ratings tor the year 1990 includs only those given by the
requlators from July [, 1990, rhe eftective date of pubblic disclosur e
ot CRA ratings, Lo the end ol the year.

Source: FREB, FDIC, OCC, and OT5.

\5 The regulators also rate institutions on the safety and soundness
of their operations on the basis of the results of a separate safety
and soundness examination.

THE APPLLCATIONS FROCESS 15

THE PRIMARY CRA ENFORCEMENT

MECHANISM
———————————————————————————————————————————————————————— Chapter 1:2.5

Federal reqgulators are to Lake an institution's CRA record into
account when considering certain types of applications from
depository institutions, including most applications for mergers and
acquisitions among depository institutions. This reguirement is
written directly into the CRA. Although CRA compliance 1s not to be
the only issue the requlators consider when reviewing applications,
it may play a major role.

Community groups and some members of Congress have described the
applications approval process as not being an effective enforcement
mechanism for CRA because fhe regulators do not always deny
applications on the basis of an applicant's poor CRA performance.
Table 1.6 shows Lhe number of applications denied on the basis of
poor CRA performance since 1980,

Table 1.6

20 0f 73 2/15/99 5:10 PV



http://frwebgate.access.gpo.gov/cg...txt&directory=/diskb/wais/data/gac

Applications and CRA-Related Denials by
the Regulators From 1889 Through 1994

Applicario Denia  Applicatio  Denia Applicatic  Denia Applicatio Denda

Year n 15 N 1 1 5 s L3
[REEARN 161 | 2,056 0 2,187 z q349 1
1990 696 0 2,099 0 3,049 2 AL 0
1991 551 1 1,639 0 2, 630 8] 573 0
1992 61O 1 1,891 0 2,610 4 837 0
1993 321 2 2,181 0 3,012 0 Ten 0
1994 B26 0] 2,883 3 1,368 0 1,010 0

Source: FRE, FDIC, occ, and OTS.

Allheough they have been criticized for denying few applications on
the basis of CRA performance, the requlators defend thelr records by
stating that they consider the denial of an application to be a last
resort. FRE and FDIC also approve applications with commitments. An
example might include incrsased lending efforts in tarygeled
neighborhoods. This provides the regulators with better enforcement
leverage by explicitly tying an application's approval to tangible
improvement of the applicant's CRA performance. However, regulatory
guidance states that commitments can only remedy specific problems in
an otherwise satisfactory CEA record and cannot be the basis for the
approval of an application. 0CC and OIS do not typically approve
applications with commitments but instead prefer to conditionally
approve applications, if deemed appropriate. The conditlons for such
approvals may be similar to commitments; howsver, the applicant
institution must meet the conditions before consummation of the
transaction tor which it has applied. An example of a condition
might be to require an applicant with a "needs to improve" CRA rating
who is seeking to open a branch office to upgrade its rating to
"satisfactory" before opening the branch. Table 1.7 shows the number
of applications approved with commitments since 1989 by FRB and FDIC
and shows the number of applications approved with conditions by OCC
and OTS.

Table 1.7
Number of Applications Approved With
CRA-Related Commitments or Conditions

From 1989 Through 1994

Approved Approved

with with Approved Approved

commltment commitment with with

Year G s conditions conditions
1989 5 0 15 2
1990 6 0 26 1
1991 7 0 18 1
1992 4 0 20 0
1993 9 0 18 0
19914 22 1 11 1

Hource: FRE, FDIC, OCC, and OTS.
The regulators also pointed out that institutions considering

expansion plans are aware of the role CRA plays in the approval
process. An institution contemplating expansion would likely make
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sure that itz CRA performance 1s at least satisfactory or reconsider
submitting an application. Most institutions would prefer avoiding
the adverse publicity and needless expense of filing an application

only to be denired. I an 1nstitutlon perceives that its application
for ewpansicon 13 likely o be denied, 1t may choose to withdraw the
application rather thon heeve T Formal by dended.

PROTESTS HAVE FLAYED A MAJOR
ROLE TH THE AFPLICATIONS
PROCESH
———————————————————————————————————————————————————————— Chapter 1:2.6

In addition to potentially baving an application denied, institutions
wishing to expand must consider another element of the application
process--the potential for & protest by community groups or other
members of the public.  Miny bankers have conplained thalb community
groups have used protests of applications and the threat of adverse
publicity, delay, possible public hearings--and their attendant
lending comuitments from institutions attempting to

requlators must consider protests in thelr approval
process, these groups have exercised a measure of leverage over
institutions wiazhing to expand and have added an element to the
process beyond the polentlial for an application denial. In some
cases, agreenznlts have been reached between bankers and community
groups and then protests have been withdrawn and applications
approved. In other cases, the regulators have approved the
application afler evaluating the protest and determining that 1t did
not warrant o dental.

costs--to foroa
axpand. Because

‘

Table 1.8 shows the number of applications trom 1949 to 1994 that had
1

protests Lodged against them and the number of provested applications

that were cdensod.

Table 1.8

Number of Applications With CRA-Related

Protests and Denials, From 1989 Through
1991

Ye

ar Protested Denied Frotested Denied Protested Denied Protested Denied
19 16 1 7 0 & 0 10 1
%9

19 27 0 7 0 G 0 7 0
90

19 24 1 4 0 ) 0 3 0
91

19 23 Q0 0 0 9 1 7 0
92

19 543 1 16 0 14 0 3 0
93

19 55 0 13 0 Y 0 ) 0
949

Source: FRB, FDIC, OCC, and OTS.

To minimize disruptions to the applications process caused by
protests, it is the regulators' policy to encourage and sometimes
facilitate meetings between institutions wishing to expand and
protestants to help them clarify their areas of dispute and perhaps
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come to an understanding. They encourage the parties at odds to come
together before an application is submitted to the regulator for
approval. However, the regulators do not broker agreements between
the parties, nor do they monitor or enforce the implementation of
such private agreements.

THE FURLLIC HAS PLAYED A KRBY
ROLE TN CRA ENFORCEMENT
———————————————————————————————————————————————————————— Chapter 1:2.7

The public has playved a key role in enforcing CRA an both Lhe
applications review process and bthe CRA examination process.  This
role was strengthened by amenduents Lo CRA enacted by FIRREA Lo 1980
and FDICLA in 14991, Applications filed by institutions for expansion
arve a matter of public record, and the requlators invite public
comment when they ars considering them. Filing an application has
the potential for inviting public comment and possibly probest.  CBRA
examination guidance encourages examiners Lo contact community groups
and other members of the public during examinations, and the
requlators are expected Lo encourage interested pacties to subut
written comments on an institution's CRA performance, which are to bhe
included in the institution's public CRA file. The CRA file is also
to be reviewed by examiners during examinatlions.

When FIRREA made CRA ratings public and FDICTIA required more detail
in CRA evaluations, members of the public were provided with more
information to use in deciding whether to protest an application or
patronize an institution. For esample, some local governments have
established programs in which they have required the deposit of
public funds te be made with only institutions having satisfactory or
better CRA ratings. Public disclosure of CRA ratings has also made
the regulators more accountable by allowing interested members of the
public to see how the regulators were rating various institutions.

THE REGULATORS HAVE USED

OTHER ENEFORCEMENT MECHANIGMS

I'OR CRA VIOLATIONS
———————————————————————————————————————————————————————— Chapter 1:2.8

Each of the regulators has taken enforcement actions, such as
supervisory agreements, memorandums of understanding, and cease and
desist orders, to address CRA violations. Few such actions have been
taken to date, and those taken have only been with the consent of the
affected institutions. Those institutions were advised 1in the
consent actions that in the event they did not comply, the regulators
could take more stringent enforcement actions. The regulators have
not taken any more stringent actions thus far. Moreover, in a
December 1994 opinion, the Department of Justice determined that the
regulators lack authority to use any enforcement mechanism for CRA
other than measures taken in the context of an application.

The extent to which the regulators have used enforcement actions for
CRA purposes is unclear because such actions generally include a
variety of issues needing institution management attention in
addition to CRA issues. FRB reported that 14 of the enforcement
actions that Lt issued in 1993 included provisions related to
technical CRA violations. OCC reported that 9 actions 1t 1issued
included CRA provisions while OTS reported that it issued 8 such
actions. IDTC does not currently track this information but said
that it lssues enforcement actions that include provisions for CRA
violatlions.
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PERSTISTENT CONTROVERSZY OVER CRA
LED TO REFORM LEFFORT
—————————————————————————————————————————————————————————— Chapter 1:3

CRA has romatned one of the most controversial banking laws.  From
its heginnlng, bankers have generally said they dislil the Law,
suggesting that Gk leads Lo credit allocation and lmposes an
unreasonable roqulatory burden.  Community qroups;?however, have
maintained that the law 1x critical but has not been eflfectively

enforced by the ragulator: and Lhat dnstitutlons could do more bo
provide credit to underserved communilies. Meanwhile, there has beun

a renewed call by some in Congress [or more effective enforcement of
CRA and less regunlatory buiden on institutions.

EARLY DERATE PRECEDED

PASSAGE OF CRA AND HAL

CONTINUIED “INCE
———————————————————————————————————————————————————————— Chapter 1:3.1

In the mid-1970=, many Members of Congress sald that too many
institutions accepted deposits from households and small businesses
in inner cities while directing a disproportionate amount of lending
and investment elsewhere. ‘hey said that given this disinvestment,
credit needs for urban arcas in decline were not being met by the
private Moreover, they said the problem was worsening
because public resources wepre becoming increasingly scarce.

In January 1977, the original Senate bill on community reinvestment
was introduced.  Opponents of that bill voiced serlous concerns that
the brll could result in credit allocatlion based on the volume of
deposils coming from certain areas, without regard for credit demand
or the merits of loan applications.  They argued that the law would
therefore disrupt the normal flow of capital from areas of excess
supply to areas of strong demand and undermine the safety and
soundness of depository institubions.

Proponents of the bill stated that 1t was meant to ensure only that
bankers did not ignore good borrowing prospects in their communities
and that they treated credit worthy borrowers even-handedly. Senator
William Proxmire, the bill's sponsor, said that it would neither
force high-risk lending nor substitute the views of regulators for
those of bankers. He said thal safety and soundness should remain
the overriding factor when regulators evaluate applications for
corporate expansion. Meeting the credit needs of the community was
to be only one of the criteria for the regulators to evaluate when
considering applications.

Since enactment of CRA, the debate has continued. Many bankers still
regard CRA as an unwelcome statute that limits their flexibility in
business decisions and mandates relatively low-profit lending that
could cause safety and soundness problems. Bankers complain that CRA
regulations are unclear and burdensome, reducing their
competitiveness with other lenders who are not subject to CRA. CRA
was among the major complaints by bankers in all major studies of
regqulatory burden, including our report.\6

We found that bankers' complaints included CRA-based documentation,
reporting, and geocoding requirements as well as lack of recognition
of banks' different characteristics, examination emphasis on form
aver substance, and a varicby of other examlnation-related i1ssues.

In addition, bankers arqued that other f{inancial intermediaries, such
as insurance and securities firms and credit unions, compete with
banks for funds and loans but are not subject to CRA. Bankers said
this results in a double standard that puts them at a competitive
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disadvantage.

Many community groups, however, have complained that too many
institutions are receiving satlslactory CRA ratings without actually
Lending to their communitics.  They complained that CREA examinations
are more concerned with an institution's CRA process, while lygnoring
whether 1t has cngaged 1n actual lending to 1ts community.  Tn
addition, they have complained that while over 90  percent of all
institutions recelve at least zsatlsfactory CRA ratings, there
continue to be Lharge geographic areas that suffer from an inability
ro obtain credit from these institultions. These groups have called
for an examination prodcess that stre actual lending performance
over process. They have also called for better public disclosure of
the information and the ralionale used o assess Institutions’
lending performance.

Although arguments for and against CRA and various aspects of its
implementation have often been presented as belonging to bankers or
community groups, it is lmportant to note that there have also been
disagreements among members of these groups, further complicating
efforts to sarisly all sides of the controversy. The interests ol
large and small institutions have at 25 diverged. For example,
bankers from small dnstitutrions have often been mora concerned with
regulatory burden siated with documentation requirement= ol CRA
while bankers from larger anstitutions, which can more easily absorb
the expense of documentation reguirements, have been more concerned
with the role application protests have played in delaying thelir
expansion plans. fThere have also been instances where some community
groups have defended particular institutions that were acoused of
poor performance by the requlators or other community groups. Some
community groups have said they prefer to work with institulions to
reach agreements on communiby needs and how those needs should be
met, while others sald they rely more on protests to get institutions
to make commitments to the community. There have also been
differences among regulators about how to properly implement CRA,
with some advocating stronger enforcement and others raising concerns
about credit allocation.

\6 Regulatory Burden: Recent Studies, Industry Tssues, and Agency
Initiatives (GAQ/GGD-94-24, Dec 13, 1993).

CRA REFORM BECAME A TOP
ADMINISTRATION PRIORITY
———————————————————————————————————————————————————————— Chapter 1:3.2

On July 1%, 1993, the President announced his initiative to
facilitate low- and moderalbe-income community economlc development.
Tn addition to other measures, the President called for a revision to
the current CRA regulation that would move CRA examinabtions toward a
performance-based system locusing on results rather than process and
paperwork--especially results in low- and moderate-lncome areas of
institutions' communities. He instructed the regulators to make
examinations more consistent, improve enforcement to provide more
effective sanctions, and reduce the cost and burden of compliance.
The four regulators jointly released their proposed revision to the
current CRA regulation for comment on December 21, 1993. The
proposal would have replaced the current qualitative CRA examination
systen, including the 12 assessment factors, with a more quantitative
system based on actual performance as measured through the use of
three tests: the lending, service, and investment tests. A key
element of the December 1993 proposal was the "market share test,”
which would, as part of the lending test, compare an institution's
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lending relative to other lenders in low- and moderate-income
neighborhoods, with its lending in other parts of its service
community. Collectively, the regulators received over 6,700 comment
letters on the De .

quber L4493 proposal from representatives of the
Lanking industry, comnunity groups, Congress, and state and local
governmean Rzaction to rhe proposal was mixed and generally
polarized bamed on the inlorests of rhe individual or organization
commenting. On January 26, 1994, we submitted our analysls of the
regulators' proposal in o letter\7 to the former Chairmen, House
Committee on Bauking, Finance and Urban Affairs and the Subcommnittee
on Consumer Creditt and Insurance.

In response o conmments recelved on thelr first proposal, the
regulators released a second proposed CRA regulation that was
published in the Federal Fegister on October 7, 1994, This proposal
retllected commaents recaived on the Decenber 1993 il and the
regulators' further internal considerations. While still striving
for a system that measured performwance and not efforts or processes,
the new proposal made revisions to the first proposal that would
increase the role of examiner discretion in CRA examinations. For
example, the lending test would no longer be based on the market
share test. Collectively, Lhe regulators received over 7,200 comment
letters on the October proposal.

T May 1995, FFRR, OCC, 014, and FDIC relecased the new revised CRA
regulatior The final requlations retained, to a significant
extent, the principles and structure of the December 1993 and October
1994 proposals but made changes to some details to respond to
concerns raised in the comment letters and further regulator
consideration.

The final revised regulation eliminates the previously discussed 17
assessment factors and substitutes a three-part, performance-based
evaluation system for institutions that do not qualify as small
institutions. 'The regulation defines small institutions as
independent retail institutions with total assets of less than $250
million and holding company affiliates with total assets of less than
$1 billion. ‘The revised regulation includes a streamlined
examination for small banks and the option for all 1lnstitutions to
have their CRA performance examined according to a regulator-approved
strategic plan.

To take into account community characteristics and needs, the revised
CRA regulation makes explicit the performance context against which
the tests and standards set out in the proposed regulation are to be
applied. This performance context includes consideration of six
factors concerning the unique characteristics of the institution
under examination and the market in which it operates.\8 To determine
a performance context, the regulators are to request any information
that the institurion has developed on lending, investment, and
service opportunities in its assessment area(s). The regulators have
stated that they will not expect more information than what the
institution normally would develop to prepare a business plan or to
identify potential markets and customers, including low- and
moderate-income persons and geographlies in its assessment area(s).
The regulators are to consider this information from the institution
along with information from community, government, clvic, and other
sources to enable the examiner to gain a working knowledge of the
institution's community. The revised CRA regulation gives particular
attention to the institution's record of helping to meet credit needs
of low- and moderate-income communities and individuals based on
community characteristics and needs.

In general, the regulators are Lo rate an Lnstitution's performance
under each of the tests, but the lending test rating is to carry more
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welght than the orhcers. Anodnstiturion must recelve a rating of at
least "low satisfactory" on the lending test to recelve an overall
CRA rating of satisfactory. However, ratings on the other two tests
are still to have considerable effect on the overall rating as well.

The major elements of Lthe wegulators' revised CRA regulations are
described as tol lows:

Lending test: ‘The lending test 1s toe entall a review of an
institution's lending record, including originations and purchases of
home mortgage, =mall business, small farn, and, at the institutlion's
option, consumer loans Lhroughout the institutlon's service avea,
including the low- and modeorate-income areas; the proportion of the
nstitution's lending in ks cvice area(s); the distributicon of
loans to borrowers of various income levels; the number of loans to
small businessaes and farme; and the Like. TE the regulators
determine that & substantial majority of an institutlion's husiness s
consumer lending, then Lhey are to evaluate this lending as part ot
the lending test whether or not the institution elects to provide
consumer lending data. The regulators arve to consider loans to
individuals of all incomes wherever they reside. The number, amount,
and complexity of an institution's community development loans are
also to be included in the lending examination. The regulators are
to consider the lending of affiliates ar the election of the
institution or if an institution appears to be attempting to
inappropriately influence o CRA examination by conducting activities
that would be unfavorably cvaluated by an examiner in an atfiliate.

Tnvestment test:  The investment test iz Lo evaluate an dnstitution's
investments 1n community development activities. Tn reviewing these
investments, the examiner iz to take into account the amount,
innovativeness, or complexity of the investment as well as the deqgree
to which it responds to community credit and economic development
needs. Institutions with limited investment authority, such as
thrifts, are to recelve a low-satisfactory rating under the
investment test, even if they have made few or no qualified
investments, as long as they have a strong lending record. A
donation, sale on favorable terms, or rent-free occupancy of a branch
(in whole or in part) in @& predominantly minority neighborhood to any
minority- or women-owned depository institution, or a financial
institution with a primary mission of promoting community
development, is to be considered a qualifying investment.

Service test: The service test 1s to require the examiner to analyze
an institution's systems for delivering retail banking services and
the extent and innovativeness of its community development services.
The examiner is to review, Ln addition to the branching information,
information regarding alternative service delivery mechanisms such as
banking by telephone, mobile branches, loan production offices,
automated teller machines (ATM), etc., in low- and moderate-income
areas and for low- and moderate-income individuals. The evaluation
i to also conzider the range of services, ilncluding noncredit
services, avallable to, and the degree to which those services are
tailored for, the various income level areas. The focus of the test,
however, i1s to be on the institution's current distribution of
full-service branches. Alternative systems for delivering retaill
banking services, such as ATMs, are to be considered only to the
extent that they are etffective alternatives in providing needed
services to low- and moderate-income areas and individuals.

Data collection, veporting, and disclosure: Data reporting
requirements on institutions are to be expanded by requiring that
originations and purchases of all small business and small farm loans
be collected and reported to the regulator. Each institution is
required to collect and maintain for each loan in a standardized,
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machine readable format; the amount at origination, location, and an
indicator whether the loan was to a business with $1 million or less
in gross annudl revenues. The location of the loan 1s to be
maintained by census Lract or block numbering area. Each institution
is to report in machine-readable form annually, ag ¢ for each
censis Fract/hloak nunberiieg area in which the institution made at

0 o amal b business o suall tann loan during the prlor calendar
vear, the numbar and amount of loans with originad” amounts of
5100,000 or less, more tham 3100,000 but less than or equal to
S250,000, or wore than 250,000, and the number and amount of loans
ro businesses and farms with gross annnal revenues of $1 million or
less. The regulators, rather than the institutions, are to annually
prepare individual CRA disclosure statements for each reporting
institution and aggregate disclosure statements for each metropolitan
statistical ares (MSA) ard the non-MSA portion of each Thie
cegulators ave teooanake ot the andividoaal and the aggre

—

sure slataements available to the public at central
depositori=s.  The aggregele disclosure statewents will indicate, fol
each geography, the number and amount of =small business and small
farm loans originated or purchased by all reporting institutions,

s that the requlators may adjust the form of the disclosure 1Lf
1y, because of special clircumstances, to protect the privacy
of a borrower or the competitive position of an institution.
Institutions are also to include the disclosure statements in their
public files. Tn keeping with the lending test, data collection and
maintenance arc optional For consumer loans, and there are no
reporting redquirements.

Streamlined examination for small institutions:\9 Independent banks
and thrifts with assets below $250 million and institutions with
assets below $250 willion that ave subsidiaries of holding companies
with less than 51 billion in assets are to be evaluated under a
streamlined examination method unless an institution affirmatively
requests an alternative erxamination method. The streamlined method
is to focus on an institution's loan-to-deposit ratio, degree of
local lending, record of lending to borrowers and geographies of
different income levels, and record of responding to complaints. An
institution's fair lending record is also to be taken into account in
assigning a final rating. The regulators are to consider an
institution's size, financial condition, and credit needs of its
service area in evaluating whether its loan-to-deposit ratio is
reasonable. The requlators are to further consider, as appropriate,
other lending-related activities, such as originations for sale on
the secondary market and community development lending and
investment.

Strategic plan option: FEvery institution is to have the alternative
of submitting a strategic plan to its supervisory agency for approval
that was developed with community input detailing how the institution
proposes to meet its CRA obligation. The strategic plan option is
not to relieve an Institution from any reporting obligations that it
otherwise has. llowever, w=mall institutions do not subject themselves
to any data reporting responsibilities by electing the strategic plan
option.

Community development test for wholesale or limited purpose
instivutions: The regulation 1s to replace the investment test with
a community development test for wholesale or limited purpose
institutions. ‘The regulation incorporates into this community
development test both community development lending and community
developuent services in addition to qualified investments.
Therefore, under the requlation, wholesale or limited purpose
institutions are to be subject only to the community developnent
test. Wholesale or limited purpose institutions must be designated
as such by the regulators.
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Institutions are to continue maintaining a public file that contains
(1) all written comments received from the public during the previous
3 years thal comupent on the institutlion's CRA pertormancs; (2) a copy
of the pablic portion of tlhe: anstitution's most rteoent CF
eramination; (3) a list of the institution's branches, thelr atreect
addressces, and goeographioc oaréaas to be saerved; (4) a Lzl of branche:s
opened or d by the institution during the previous 3 oyears,
their addre and geographic areas to be served; (5) a List of
services qgenevally offered at the incstitution's branches and
descriptions of material differences in the avallabillity or cost of
services at particular branches; (6) a wmap of each assessment area
showing the boundaries ot the area and identifying the geographic
areas to be served within rthe area; (7) and any other information the
bank chooses. Tn addition, large banks are also to include in their
public file (1) any consumer loan data thalt the institution wishes Lo
have considered as part ot its CRA examination; (2) the institution's
CRA disclosure atement that it recelves from 1ts reqgulator; and (3)
relevant HMDA disclosure =tatements for the previous 2 years. Small
banks are to include their loan-to-deposit ratio for each quarter of
the previcus year and any additional information that Lhey see fit,
including the information reguired for large institutions if they
elect to be evaluated under the lending, investment, and service
tests. Instltutions that elect to be evaluated under the strateglo
plan are to include the plan in the public file. An lnstitution that
recelived a less than satisfactory rating during its most recent
examination i3 to include o demcription'of its efforts to iwmprove its
performance.

The revised CRA regulations ave to amend the curvent CRA regulations
over time, eventually replucing the existing regulations in their
entirety by July 1, 1997. However, various elements of the new
regulations are to be phased in sooner, some as early as January 1,
1996. Until that time, the regulators will continue to follow the
current CRA regulations teo examine institutions tor CRA compliance.

\7 Community Reinvestment Act (GAO/GGD-94-79R, Jan. 26, 199%4).

\8 The six factors to be considered are information or data about (1)
the economic and demographic characteristics of the assessment areas;
(2} lending, investment, and service opportunities in the assessment
areas; {3) the institution's product offerings and business strategy;
{(4) the institution's capacity and constraints; (5) the prior
performance of the institution and, in appropriate circumstances, the
performance of similarly situated institutions; and (6) information
contained in the institution's public CRA file, including written
public comment:s.

\9 According to FRB, the streamlined examination for small

institutions will cover approximately 81 percent of total banks in
the United States, however, it will cover less than 14 percent of
total bank assets.

OBJECTIVES, SCOPE, AND
METHODOLOGY

The objective of this report 1s to address four questions regarding
the federal regulators' implementation of CRA: (1) What were the
major problems in implementing CRA, as identified by the affected
parties--bankers, regulators, and community groups? (2) To what
extent do the regulatory reforms address these problems? (3) What
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challenges do the regulators face in ensuring the success of the
reforms and what, if any, actions would help the regulators in facing
these challenges? and (1) What initiatives have been taken or
proposed to help bankers CVercome community lending barriers and
enhance lending OPPROrtunLties, particularly 1n low- and
moderate-incoms aregss

We interviewed Legulatory officials responsible for bank or thrift
examinatlions o unde st and identify the major problems with the
current regulatory s M oused In implement ing CRA and to understand
Fhe context in which the Lrgulators examine and enforce the law. I
addition, we reviewed the legislative history of the CRA fo discein
its original intent and te See how amendments have changed the law
over time. We also collectaod data from each of the regulators
relevant to variocus aspects of thelr CRA enforcement . Imaddition to
requlatory ol ficials, we Jndgmentally selected and louterviewed other
parties who were located 1 the areas where we did our work and who
A conderned withoor et v iy CRA compliance issues, including
Danbkor s, COmmUnI Ly groups,  frade groups, consultants, representatives
off the secondary markets, and officials from other federal agencies,
Including Justice. We alzo collected darta from each of thege groups
and from Justico regarding CRA examinations and enforcement. 1In
addition to our interviews, we reviewed Lestimonies and speeches by
representatives of the groups described above from a large number or
congressional hearings and other forums that have taken place since
enactment of CRA.  Statements in this report representing the views
of the affected parties raflect all of the sources described above.

S

To identify the majoer protlems in implementing CRA, determine to what
extent the regulatory reforms would address these problems, and
ildentify chal lenges the regulators would tface in ensuring the success
of the reforms, we reviewed in detail compliance examinations at 40
banks and thrifts lLocated in 4 regions, including the Northeast,
Midwest, West, and South Central parts of the United States. At each
of the 40 Institutions, to the extent possible, we completed a case
study using standardized data collection instruments to gather the
impressions and experiences of the bankers and examiners,

For our case studies, we judgmentally selected institutions that
included a variety of asset sizes; business types; and a mix of
rural, suburbarn, and urbarn institutions. We selected institutions
reqgulated by each of the four regulators and attempted to select
Institutions with a variety of good and bad CRA ratings. However, we
found thalt institutions that received low CRA ratings from their last
compliance examination were less willing to participate in the case
studies than those that had fared better. While 11 of the
institutions had received 4 "needs to improve" rating on their last
CRA examination, none had received a "substantial noncompliance." The
institutions we studied included 10 from each of the four regions; 6
were examined hy FRB, 13 by FDIC, 9 by 0CC, and 1?2 by OTS. Nine of
the institutions had assets over $1 billion, 13 had assets of less
than $1 billion but more than $100 million, and 18 had assets of $100
million or less.

We also talked to community groups known to be active in each region
about their involvement in CRA compliance. In this way, we could
identify the positive and negative aspects of the current examination
system and verify some of the anecdotal complaints surrounding it.

In addition, the case studies afforded us the opportunity to discuss
other related issues, such as CRA reform, with a large number of
individuals who worked wit} CRA compliance on a regular basis.

To determine the extent to which the regulators' reform propoesals
would address the problems we identified from work previously
described and to identify the challenges the requlators would face in
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ensuring the success of the reforms, we evaluated a number of
proposals for CRA reform that were put forward from several sources,
including the proposals released by the regulators on December 21,
1993, and October 7, 199, and the final revised CRA regulalion,
released in May 1995, In addition, we reviewed letters submltted by
bhankers, community groups, and othor concormad pacties commant 1ng on
thi regulator Leos We dinonigae b nume rons s
improving the CEA examination and enforcement process wilh
participants in our casze studies. We alszo reviewed the transcripts
from hearing: he-ld by the requlators around Lhe country during their
development of the revised CRA regulation.

Copen oo

To identify the initiatives that had been taken to overcome lending
barriers and enhance communilty lending opportunities, (1) we
judgmentally selected, on the basis of avallability, and interviewsd
over 20 community group representalbives; (2) held a roundtable
discussion involving reprecentatives [rom the Association of
Community Organizations for Reform Now, the Center for Community
Change, and the Consumer Federation of America; and (3) attended
several workshops and conferences sponsored by a variety of industry
and community ygroups, in addition to the regulators covering CRA
compliance. We also identified the aclkivities of the regulators’
consumer affairs programs and reviewed a large volume of material
generated by banks, communibty groups, and the regulators on thedr
activities to promote communily lending.

We conducted work on our case studies in Chicago, San Francisco,
Boston, and Dallas, from July 1993 to March 1994 and our work in
Washington D.C. continued through June 1995 in accordance with

gqenerally accepted governnent auditing standards.

We obtained written comments

5 on oa dratt of the report trom FDIC, the
Federal Reserve, QCC, and 5

OrS. A discussion of these comments and
our responses appears at the end of chapters 3 and 4. In addition,
the agencies' comments and our additional responses are printed in
appendixes I through IV.

REVISED CRA REGULATIONS ADDRESS

SOME, BUT NOT ALL, PROBLEMS AND

CONCERNS

====================s=======-=============================== Chapter 2

All of the affected parties that we spoke with--bankers, community
groups, and regulators--agreed on many of the problems with the
implementation of the Community Reinvestment Act (CRA). However, the
reasons they gave for why they believed the problems adversely
affected their interests--which form the basis of their concerns--and
the often contradictory solutions they offered to address the
problems showed that the affected parties differed considerably on
how best to revise CRA. The revised CRA regulation, if effectively
implemented, should focus examinations on results, thereby
@liminating a major problem that all parties identified--an
overreliance in the regulators' examinations upon an institution's
documentation of efforts and processes used to ascertain and meet
community needs. However, the revised regulations neither fully
address all identified problems nor wholly satisfy the often
conflicting concerns or contradictory solutions of bankers and
community groups. The success of the reform efforts will depend
largely upon how effectively the revised regulations are implemented.

The first section of this chapter discusses the similarities and
differences among the groups on the problems they identified as well
as their concernsz with and solutions to the problems. The second
section presents our analys of the extent to which the revised
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ess Lhose problems and concerns.

APFECTED PARTIES AGREE ON MAJOR
PROBLEMS, BUT CONCERNES AND

SOLUTTONS DIFEFER

e e o — - Chapter

Tankers,
interviews and 1n publi

major problens with the examination and enforcement of CRA.

problems included

too little reliance on loending results
documentation of etforts and proce

papzrwork burden;

mconsiskbent
uncertainby about

¢ btestimonles on what

and

CRA examinalions by regulators

how CRA perlormance 1s

commini by groups, and the regulators generally agreed in

they considered to be

These

too much reliance on
leading to an excesslvie

resulting in
to be rated;

cmdmnatLon:s

boased on

Lnadequate

information that may not retlect

complote andd accurabe measure of

institutions'

perlformance;

and

Bl

dissatisfaction with regulatory enforcement of the act, which
Largely relies on protests of expansion plans to ensure
institutions are responsive to community credit needs.

While the affected parties generally agreed on these four problems,
their underlying concerns differed significantly and the solutions
they offered were often contradictory or incompatible. Generally,
bankers' concerns about the problems focused on the regulatory burden
of compliance, and they sought to reduce that burden. For example,
they sought to increase certainty about examination ratings through
use of preapproved strategic plans and guarantees ("safe harbors")
that satisfactory and outstanding ratings would protect from CRA
protests institutions' applications to move or expand operations. In
contrast, community groups were generally concerned about the lack of
accountability on the part of institutions to ensure that they meet
their community lending obligations. These groups also sought
measures Lo increase regulators' accountability through more public
disclosure of institutions' CRA performance and tougher enforcement.
The differences in the concerns and solutions reflected bankers' and
community groups' different perspectives and constituencies and
broader philosophical differences, as discussed in chapter 1.

EXAMINATIONS' PERCEIVED

OVERRELIANCE ON

TNSTITUTIONS' DOCUMENTATION

OF EFFORTS AND PROCESSES
———————————————————————————————————————————————————————— Chapter 2:1.1

Bankers, community groups, and the regulators we contacted generally
agreed that a major problem with CRA examinations was that examiners
relied too heavily during examinations upon an institution's
paperwork. This paperwork was to document the institution's efforts
and processes Lo ascertain and help meet community credit and service
needs. All parties also generally agreed that the examination should
be based on the results of those efforts and processes, with emphasis
on the institution's community lending performance. The parties
agreed that a single community lending standard or formula for
evaluating those results was unworkable because of the importance of
considering such factors as an institution's business strategy, its
financial condition, and the specific needs in different areas of the
community that the institution served.
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different underlying concerns and offered different solutionsz.
jankers were wost concerned that the foocus on thelr CRA efforts and
processes conszed thew to produce many documents Lhat served no
Purpo: within the institullon other than to satisfy the Information
needs of examine s conduct by CRA e
the CRA reform should eliminate thi:
on performance or results,

Despite these areas of aygreement, bankers and community groups had

amenabions.  They advocatod that
burden by focusing cxaminatlions

Howeavier, commund fy group Lopresentatives ware momt concetned that vhe
focus on docunentation of offorts and processes had failed to hold
institutions accountable for thelr actual lending and service in
communities.  They too favored a focus on results with examiners

evaluating dara on actual lending and services that instlitutions

provided to thelo communit tes, In fact, they propo
groups be given access to the data evalusted by examiners and be
permitted to provide inpul on an institutlion's performance.

cod that community

Regqulators supported a performance- or results-based evaluation
system to reduce institutions' documentation burden and lmprove CRA
compliance. ‘'They also sugqgested that a performance-based systen
would promote improved consistency in examinations.

INCONSTISTENT CRA
EXAMINATIONS
———————————————————————————————————————————————————————— Chapter 2:1.2

Bankers, communilty groups, and regulators all identified
inconsistency in performance examinations as a problem with the
implementation of the act. Tt was apparent from our case studles
that inconsistency was due in part to examiners using their
discretion and focusing on or emphasizing different aspects of the
CRA regqulations. This inconsistency resulted in uncertainty among
the affected parties aboul how institutions' performance would be
evaluated during examinations. Although the affected parties’
underlying concerns and solutions tended to differ, the solutions
were all designed in one way or another to reduce, or more clearly
direct, examiner discretion to provide greater consistency to the
examination process.

Generally, bankers were concerned about lnconsistency in performance
examinations because this led to confusion and uncertainty about what
actions were necessary to attain a positive rating. As a result of
the uncertainty, many bankers believed that institutions were
producing unneeded documentation of their efforts. Some bankers
sought to reduce this uncertainty through more specific instructiocns
or lending targets from the regulators, thereby getting more
definition to what actions count as CRA activities.

Community groups generally recognized inconsistency as a problem that
represented a failure of the regulators to hold institutions
accountable for adequately serving all areas of thelr delineated
communities. Somwe groups said they lelt that examiners do little to
determine whether institurions are meeting community needs. Many
group representatives advocated more enphasis on performance
standards as well as increased disclosure of information about
institutions' community reinvestment results.

Regulators also recognized that lnconsistency in examinations was 2
problem. Many of the examiners we interviewed said that they thought
inconsistency resulted from the subjectivity inherent in examinations
due to vague standards, unclear guidance, and frequent changes in the
focus of evaminations. The examiners' latitude in interpreting
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standards, such as "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,”
resulted in examiners focusing on different parts of the guidance.

Tr addition, since 1989, changes to the guidance for CRA examination:s
oucurred more froequently than before and shifted emnphasis from
inEbitut ions' programs For managing CRA as part ol day-to-day
activities to the results of their CBRA programs. _We further discuss
the role of examiner discretion in chapter 3.

Another factor cited by the atfected parties was insufficient
erperience and training of examiners conducting CRA examlnations.
Some community groups pointed out the need to improve the capacity of
the regulators for analyzing data in the context of community credit
needs and institurions' elforts to satisty those needs. As discussed
in more detall in chapter 3, many examiners sought cleaver qguidance
and better training as a solution to their concern about
fnconsistency in examinatlons.

EXAMINATLIONS BASED ON

ITNFORMATTON THAT MAY MNOT

REFLECT A COMPLETIE AND

ACCHRATE MEASURE OF

LHST LT LONS Y PERFORMANCE
———————————————————————————————————————————————————————— Chapter 2:1.3

Bankers, community groups, and the regulators have identified
numerous concerns related o whether CRA examinations are based on
information that reflects a complete and accurate measure of
institutions' performance. Disagreements persist among the affected
partiss as to what informabion should be collected and reported by
institutions and what information should be disclosed publicly.
Bankers generally view most data collection and reporting as
burdensome and its disclosure a potential violation of the
proprietary nature of thelr business. Comnunity groups, however,
generally believe that information transparency--which includes both
obtaining the data and understanding how the examiners move from
applying performance data and other information against the standards
to arrive at the CRA rating--is key to ensuring accountability and
measuring CRA compliance.

Bankers complain that they are forced by the regulators to generate
data that (1) may not fully reflect their business activities, (2)
would not be produced without the regulatory requirement, and (3)
should be kept confidential. For example, some bankers were
concerned that data collected under the Home Mortgage Disclosure Act
(HMDA) may be misleading without an explanation, as in cases where
high loan rejection rates may result from aggressive marketing
efforts by institutions secking low-income applicants. Many bankers
opposed existing and new reporting requirements as being burdensome.
They were particularly concerned about frequent changes in reporting
requirements that require costly changes to their data collection
systems. In addition, bankers expressed concern about publicly
disclosing information that they believe reveals too much about their
business practices and should be kept confidential.

Community groups told us that public availability of data is of great
value and that the transparency of institutions' lending performance
is what would make it useful. Community groups strongly opposed any
reduction in reporting requirements and advocated the collection,
reporting, and public disclosure of additional data to better
evaluate institutions' performance. These groups said they believe
that it is essential that they have access to the data used by CRA
examiners in determining regulatory ratings so that they can evaluate
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both the institution's and the regulator's performance.

Fxaminers in our case studies said they generally believed that data
are necessary for them to examine lnstitutions' compliance with CRA.
However, Lhey =said that data collected are useful only if they are
accurate and appropriately reflect the relovant activities of the
Institution bolng oxamlned. Dome andners we interviewed said HMDA
data are sometimes Limited in their nszefulness for a nunber of
reasons, including poor daba quality and incensistent reporting by
institutions. They also said Hhat examiners may lack the time or
training to partorm HMDA analyses Finally, they =ald that other
luformation, involving the credit worthines: of the borrower or
property, had to be used in conjunaction with HMDA st because Lhe
data way nol accourately or completely povtray an institutlon’s
lending activity, particolavly for instituticens thal ars not heavily
involved in howme moactgage lending.

DISSATISFACTTON WITH
REGULATORY ENFORCEMENT OF
CRA
———————————————————————————————————————————————————————— Chapter Z:1.4

Poth bankers and community groups identified regulatory enforcement
of CRA as a problem, but members of the two groups generally had
different concerns. Most bankers commented that there 1s no
protection against application protests for institutions that
regqulators have determined are in compliance with CRA and that
positive incentives are not in place to promote compliance with CRA.
For example, bankers complained that community groups have used
protests to needlessly delny the appreval of applications.  They
noted that a satisfactory or outstanding CRA rating means nothing
when a community group mounts a protest against expansion plans.
Bankers charged that these groups use protests to further their own
agendas regardless of an institution's lending record. Many bankers
advocate safe harbors that would protect institutions from protests
if the regulators have determined, through the examination process,
that their CRA compliance iz outstanding. Another type of sate
harbor would reward good CRA performance with less freguent CRA
examinations. In practice, the regulators currently have policies
that consider an institution's CRA rating in determining the
frequency of examinations, with lower-rated institutions to be
examined more frequently.

In addition, bankers have contended that there should be positive
incentives in place to encourage CRA compliance in addition to what
they see as exclusively negative sanctions to punish noncompliance.
Some bankers have proposed that CRA be replaced by or supplemented
with direct financial subsidies to those willing to extend credit to
low- and moderate-income areas.

Community groups, however, identified as a problem the fact that
requlatory enforcement of CRA was limited to the denial of
applications by a depository institution for expansion (including
applications for a merger or acguisition) or negative publicity from
a low CRA rating. They pointed out that institutions with no plans
for expansion and no fear of adverse publicity from a low CRA rating
may not feel the need to commit significant resources to CRA
compliance. To atrengthen enforcement of the act, community groups
have advocated regulator use of more stringent enforcement actions,
such as ceasc-and-desist orders and civil money penalties. Although
some cease-and-desist orders and formal agreements between regulators
and institutions have included CRA performance as one of many Issues,
no such acticns have been taken solely to address noncompllance with
the act or poor CRA performance.
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The reqgulators have recognized the general dissatisfaction with CRA
enforcement by bankers and community groups as well as by some
Members of Congres:s.,

REVISED CRA REGCULATLIONS 1FOCUS
CXAMLINATIONS ON RESULTS BUT MAY T
NOT FULLY ADDRESS OTHER
PROBLEMS
—————————————————————————————————————————————————————————— Chapter Z:4

From our review of the reform proposals and the revised CRA
reqgulations, it appears that the regulators have thoroughly assessed
the problems related to CRA examinations and the revised regulations
attenpt to address the problems and concerns ralsed to us by the
affected parties. However, the revised regulations will not wholly
satisfy the often contradictory concerns of bankers and community
groups. Bankers and community groups continue to have fundamentally
different expectutions about institutions' CRA obligations.

If effectively implemented, we believe the revised regulations will
gignificantly reduce the [irst problem of overreliance on
documentation of community reinvestment efforts and processes by
focusing the examination standards on results. However, the
requlators success in addressing the second problem of examlnatlion
inconsistency and uncertainty will depend upon implementation,
especially how effectively @xaminers use their discretion. This, 1n
turn, will depend on the effectiveness of the guidance and training
examiners are provided. In response Lo the third problem of data
usefulness, the final regulations have clarified the information Lo
be used to evialuate performance, bul the affected parties disagree
about whether the data to be collected under the revised regulations
will appropriately reflect lending results or be too burdensome. The
reform proposals related to the fourth problem of CRA enforcement
were dropped by the regulators (1) because of Justice's opinion
stating that the regulators do not have authority to take stronger
enforcement action for CRA and (2) because of community groups'
concerns that safe harbors would preclude them from protesting
applications of those institutions they determine to be poor
performers. Consequently, the revised requlations do not resolve the
affected parties' divergent concerns with CRA enforcement.

REVISED REGULATIONS FOCUS
EXAMINATIONS ON RESULTS,
THEREBY REDUCING
INSTITUTTONS' DOCUMENTATION
BURDEN
———————————————————————————————————————————————————————— Chapter 2:2.1

The revised regulations address the problem of overreliance on
documentation of efforts and processes by shifting the focus of
examination standards to an institution's community reinvestment
results. Under the revised regulations, an examiner 1s to analyze an
institution's community reinvestment results in three performance
areas--lending, ilnvestment, and services. Although all the affected
parties generally agreed with the shift to results-based
examinations, the revised regulations may not address community
groups' desire to hold institutions more accountable for the results
of their community lending activities. The regulators initially
proposed, and later dropped, the use of more quantifiable performance
measures in the first CRA proposal as part of the "market share test”
described in chapter 1. While community groups generally supported
this test, many bankers were concerned that it would not accurately
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reflect thelr lending performance and could lead to unsate and
unsound lending. Disagresments continue between the atfected parties
about the use of guantifiable measures fo examine CRA performance,
but they generally agreed Fhat some f[lesibility 1s needed in CRA
coaminations. In developing the revised regulations, Ihe regulator:
attempted to balance the need for objective standards with the need
For flesibility in examining diflerent Cypos ol dnstilbor ions
operating under differing tinancial conditions and serving widely
differvent types of communilies.

REVISED REGULATTONS MAY NOT

FULLY ADDRESS THE T'tOBLEM O

THNCONSTSTENT EXAMTNATTONS
———————————————————————————————————————————————————————— Chapter Z:2.

A

We believe that bhe success of Che revisoed regulations oo addressing
the problem of inconsistent examlnations will depend upon how
effectively the examiners oxercize thelr discretion when implementing
the new regulations. This problew has been, and may continue to be,
difficult for examiners to overcome because examinations involve
subjective, case-by-case judgments about an institution's
performance. For example, examiners will still be required teo judye
the "innovat.ive 55" of louns and investments and dilferentiate
between "excellent" and "good" responsiveness to credit nceds.

The regulators recognized the need to improve examlnalbion consistency
in the revised regyulation: and indicated that they intend to improve
guidance and training for cxaminers before implementing the new
regulations. While it iz too soon to evaluate thelr progress in
these areas, we agree that <¢lear guidance and comprehensive training
in community development Lochnigues are critical for consistency in
examinations. Chapter 3 further discusses the issues that need to be
addressed to ensure successfol implementation of the revised
regulations.

The revised regulations also include an option that responds to
bankers' concerns that inconsistency in examinations contributes to
uncertainty about what is needed Lo ensure a positive rating.
Institutions may submit to regulators a strategic plan for community
reinvestment that sets standards of performance. Although
institutions could experience some uncertainty when the plan is
submitted to the regulator for approval, this option may help
alleviate uncertainty at the time of an examination. This "strategic
plan" option includes a requirement that institutions make public
their plans for comment prior to the plans being approved by the
requlators. For this reason, this option has not been favorably
received by all institutions. Many bankers have raised concerns that
making the plan public may have anticompetitive effects, since they
would have to disclose their strategic business objectives and goals.
However, banks would not have to publicly disclose proprietary
information.

REVISED REGULATIONS HEIGHTEN

THE NEED FOR A COMPLETE AND

ACCURATE MEASURE O BANK

PERFORMANCE
———————————————————————————————————————————————————————— Chapter 2:2.3

To fulfill their examination responsibilities, the regulators have
explained that assessing performance against results-oriented CRA
examination standards will require complete and accurate measures of
performance in the areas of lending, investment, and service to
delineated communities. The issue of what data should be collected
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and reported to the regulutors and disclosed publicly has been among
the most controversial issues surrounding the CRA reform efforts.
The regulators have tried to balance the contradictory calls by
Lankers to redoce regulatory burden with the community groups’ call
tor additional data reporling and public dizsclosare to inoreass
inutitutions"' accountalzility.

The regulators' attempt to strike a balance in the revised
requlations awong the compelting points of view has led to (1)
empting =small institurions from additional data reporting
requiremnents, (2) increasing data collection and veporlting
requirements for large institutions, and (3) shifting data analysis
responsibilities to the examiners. The requlators also increased
public disclosure of aggregate loan information for small business,
small farm, or community development lending but not information on
individual loans. In addition, the revised regulations permit
voluntary collection and disclosure of consumer loans, although
reporting is not required. The revised requlations will not
completely satisfy all parties, some of whom continue to disagree
aboul whether the data collection requirements are appropriale or
burdensome.

Although the revised regulations address the issues of what
information will be collacied to exanine CRA performance under the
new standards and what information must be disclosed, they do not
address the other informaticon problems identified in our case studl
related to data inaccuracics and the need for clearer explanations
how performance ratings arce determined. To fully respond to Lhe
problems raised by the affected parties, these remaining issues will
need to be addressed as the requlators implement the new regulations.
Chapter 3 discusses the actions that the regulators have taken thus
far to improve data reliabillity, specifically related to HMDA data
accuracy.

T

o]
L

REFORMS INCLUDED MEAZSURES TO
ADDRESS REGULATORY
ENFORCEMENT, BUT WERE
DROPPED FROM THE REVISED
REGULATION

The proposed reforms included measures to address concerns of both
bankers and community groups regarding CRA enforcement. However,
those measures are not included in the revised regulation. Both the
December 1993 and the October 1994 reform proposals would have
addressed the community groups' call for stricter enforcement by
clarifying institutions' CRA obligations and providing that a bank
that receives o rating of "substantial non-compliance" would be
subject to enforcement actions authorized by the Federal Deposit
Tnsurance Act.\l0 However, Justice opined in December 1994 that CRA
did not provide the requlators with the legal authority to use such
enforcement actions to enforce CRA.

The regulators also tried ro address the bankers' interest in
positive incentives or protection against protests in the application
process in their December 1993 proposal. The regulators attempted to
clarify how various CRA ratings would affect decisions on
applications filed by institutions for expansion or relocation of
their deposit facilities. In particular, absent other information
regarding CRA performance, the proposal stated that

an "outstanding” rating would be given extra weight in reviewing
applications;
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a "satisfactory" rating would generally be consistent with approval
of the application;

a "needs Lo dmprove" rating would generally be an adverse !
and, absoent demonstrated inprovement in the institution's CRA

por bormanae or other vountervalling fa

cors, would result in
denial or conditicnal approval of the application; and

a "substantial nonconpliance’” rating generally would be so adver:se
as to resullt in denial of the application.

However, communily group commpents submitted to rhe regulators on thid
measure strongly protested that it constiftuted a safe harbor, and it
was dropped in the October 1994 proposal.  Recausce Lhe vregulators!
proposed wmeasura:s S

and community graotps have b unsuoce s
likely continue.

solve the enforcement concerns of both bankers
ful, theso concerns will

V1O Section & of the Federal Deposit Insurance Act provides
enforcement mechunisms to the regulators for violatlions of banking
lLaw. Among the mechaniswms are cease and desist orders and clvil
money penaltlies.

CONCLUSIONS
—————————————————————————————————————————————————————————— Chapter 1:73

Although the regulators have attempted Lo address the major problews
with the Lmplementation of CRA ldentiflied by the affected partics,
the revised regulation: will not satisfy all of the sometimes
conflicting concerns of these parties. For example, the revised
regulations do not require the level of data reporting or disclosure
that has been called for by community groups, nor do they provide fov
more stringent enforcement actions for CRA. Although many comnunity
groups see the revised CRA regulations as an improvement over the
current system, many also believe that they do not go far enough in
compelling institutions to fulfill their community lending
obligations. Some concerns of bankers also will likely continue.
Although the burden associated with documenting efforts and processes
is to be eliminated, many bankers consider additional data reporting
requirements to be burdensome.

In addition, the regulators' success in addressing the problem of
examination inconsistency will depend upon how effectively they
implement the revised regulations. The regulators have recognized
the need to improve examination consistency and plan to improve
guidance and training for examiners as they ilmplement the new
regulations. The regulators also attempted to strengthen enforcement
and introduce a level of certainty into the enforcement process, by
clarifying how CRA ratings would be considered in application
decisions and for enforcement actions, but the effort was
unsuccessful.,

THE REGULATORS FACE MAJOR

CHALLENGES IN IMPLEMENTING CRA

REGULATORY REFORMS
s========—=c—==—=============—==--—========================== (Chapler 3

The regulators face significant challenges in successfully
implementing the revised Community Reinvestment Act (CRA) regulatory
reforms, many of which they have had difficulty addressing in the
past. From our case studies, we ldentified several areas that are
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key to implementing the revised CRA regulations. 7To minimize the
problems of uncertainty and inconsistency associated with CRA
assessments, the regulators will need to (1) provide clear guidance
and comprehensive examine: training that address how exawiners should
conduct performance-based assessments, (2) ensure that data used L

1 s performance 1s accurate by increasing the priority and

=

el
ey OF ectlons talien no ansmnre data s acauracy, and (3) 0 Tmproe
soelosure 1o pab Ll evaluation reports on hiow craninens dete ruiia
institutions’ performance ratings. In addition, the regulator
acknowledge thatt the revicod requlations will increase examiner
responsibilities and may hereby require additional examlnation
rtechniques and resources.

REGULATOR: HAVE FREVIOUZLY

TRIED TO RENUCE UNCERTATINTY AND

THCONSTSTENCY
—————————————————————————————————————————————————————————— Chapter 3:1

The requlators have previously tried to address the challenges of
achieving greater certainty and congistency in compliance
examinations. Some of the difficulties that have hindered past
efforts will likely continue to challenge the regulators as they
implement the regulatory relorms. These difficulties have included
the subjectivity inherent in examiners' interpretation of vague CRA
standards, frequent shifts in the regulatory focus of examinations,
and differences in the levels of examiners' CRA compliance evaluation
experience and training. I'n addition, inadeguate information and
disclosure about institutions' CRA performance and the basis for
thelr ratings have contributed to concerns about examinatlon
consistency.

Although the revised CRA 1ogulations are more objective and
performance-based, examiners will have to continue Lo exercise
discretion in interpreting the CRA standards. Differences in levels
of examiner experience will also continue because of the recent
hiring of additicnal CRA examiners by some regulators over the past 2
years. Training will be particularly important during
implementation, as all CRA examiners will need comprehensive training
in rnew examination standards and procedures that requlators will be
issuing. Moreover, accurale and accessible data will continue to be
critical for effective results-based assessments. Finally,
examination consistency will be judged by the public through the
information on institutions' performance provided in the evaluation
reports. The success of the CRA regulatory reforms will ultimately
depend on how effectively these issues are addressed by regulators in
implementing the revised regulations.

EXAMINATTON GUIDANCE AND
TRAINING COULD ADDRESS

CAUSES OF INCONSISTENCY
———————————————————————————————————————————————————————— Chapter 3:1.1

The regulators stated in the revised regulations that they intend to
ensure consistency in assessments by providing more guidance in
minimizing unnecessary subjectivity, improving examiner training, and
increasing interagency coordination. ‘These goals are consistent with
the suggestions made by bankers and examiners in our case studles and
in public commuents to the proposed regulatlons before they were
finalized. Howsver, we also found that the regulators' previous
attempts to ensure consistency by revising their examlnation guidance
and training programs have not achieved consistent implementation.

We found from our case studies that inconsistency resulted in part
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from examiners having had consliderable discretion and assessing
institutions ditferently because they focused on different parts of
the examination guidance. These differences were particularly
evident in examiners' assessment of tactors that involved the most
discretion, such as the factors relating fo ascertainment of
community curzdit needs and development of marketing and advertising
progurams. o illustrate, one of the morve problematic factors has
been judging the reasonableness of institutions' delincation of their
service comumunities. Some bankers have been confused about how thoy
should define their service community because they recelved
conflicting divection from examiners. One banker sald that he was
told by one examiner not to include loan production offices in the
bank's delineated communilty, but the next examiner told him that the
offices =zhould be ancluded. Other bankers were asked by examiners Lo
change the size of their delineated communities and were confused
about whethcr the service avea delineation should be based on
definlitive geographic boumndaries, location of deposit faciulities, or
where the preponderance of loans were locatred.  Under the revised
regulations, examiners will spend less

reasonablene

s tinme assessing the
s oof an institubion's delineated service communlty.
However, examiners will conlinue to use discretion in debtermining
whether an inztitulion srbitrarily e
and moderate-income areas.

sludes areas, particularly low-

Both bankers and exaniners have cited frequent changes in the focus
of examinations as a reason for inconsistency. From the time CRA was
enacted in 1977 to 1989, there were not many changes in the way CRA
was implemented by the regulatorsz. However, during the period 1989
through 1992, the regulators issued several policy statements with
new guidance regarding CRA examinations.

Among other things, a Macvch 1989 statement focused examinations oo
the processes and eflorts needed by institutions for a
well-managed CRA program.

Guidelines issued in May 1990 focused on implementation of
requirements for public disclosure of CRA ratings, written
examiner evaluations of institutions' CRA performance, and
examiner use of a new four-tiered descriptive rating system
mandated by the Financial Institutions Reform, Recovery and
Enforcement Act (FIRREA).

A December 1991 policy statement established the need for
institutions to analyze the geographic distribution of their
lending patterns as a part of their CRA planning process.

In March 1992, in an effort to achlieve consistency in CRA
evaluations, the requlators provided guidance on the inclusion
of numerical data in public CRA evaluations, consistent with the
Federal Deposit Insurance Corporation Improvement Aclt (FDICIA).

Additional guidance provided in June 1992 shifted the focus of CRA
examinations to performance or results, rather than the
documentation of efforts. Despite the emphasis on performance
over efforts, however, the same 12 assessment factors, which
were largely process-oriented mixed with some lending measures,
continued to be used as tools for measuring performance.

Although the recent regulatory reforms will once again change the
focus of examinations, the comprehensiveness of the reform's detailed
review of the problems in CRA examinations and the overall agreement
to focus on performance should help to improve consistency and reduce
the need for major changes in the near future.

Ariother frequently cited reason for inconsistency in CRA examinations
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has been insufficient examiner experience and tralning. Some
community groups commented that there 1s not a sufficient level of
expertise within the regulatory community about what constitutes an
analysis of & community's credit needs, what constitutes 2 loan
program that would actually meet credit needs, how Cime-consuming an
analysis would be, and what bLs adeguate performance. Some bankers
Ao commented that examiners neod to anderstand how credit necds con
vary based on the chavracternistics of a specific community,
particularly herween urban and rural communities, and how
institutions moy mg community craedit nees and thenr CRA
obligations o differant woays.

The experience levels of the examiners have varied considerably among
reyulators. The Federal Reserve Board (FRB) has had a separate core
of CRA compliance examndners since 1979, while the Offlce of Thrift
Supervision (0T1%), the Federal Deposit lnsurance Corporation (FDLCT,
and the Office of the Comprroller of the Currency (OCC) established
such cores in 19089, 1990, and 1993, respectively. From 1992 to 1944,
FDIC significantly expanded its compliance examination staff to about
300 examiners.  From 1993 to 1994, OCC increased its examiner staff
dedicated to compliance examinations from 94 to approximately 170
examiners, while about 110 OCC examiners will continue to perform
both safety and soundness and compliance examinations. In addition,
] to 1993, OTS increased its separate compliance eramination

from 1991
staff from B2 ro 105 compliance examiners.

The amount of examiner training also has varied among vegulators and
by experience level--ranging trom none to advanced training specific
to CRA and the Home Mortgage Disclosure Act (HMDA). Even within
regulators, we were told that training availability differed by
region or district and that some regulators supplementad classroom

training through newsletters or self-study, computer-based courses.
Although most examiners in our case studies said they have had
instruction on CKRA assessments as part of general entry-level
training, many 2xaminers commented that much of thelr tralning was on
the job. Training needs that examiners identified included

additional training in the use of HMDA and census data;

regular seminars or refresher courses Lo provide updates and
guidance on regulatory changes;

more advanced training for experienced examiners;

more training on fair lending laws and new discrimination detection
techniques;

more focused training on skills such as data collection, computer
analysis, and reading property appraisals;

training with a focus on lenders' communities, safety and soundness
1ssues, and new examination technlgques;

regular conferences or seminars where new and experienced examiners
from different agencies can exchange information on examination
techniques and experiences; and

external training that includes perspectives of lenders' and

community groups.

The requlators have acknowledged that Craining is important to the
success of the reforms and have indicated thelr intention Lo work
together to improve examiner training. Some examiners told us that
they would welcome more interagency training, which could help
improve consistency among regulators. Past attempts to develop
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interajency training prograins have had mixed success.  Some
regulators explained that interagency trailning did not always meet
thelir different training needs because some regulators had examiners
strictly devored to CRA compliance exawminations, while others had
aminers perfornm both =satety and soundness and compliance

Lhations.  Fecently, FPEE's intervagency training hasz included the
spoclalized course on HMDA data analysis.  Generally, howsver, each
ol the requlators has developed its own core CRA examination training
programs.

The magnitude of the changses in the CRA reforms, as well as the
resulting increasce in exawminer responsibilities, c¢reated the need for
clear guldance and comprehensive training for all examiners
performing CRA exawminations and thereby lmplementing the revised CRA
regulations.  Conslatency in training would help to lwprove
cramlinalbion consistency among all requlators. Under the revised
requlations, examiners will have additional responsibilities in areas

i
auch as analyesing performancs information.  Fuarther, examiners will
have to make judgments ralalbing to various types of community
development lending and Lnvestment activities. Communlty groups have
sald these areas need better examiner understanding.

DATA ACCURACY  REMATHS A
PROLLEM
———————————————————————————————————————————————————————— Chapter 3:1.2

The recent shift to performance-based examinations should 1ncrease
the reliance on guantified data to assess institutions' performance.
lnaccurate data used by various affected parties may lead them to
inappropriate conclusions about an institution's CRA performance.
Bankers, regulators, and community groups interviewed in our case
studies identified concerns about data guality that resulted in
limiting the usefulness of some data collected. Some of the
requlators have also acknowledged data quality problems, particularly
with HMDA data, and have taken steps to improve the accuracy of HMDA
data. However, while examination guidelines include procedures to
assess HMDA data accuracy, they do not address the quality of other
kinds of data used to assess performance, like other lending data or
financial statistics. Moreover, the regulators do not have a uniform
policy on what actlions should be taken against institutions with poor
data quality, and they have not been consistent in the actions they
have taken to date.

C
i

Bank management 1s primarily responsible for ensuring that data
provided by the institution are accurate, and examiners are
responsible for verifying data accuracy during examinations. Bankers
and examiners in our case =tudies commented that some data problems
are due to unclear reporting requirements, difficulties in
determining correct geographic codes, incomplete data, and human and
technical errors. Among the four regulators, FRB has done the most
detailed analysis of HMDA data guality. From March 1993 to February
1994, the Federal Reserve District Banks participated in a survey to
determine the quality of HMDA data submitted by state member banks
for the year 1997 by cross checking each institution's HMDA Loan
Application Register with its 1992 HMDA data submission. This survey
confirmed FRB's long-standing concerns about HMDA data accuracy
during this time period. As a result, FRB required one out of every
five banks to resubmit its HMDA data for 1992. The most significant
errors found in these examinations involved the loan applicant's
reported income. Over half of all income-related errors were the
result of banks reporting income figures from unverified application
information. The other half consisted wostly of clerical errors.
FRB staff said these high crror rates ave because, 1n most
institutions, HMDA reporting is done by insufficiently trained
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clerks, with little review from more senlior management. FRB amended
the HMDA regulation (regulation C) in December 1994 to help improve
HMDA data quality by clarifying and simplifying the reporting
requirements.

OT3 offlcials said they have also taken action to address HMDA data
cuality problem:s. For 1992 data, the directors of OS5 voeglonal
offices sent lelbers of reprimand to institutions-with the worst data
quality. TFor 1993 data, rhe Financial Reporting Division sent
detailed logs of reporting accuracy and timeliness to the regional
compllance maradge For wuse in examinations.  1n oaddition, an O15
officlial noted that the requlators' interagency ezamination council,
through its HMDA Subcommittee, has made recommendations Lo lmprove
the examinaltion of data quality, which are likely Lo be reflected in
forthcoming rovised HMDA examinaticon procedures.

Poor HMDA data quality was mentioned in some of the examination
reports from onr case studies.  Some of these ingtitutions were
regquired to resubmit thelr data, while others were not. FRI3
officials stated that they generally require instirtutions with « 10
bercenlt or grealer error vate to resubmit their HMDA data. Other
regulators did not have a =specific policy on when resubmissions would
be reguired. The FRB also recently announced that the institutions
it supervises will be subiject to the same monitoring and enforcement
rules that are currently in place for other types of reports, such as
Call Reports.\1l Similarly, OTS stated in ifts comments Lo Lhis report
that it recently adopted guidelines for the assessment of civil money
penalties against institutions that submit late or inaccurate HMDA
data. Only FDIC has actually penalized institutions for not
submitting their HMDA data on time.\12 While these types of actions
taken by regulators have helped to increase HMDA data reliability for
the affected institutions, they do not ensure uniform or consistent
reliability across the industry.

Current compliance examination procedures include steps to check the
accuracy and completeness of HMDA data. Similar data guality checks
for any other data used to assess performance would, if effectively
implemented, help to ensure that data used in assessments are
accurate. For example, procedures could be established that require
examiners to check for data deficiencies during examinations.
However, some examiners told us they did not always have time to
complete the required procedures and such additional procedures may
increase examination time. Notwithstanding the possible issue of
timeliness, if data accuracy is not checked by the regulators during
examinations, it may not be viewed as important by the institutions.

\11l Such penalties would include civil money penalties for
institutions that repeatedly submit late, incomplete, illegible, or
inaccurate data.

\12 In June 1994, FDIC announced that it had fined six institutions
for late submissions of 1992 and 14993 HMDA data. The fines ranged
from $2,000 to $4,000. Tt also announced that other institutions may
have fines imposed for late or inaccurate reports as its review
process continues.

BETTER DISCLOSURE IN PUBLIC

EVALUATION REPORTS WOULD

ENHANCE TIHEIR CREDIBTLITY
———————————————————————————————————————————————————————— Chapter 3:1.73

The credibility of the revised CRA examinations will also depend upon
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the explanations provided in the public evaluation reports about how
ratings are determined.  Community groups cited thelr perception that
examiners were 1nconsistent and that the bases for ratings were
unclear from Uhe information provided in past evaluation reports.
They emphasicsd the duportance of the public evaluation reports,

because theso reports are Che groups' primary source of information

about inztitut tons' CRA poctormance, and they viewed Lroansparency
about dnstitutions' lending performance as the best form of
regulation. HMore specifically, they cited the need to provide more
information in the public evaluation reports about institutions'
actual lending performance including the data used Lo support
conclusions and <lear explanations about how an institution's
performance was assees lankers have also stated that they do not
always understand the baszes for their ratings. The requlators have
acknowledged that bankers and the public will learn what pected
urder the requbations and Judge whether emaminatlon conslstency has
improved on the basis of the rationale provided by the regulators on
how the revisoed regulatory standards have been applied to delermine

lnstitutions' allngs.

Although the revised CRA requlations included specific instructions
to institutions on what information must be included in the public
CRA files, they did not address the contents of the public evaluation
reports. We racognize that the regulators have taken steps to
include more performance data in public evaluation reports, as
required by FDTCIA.  However, we balieve the regulators can better
demonstrate thorr move towards performsnce-based CRA examinations by

designing and submitbing publ e CRA peports that establish a l
for the given evaluations supported by objective data analys.

and
indicators.  Some regulatory officials have indicated that they would

like to devel
interagenay

uniform interagency report format, but past
to develop uniform evaluatlion reports have not

succeeded.

INSUFEFICIENT RESOURCES TO
IMPLEMENT REVISED CRA
REGULATIONS COULD POSE A
PROBLIEM
—————————————————————————————————————————————————————————— Chapter 3:2

The regulatcrs have indicated in the revised regulations that
examiners will relieve some of the burden on institutions by assuming
greater responsibility for areas such as analyzing data collected.
FEven without the additional responsibilities under the current
system, some of the regulators have had difficulty meelting their goal
of conducting CRA examinations for all institutions at least once
every Z years. In addition, some examiners in our case studies told
us that they have not had sufficient time to complete all of thelr
responsibilities during examinations. They said that this generally
resulted in one of three outcomes: (1) the time needed to complete
examinations was lenathened; (2) rhe institutions were asked to
provide more information ov analyses; or (3) some activities, such as
comuunity needs, ware not

making communl by contacts Lo assess
completed.

The requlators have varied in rhe resources devoted to conducting CRA
examinations, as shown in chapter 1, table 1.2. Until 1993, the FRB
had the largest CRA examination force and the fewest number of
institutions to examine. Lt has generally been able to examine all
of its institutions within a 2-year time frame. FDIC has the largest
number of institutions and increased its CRA examination force by 75
percent from 1992 to 1993. FDIC, 0TS, and OCC have not been able to
examine all of their institutions within a 2-year time frame. OCC
does not anticipate beginning a 2-year examination schedule until
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1997, when it plans to have a sufficient number of trained examiners.

Also, examiners told us that they did not always have time to

complete all reqguired procedures or analyses. Some examiners
nentioned that, for various reasons, making community contact was notl
Always accomplished.  Examiners were generally encouraged to make
contacls during each examination but mald they often rvelied on
previously gathered information. Under the revised regulations, the

examiners' responsibilities for consulting community sources will be
increaszed. Another area in which examiners will be expectaed to do
more i3 the analysis of institutions' lending performance data. Our
case studles indicated that responsibilities in this avea were nof
always clear and were sometimes shifted back and forth between
institutions and examiner:.

¢

Arother related resourae jnoue involves the implementation of the
recently passed legislation, the Riegyle-Neal Interstate Banking and
Branching Efficiency Act of 1994, that may involve changes to CRA
e<aminations for institutions with interstate branches. The act
requires that an interstate institution's public CRA evaluation
report include a state-by-state summary evaluation of the CRA
performance for its branches in each state. In addition, the report
is also to include an evaluation of a bank's performance within a
multistate metropolitan area where the banks have branches in two or
more states within the area. The requlators are not certain 1f they
would be reguired to review all of an institution's branches at the
same time to complete the CRA examination. If so, the resource
requirements could be problematic for examining large institutions
located in many states with many branches. The regulators have not
yet fully implemented the provisions of the act but saild they arve
considering their potential implications as they develop examination
procedures for the revised CRA regulations.

To address their CRA responsibilities, the requlators, for the most
part, have increased the number of CRA compliance examiners in the
last 2 years. They have fewer institutions to examine due to
mergers, acquisitions, failures, or other industry consolidation.
Moreover, some of the regulators have begun testing new procedures to
streamline CRA examinations and reduce examination time. While the
revised CRA regulations have a goal to reduce bankers' regulatory
burden, they will also clearly increase examiners’' responsibllities.
Currently, it is difficult to determine exactly what resources will
be needed and how the regulators' current resources will change over
the next 2 fiscal years. Therefore, the regulators will need to
closely monitor implementation of the revised regulations and
determine if further actions are needed to ensure that examiners can
meet their responsibilities within the appropriate time frames. If
regulatory efforts are not successful, examiners may be faced with
the situation of not performing necessary data analyses or shifting
the responsibility for conducting such analyses back to institutions.
Such examiner behavior could reduce CRA examination guality or
increase institutions' reqgulatory burden.

FDIC, OCC, and O1S officials believe that efficiencies will be gained
by both bankers and regulators in implementing the revised regulation
through, among other things, the elimination of process oriented
factors and use of more sophisticated software in examinations. They
believe that such efficiencies, in the long run, may actually reduce
the overall time needed for CRA examinations. FRB, on the other
hand, suggested that the regulators' costs may increase in assessing
CRA compliance under the revised regulations.

CONCLUSIONS
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The success of the newly adopted CRA reforms will likely be judged
largely by whether the raqulators can address lLingering concerns

about the certainty and consistenny ol CRA aminations. The
pegulators bave hacd dirteoa i Inowecl dng these chal lomges o the
past . Some of the chal benges will Likely continue as the regulatonrs

L lement Che Lovis aminers' use of

dizcretion, differe

CREA cegqulatiens=-— analuding e
500 exaniner experience and training, data
aquality, ratings justilications provided in publlic evaluatlon
reports, and regulatory resource Limitations The regulators have
indicated in the revised regulations that they intend to work
together on improving examination guidance and training to ensure
that examiner: consisztently interpret and apply the new CRA
standards. In addition, sxaminers cannob adequately conduct
performance-based evalual ions withoult accurate data.  Long-standing
concerns about Jdata qual ity will Likely be reduced only 1f the
requlators ident £y and ensnre that the institutions correct
inadequates data for fubure CRA examinations.  Examlnatlion consistency
will ultimately be Jjudgod by the information and explanations
provided in public evalustion reports on how performance ratings have
been detevmined. Finally, by closely monitoring thelr resource needs
and their ability to accommodats their increased CRA

responsibilitiews, the regulators may be better able to ensure that
the requircments of the revised CRA regulatlions will be met.

RECOMMENDAT TOMS

We vecommand Fhat thoe feeads of FRE, FDIC, OCC, and 075 work Logether
to Lake the following actions ro betber ensure the effecrive
stency of CRA

Lmplementation of the revised regulations and cons
aminations:

Develop or revise regulatory guidance and training programs by
clarifying how examiners should interpret the performance
standards, and require that all examiners receive comprehensive
training necessary to implement the new regulations.

Inprove data accuracy by (1) requiring examiners to assess the
accuracy of data used in performance evaluations and (2)
developing a uniform policy on whal actions will be taken
against institutions with poor data guality.

Improve disclosures in publicly avallable evaluation reports by
clearly presenting performance information and the rationale
used to assess institutions' performance against the revised
performance-based examination standards.

Assess agency resources and examination techniques to determine
what resources and techniques are needed to meet the
requirements of the revised CRA regulations.

AGENCY COMMENTS AND OUR
EVALUATION
—————————————————————————————————————————————————————————— Chapter 3:5

Generally, agency officials agreed with our report message and
recommendations to help ensure effective implementation of the
revised CRA regulations. [FDIC commented that while 1t agrees that
examination consistency is a major priority for the regulators, which
it is pursuing through enhanced interagency training, examiner
judgment is still critical to lmplementation of the revised
reqgulations as each community and each institution has unique
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characteristics that must be considered. OT3 commented that although
the revised regulations still call for examiner judgment, they
provide for reasoned conclusions to be drawn from objective data
under a clearer set of performance standavds. FRE acknowledged that
one of the biggest challenges faced by the agenciles 1n the
implementation of CRA 1s the ongoing challenge to achieve the
appropriate balance between deslre 2rtainty and the need for
flexibility in jmplenentation to reflect unigue community banking
clrounstances.

With regard to res

ource neds for the regulators Lo implement the
revised regulations, FDTC, 0CC, and OTS suggested that the revised
regulations should reduce the overall time devoted to CRA evaluations
in the long run due to the elimination of process orlented factors,
coupled with use of enhanced, more sophisticated software that they
are currently introducing. OTS also suggested that the small bank
and strategic plan options may further reduce examinatlon resource
requirements. FRE, on the other hand, has publicly recognized in itz
impact analys off the revised regulations that lmplementation of he
regulations may increase regulators' costs in asseszaing CRA
compliance.\13

FRB and OTS5 responded to our recommendations by describing what they
are doing or pluan to do. eome of the actions include revised
quidance and initiation ol training programs (which covers
interagency training begun in September 1995), measures to improve
data accuracy, better supported conclusions in public CKA
evaluations, and monitoring of compliance examination resources. LN
its efforts to improve data accuracy, FRB commented that 1t 1s
establishing enforcement mechanisms. Tn addition, FDIC and OCC
acknowledged that interagency training and other efforts would
further regulators' plans Lo improve disclosures in public CRA
evaluation reports by developing uniform and accurate CRA performance
evaluations and emphasizing the need to fully support related
conclusions. These actions, if elfectively implemented, should be
helpful in enabling the reqgulators to fulfill the intent of our
recommendations.

\13 "Final Regulator Impach Analysis of Proposed CRA Regulations,’
Glenn Canner, Division of Research and &Statistics, Board of Governors
of the Federal Reserve System, April 13, 1995.

VARIOUS INITIATIVES HAVE ADDRESSED
PARRIERS TO LENDING IN LOW- AND
MODERATE-TNCOME AREAS

Many public and private sector efforts have reduced various barriers
to community lending in low- and moderate-income areas. Through
individual activities and cooperative efforts, Institutions and
community groups have used the flexibility of the CRA statute and
addressed important cost-related barriers and market impediments to
enhance comuunity lending opportunities. While we did not assess
individual initiatives as a part of this review, we present examples
that bankers, regulators, and community groups we contacted
considered to be successtul techniques in helping to lower costs and
risks for institutions participating in community development lending
strategies. 'The secondary mortgage markets have also taken steps to
broaden opportunities for institutions to sell community loans on
those markets. In addition to bankers calling for certain compliance
incentives, local, state, and federal governments have provided
incdentives for lending in low- and moderate-income communities.
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\14 An amount of capital held back from investment by a bank
considered to be adequate to cover estimated losses in the loan
portfolio.

V15 Report to Lhe Congress on Community Development Lending by
Depository Inalairutions, Lhe Board of Governors of the Poferral
Rescerve Syatem, (Washington, DO Ocr. 1993) .

TRAMSACTTON COSTS CAN CREATE
A BARRTER TO COMMUNTTY
LENDING

———————————————————————————————————————————————————————— Chapter 4:1.2

Nosigniticant oc element in any type of lending by an institution
is the cost of originating, processing, and
known as lransaction costs.  ‘Transaction

servicing loans, also
rise and foall with the
volume of lending. They include, among other costs, axpenses relaled
to evaluating an applicant's credit history and ability ro pay oft
the debt as scheduled; obtaining appraizals and sovveys oF propertlos

offaered as collateral; and processing loan payments, including
monlitoring borrowers who have Fallen behind on their payments. The
amount of time and effort expended on Lhese activiltlies may vary
considerably from loan to lLoan, depending upon the Lype and
complexity of the loan and characteristics of the borvower.
Generally, the larger the loan amount and the smaller the transaction
costs, the more profitable the loan feor the institution. More
specifically, since transaction costs do not usually rise in
proportion to the loan amount, larger loans are generally more
profitable.

According to bankers we interviewed, community loans are less
profitable for institutions than many other types of loans because
the loan amounts are relatively low, while loan transaction costs are
relatively high. High transaction costs may be due to greater time
and care required to qualify borrowers for loans by gathering
additional information to help better identify the lender's credit
risk. According to a banker from a medium-sized Texas bank, loans Lo
low- and moderate-income individuals are not profitable because their
small size nets a low return to the bank's fixed costs.

REGULATORY SAFETY AND

SOUNDNESS POLICIES CAN BE A

BARRIER TO COMMUNITY LENDING
———————————————————————————————————————————————————————— Chapter 4:1.3

One of the perceived issues surrounding CRA is whether community
lending reduces an institution's safety and soundness. There are
those who believe that CRA requlations encourage "high loan-to-value
ratio" mortgage loans\16 in local communities, which could also lead
to incurring greater risk. According to some bankers we interviewed,
community lending has added costs resulting from loss reserves
required by safety and soundness examiners. Both bankers and
community groups have said that safety and soundness examiners do not
understand many of the technigques institutions use to reduce credit
risk of community loans--such as, for example, the "layering of loans
with state and city financing."\17 As a result, they require
institutions to set aside loan loss reserves that bankers, community
groups, and even compliance examiners may view as unnecessary. Two
examples illustrate noted concerns about the perceived problenm
pertaining to safety and soundness.

The Chairman of the California League of Savings Institutions
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