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MEMORANDUIV 
Comptroller of the Currency 
Administrator of National Banks 

Washington, DC 20219 

To: l^ick Carnell 
Saraii loosen 

cc: 

From: 

Date: 

Subject: 

Michael Barr 

Cliris Lewis^ 

December 28, 1998 

CRA Piolest Data 

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

i f you should have any questions, I will return to the office on Tuesday January 5, 1999. I can be 

reached at 874-8607. 



TO: Gene Sperling 
FROM: Lisa Green 
DATE: April 21, 1999 
RE: CRA Meeting w/ External Groups for April 22, 1999 

Location: 

Purpose: 

Others 
Presenters: 

Format: 

Audience: 

Theme: 

OEOB, Room 180 

The purpose of tomorrow's meeting is to communicate the Administration's 
stiategy and action plan for safeguarding the Community Reinvestment Act. The 
meeting is an opportunity to exchange information with many ofthe 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. 

Infonnal roundtable. 5-10 minute overview by each presenter. Dialogue with the 
groups 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 ofthe invited groups are urging continuing 
support for the preservation of CRA. 

Many ofthe groups oppose the following three legislative provisions that would 

severely weaken CRA: 

Opposition to CRA Provisions in the Senate Version of the Financial Services 

Modemization 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. 

Attachments 
List of Invitees 
Talking Points 
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 concem 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 ISO 

• This Administration strongly supports CRA. We've worked very hard to botli streamline and 
strengthen the Community Reinvestment Act. CRA has been on the books for more than 20 
years but 95% ofall the fmancial commitments made under the law have been made since 1993, 
under this Administration. That's more than $\ trillion in long-tenn commitments to invest in 
people. 

• I he President is committed to preserving exisling CRA as we know it and not as proposed 
by the Senate. A veto threat was issued by the Presidenl in Marcii in opposition to the Senate 
bill developed by Chairman Gramm. 'fhe bill reported out by the Senate would 1) undemiine the 
relevance of CRA because il increases leeway for afliliations 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 institilutions 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 Modemization Act, President 
Clinton staled " In its current form, the bill would undermine the effectiveness ofthe 
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 ofthe 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 

• This Administration strongly supports CRA. We'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% ofall 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. 

. The President is committed to preserving existing CRA as we know it and not as proposed 
by the Senate. A veto threat was issued by tiic Piesident in March in opposition to the Senate 
bill developed by Chairman Gramm. The bill reported out by the Senate would 1) undennine 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 
fmancial institutions by creating a safe harbor for institilutions 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 Daschel and Senator Sarbanes 
to support their alternatives to Gramm's proposals. The Daschel and Sarbanes legislafive 
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 successfiil 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. 



Neighborhood 
Reinvestment 
Corporation 

1325 G Su-eet. NW, Suite 800 
Wiishington, DC 20005 

Tel (202) 376-2400 
Fax (202) 376-2600 
hltp://w WW.nw.org 

lielghborWoHu* 

December 14, 1998 

Hie Honorable Ellen Seidman 
Direclor 
Office of Thnft Supervision 
1700 G Street NW, Fifth Floor 
Washington DC 20552 

Dear Ellen: 

In response to your questions regarding the growth in NeighborWorks® organizations 
investments and changes in the Community Reinvestment Act regulations I have prepared the 
attached chart. I'm workmg on some altemative (graphic) ways to present the formation for the 
non-table-oriented reader. 

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

Investment by insurance companies in Neighborhood Housing Services of Amenca, Inc. (NHSA) 
has been over a 20-year period. Clearly in the early days it was small — measured SI 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 is 
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, 

George Knight 

Enclosure 

,xc: Sonja White w/enclosure 
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Hoard of Directurs 

Laurence H. Meyer, Chuirman 
Member. Board of Governors 
I'ecleral Reserve Sy';lem 

[illen Seidman. Vice Chiimum 
Direclor. Olfice ol 
Thrift Supervision 

Andrew C. Hove, Jr. 
Vice Chairman, Federal Deposit 
Insurance Corporalion 

Andrew Cuomo 
Secretary of Housing 
and Urban Development 

Norman B. D'Amours 
Chairman, National Crcdil 
Union Administration 

Julie L. Williams 
Actmg Comptroller of the Currency 



Neighborhood Housing Services of America Inc. 
Insurance Participant In NHSA Secondary Market Loan Products 

INVESTOR Total Notes 

State Farm $56.2 M 
Allstate $35.5 M 
Prudential $17.5 M 
USAA* $17.0 M 
Nationwide* $10.4 M 
Equitable $10.0 M 
Metropolitan $5.0 M 
Aetna $4.0 M 
Mutual Benefit Life $1.0 M 
Wausau $0.5 M 

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

j;\research\misc\misc\lnsurance.xls 

Neighborhood Reinvestment 
Research Department 

December 4, 1998 



NeighborWorks* Organizations 
Direct Investment from 1991 - 1998 

All NWOs Reporting 

Total Investment 

NWO Investment 

Other Investment 

Conventional 

1991 1992 1993 1994 1995 1996 1997 1998 

All NWOs Reporting 

Total Investment 

NWO Investment 

Other Investment 

Conventional 

157 
$111,438,294 

$21,371,556 

$90,066,738 

$35,041,741 

160 
$200,180,337 

$28,720,993 

$171,459,344 

$54,686,290 

168 
$212,568,581 

$29,290,510 

$183,278,071 

$72,459,876 

165 
$268,382,531 

$33,229,659 

$235,152,872 

$119,033,528 

168 
$357,557,709 

$30,444,655 

$327,113,054 

$190,668,298 

173 
$420,091,819 

$32,707,293 

$387,384,526 

$232,217,998 

169 
$550,288,627 

$64,811,411 

$485,477,216 

$298,458,561 

175 
$819,287,487 

$79,127,241 

$740,160,246 

$446,572,303 

CRA History 
Old C R ^ P y j g j Revised Mandatory Mandatory 

k • 
CRA History < ^ ^ gn,all Banlts 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: Neighbortiood Reinvestrr>ent Quarterly Reports from 1991 to 1998 
All yearly data refers lo tfie fiscal year of October 1 to September 30. 
The Research Department started collecting quarterly data In January, 1991 (2nd quarter) Therefore, the 1991 figures above include three actual quarters and one estimated quarter 

j \reseafch\budget99/need»/CT«_direa 

Nelghboftwod Reinvestinent 
December 9, 1998 



Office of the Comptroller of the Currency 

Volume and Average Processing Times 
For Non-Protested and Protested Applications 

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

Type of 
Application 

Covered 
by CRA 

Volume of 
Applications 
Decided 

Average 
Processing 
Time 

Number of 
Applications with 
CRA Comments 
to OCC 

Average 
Processing Time 
for Protested 
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 1 70 days 
Relocation YES 203 31 days 0 -

Total Applications 
Covered by CRA 2111 

New Federal 
Branch or Agency 

NO 1 25 days 0 -

Operating 
Subsidiary 

NO 134 80 days 1 76 days 

Change in Bank 
Control 

NO 12 75 days 1 50 days 

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. 



Office of the Comptroller of the Currency 

Listing of Protested Applications 
Decided 1/1/98-12/14/98 

Type of Filing 
Name of Bank 

Date 
Received 

Date 
Decided 

Number of 
Days to 
Process 

Asset Size of 
Applicant 

(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 aller an investment initiative was signed by FirstMerit. 

1 



Office of the Comptroller of the Currency 

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

Reason for 
Removing 

Number 
Removed 

CRA Protests 4 

Other CRA Issues 9 

Supervisory including 
Y2K 

20 

Legal Issues 10 

Competitive Issues 6 

Fair Lending Issues 2 

National Historic 
Preservation Issues 

2 

TOTAL 
APPLICATIONS 
REMOVED FROM 
EXPEDITED REVIEW 

53 

Source: Bank Organization and Structure 



S8966 L 
H b b I b t C Y I - INHN I N b l 

was done by the committee in bringing 
chl8 matter to the Senate noor_ 

I a.̂ aln, thank: CbiLlrinan P AjfATO 
for' his ski'llf\U work in developing the 
leglBlfttlon to this point and briogrlnp It 
to the floor of t:he Senate. 

/ Mr. President, I yield the floor. 
^ Mr GRAMM addressed the Chair. 

Tlie PRESIDING OFFICEB. The Sen­
ator from. Texas. . . . . „ ^ 

ja,-Mr.vGBAMM. Mr.l PreBldent. let me 
'add my'voice to "those who hava con-
Ki^tulated Senator D'AMATO and Sen-
tt^r SABSANza for thla hill- I beUeve 
we have put togethef a good bUl. I 
think i t IB a dramatic improvement 
over the House bill. It does, for the 
first time, in an effecUve manner besln 
to look at capital requirements, and 
Bofety and soundnesB, and. In doln^ so, 
It will dramatically improve the Qual­
ity and regulation of credit unions aU 
over the country.•I.tbUrk thoae who are 
part of the credit union movemant 

people to know that their depoB-
ItB ars Bafe, sound. Insured regulated 
and protected In the savera' l^tereot. 

Second, the bill, for the flrtjt Ume, 
befflns to put appropriate llnjita on Gie 
^ a n t of buElneaa loans that credit 
unlomi can make. There^are those who 
beUeve. and I happen to be one of t^em 
that credit unions were chartered to 
provide conunmer credit-to th«l^i?«»; 
bera aa part of a cooperative effort;. A 
5«mati rmovement of crtdit .uDiouB 
into, commercUl lending T^oj^* J^lf; 
cumvoat the whole intent, pf the credit 
union movement,, and in my opinion. It 
would be- a negative factor on. the 
oroeresa of the credit union movement. 
^ ^ \ m . . w e . . f o r the fl«t time « t 
Umita on the amount of credit union 
.assets that can so into commercial 

. loans. That la a very positive step. 
We deal with.the common iwnd issue. 

4nd we oeCUe once and.for Oie Prt?; 
ciple that every American ought to 
^ 1 1 t ^ r l f r h t to join a credit union-

any credit union-bu5Join »• ««dlt -
union within an appropriate fleld of 
membership. It my af * 
that we achieve thlfl .with thla bUl, that 
i t ehoald be poaaible' for. «verT A m ^ 
ican citizen to find an appropriate field 
of membership by .which he or i^e can 
associate with others, and have the op­
portunity to join a credit union. a n T » 
iSl iate with that credit onion If they 

"^Se'^'aJe"!^ positive things about 
this bUL I am a stro°8^6upporter of ^e 
b l ^ I intend to vot« for thJ* blU. but 
there is one provision in thfi blU to 
which I am v«ry 8trong;ly opposed-

this hill, for thfl first time ever, we 
begin to have the ^ede"! <3ov«tmeW 
diAct credit unions as to how they will 
use their members' money. tMa bill 
for the first time ever, we begin the 
S ,̂cess of telUng.credit ' f lonf l ^ t 
?he government is goinjf .to aUocato 
some of a credit union's resources to 
promote a "pubUc purpose, even 
though i t may not be the purpose of 
credit'union members. I beUevc that 
TiQt only Is this very bad and dangerous 

- • pubUc JoUcy, but I think the.loglc of i t 

Is totally inappUcable to credit unions 
and the credit union movement. 

The name—it Is a wonderful sounding 
name for a program that has nothing 
to do with any one word in the name-
Is Community Reinvestment Act. In 
thlB blU, for the first time ever, we 
apply in three different ways this Fed­
eral mandate and credit allocation to 
credit unions. 

Let me explain why. despite aU the 
arguments yott can mate.^n the merits 
or demerite of • the Community Eetn-
veatment Act, why It does not belong 
o n t h l s b U L „ , 

Credit unions are voluntary, pnvate 
aaaoclationa. They are nonprofit orga­
nizations. They are tax-exempt organl-
zaUons. They represent a ooUectlve ef­
fort of members, to pool, their savings 
with a common objective. .They pool 
their, savings and they lend to each 
other, the members of the credit union. 
In doing so, they perform* cooperative 
credit, function.. In many cases, they 

• provide credit that would, not be avail­
able, certslnly at rsitea that would not 
be available; In many cases, to the con-
8umer< ^ ... . 

They are not in the business of pro-
.motlag any broads general vpurpoBos, 
Buch as the general welfare pf the coun­
try or the-communlty. They are small, 
private aaaodations that lire organized 
for the purpoBc: of promottnE the wel-
laxd of their, members. The whole pnr-
poee la.to-pool nlokels, dimes and dol­
lars .to' Duild a caah base that can be 
lent to me'mbertf .ftir-thlngB 'snch^as 
buying a new car or new truck, buying 
a, new tractor. . ' " . . . . ,„ . 

The objective of the cr«idlt union is 
to promote the Interest of credit union 
membec»- l t 18 not a for-proflt orgsnl-
zation. and there is no logia to apply-
inir to- I t a provision of Uw where the 
Sovernment addfl an addlUomil man­
date that the credit unions should di­
rect liie . money of .those memberB to 
support some end: other than the weU-
being of the people who put up the 
money in the flr«t iplaca. ' „H T 

Let ma explain how this works, and I 
want to read you- some 
my mind, ahocldng language—tSAt nas 
been included in this' bUl In the House, 
and language th i t I beUevc ehould be 

"removed. imovec . _ 
In the bUl. the House has set up t h ^ 

requirement for a Fedeitd mandate and 
capital allocatton that goes by the 
name of community reinvestment, i 
wUl talk .In a moment aa to why this 
orovlBlon haa nothing to do t»lth com­
munity or reinvestment.. 
• This bill mandates that credit unions 
conform to this .Pederel capital l o c a ­
tion. Here is how It la deflned, and here 
la baalcally how It.works: „ „ , 

In three different places, we have a 
reference to i t in the bill. The.Orst way 
that the bill would meaaure whether a 
credit union is complying with this 
Federal mandate aUocating their mem­
bers' hard-earned money is on page 58 
in new section !115. In subsection (bi. i t 
is set out that credit unions.have to 
comply with this community reinvest-

ment. and that in doing s o - w i l l be 
regulkrly evaluated by the Federal 
Go^^mment. and their ^^^^ '^^^ '^^X 
looked at to see tf the credit union is 
"provlding--I want you to remember. 
that 13 " ing" - " . - . r^ ' '^^ ' .^^ ndl" 
able credit union services to Indi­
viduals of modest means . . vrithln 
the field of membership of the credit 

^ ' ' o t h e r words. In this section the 
Federal Government will evaluate 
whether or not this credit union, in 
making loans. In allocating the oney 
of thepeople Who have joined the cred­
i t vmion. is providing affordabl'. serv-
icBs-and I don't know how you deQne 
"affordable." I think I know how you 
deoae "providing:" you test whether 
they are actuaUy doing It. «>lthough I 
could imagine some ^ ^ ^ / ' ^ . f j f 
and Intrusive «nethods of testing that 
the regulators'might conjure up. But 
the test of "providing"; can be a very 
rigorouB teat, since the st^*^^"'^^^ 
whether the credit union Is offering Its 
services; I t la not whether they are try­
ing to do i t . They are required to do i t . 
They are to be "providing"—you are 
evaluating whether they are "• • - Pro­
viding affordable, credit union servioes 
to. all Indivldualfl of modest means . . . 
within the lleld;.or memberahlp of the 

credit union..". : \ ^ - ^AIH 
You need",to ,understand, field ot 

membership and memberohlp^ are two 
dlireEent.thlng»-,A credlt.unlon consid­
ers. Itsair.aucceasfDl.lf i t Is.ahle to 
about .:20" percent pf-.the I»<>P\« 
could join liiiie credit unlon .to Join It 
So that inVany-field of membership 

• nohnally about 'BO.perccnfc of the peopli 
In the fleld of membership who were in 
vitedto Join the credit union, who wer 
invited .to .put.up. their money, sal. 
"1̂ 0 I don't want to ipln your credi 
union; I.don't want to put my mone 
mto yonr credit union," But the flrs 
provision of thU bill ^lulrea .that 
credit union, to comply with this lâ  
on Federally mandated, capital aUoct 
Uon. must bo - - providing affor. 
able"—and where are. t h ^ terms d< 
nned? Nowhere-"credlt union servl« 
to all Individuals pf modest means . . 
within the ileld of membership.'' 

I do not beUeve we ought to i 
jiiEClng credit union membeia. who p> 
oo their own money, to provide ser 
icM to oeoplo that had an opportunl 
ioioln the credit union but decided n 

. S iobi^t . I think ,that violates t 
whole Bplrlt of the credit union mo 
ment l«cau» a credit union ^ a co 
S v e . and if .you want credit u ^ 
^ o e i . you Join the credit uhlo^ J , 
participate in putting up the capl 
^ y M apply for loans or servi-
from the credit union. j„ 

second evaluation haa to do w 
community credit unions. And ^ 
are credit unions that BSrye sn ent 
community. Thla second Provision 
5u£es that .credit unions are "m 
^g"_not trying to meet-and, pi* 
note, the law does not say that 
"Offer" servicea, that you offer alli 
able" services, whatever that mean-



AMENDMENT NO. Calendar No.588 

Puipose: To provide for the modemization of financial services legislation. 

IN THE SENATE OF THE UNITED STATES-105th Cong., 2d. Sess. 

H.R.IO 

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: 

1 At the end of the bill add the following: 

2 "SEC. . MEANINGFUL EXAMINATIONS FOR COMPLIANCE WITH THE COMMUNITY 

3 REINVESTMENT ACT OF 1977. 

4 "Notwithstanding any other provision of law, any institution achieving a rating 

5 of 'satisfactory record of meeting community credit needs', or better, at the most 

6 recent examination of such instimtion pursuant to the Community Reinvestment Act 

7 of 1977 shall be deemed for all purposes to be in adequate compliance with the 

8 provisions of the Community Reinvestment Act of 1977 until the completion of a 

9 subsequent regularly scheduled examination pursuant to the Community Reinvestment 



1 Act of 1977. 

2 "SEC. . FAIR NOTICE OF CRA EXAMINATION. 

3 "The Community Reinvestment Act of 1977 is amended by inserting the 

4 following new section: 

5 " "SEC. 806A. FAIR NOTICE OF EXAMINATION. 

6 " "Each appropriate Federal financial supervisory agency shall promulgate 

7 regulations ensuring the fair public notice of the schedule of examinations of regulated 

8 financial institutions pursuant to the Community Reinvestment Act of 1977.".". 

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

10 "and for which the Board has not determined within 60 days after such bank holding 

11 company has filed with the Board the declaration described in subsection (b)(1)(C) 

12 that such bank holding company is not in satisfactory compliance with the provisions 

13 of the Community Reinvestment Act of 1977". 

14 On page 300, strike lines 14 through 19; on line 20 strike "(D)" and insert in 

15 lieu thereof "(C)"; and on line 24 strike "through (C)" and insert in lieu thereof "and 

16 (B)". 

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

18 On page 315, line 24, strike "(C), or" and insert in lieu thereof "or (C)"; and 

19 on page 316, line 1, strike "(D)". 

20 On page 316, strike lines 12 through 17. 

21 On page 317, line 16, strike "(D)" and insert in lieu thereof "(C)". 



1 Beginning on page 378, line 24, strike all through page 379, line 2, and insert 

2 in lieu thereof "and well managed;". 

3 On page 379, strike lines 5 through 8 and insert in lieu thereof "managed; 

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

5 "(3)". 

6 On page 381, strike lines 5 through 25 and insert in lieu thereof "Act.".". 

7 On page 408, strike lines 10 through 17 and insert in lieu thereof "contained 

8 therein.".". 

9 On page 414, strike lines 13 through 20. 

10 At the end of the bill add the following new section: 

11 "SEC. . ANTI-EXTORTION AND ANTI-BRIBERY PROVISIONS. 

12 "(a) PROHIBITION OF EXTORTION AND BRIBERY.—Notwithstanding any other 

13 provision of law, no regulated financial institution, as defined in section 803 of the 

14 Community Reinvestment Act of 1977, or any officer, director, or representative 

15 thereof, and no company, business, institution, or other entity affiliated with or 

16 controlled by any such regulated financial institution, or any officer director, or 

17 representative thereof, 

18 "(1) may make any grant of money, financial contribution, donation, or 

19 payment (other than a loan) to any person not employed by such regulated 

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

21 regulated financial institution, or 



1 "(2) may establish any quota or set aside with respect to employment, 

2 sales, purchases, or other business activities (other than loans) 

3 in connection with or in response to any review, evaluation, or examination of the 

4 compliance of such regulated financial institution with the provisions of the 

5 Community Reinvestment Act of 1977 with the intent or purpose to motivate, 

6 encourage, or otherwise influence any person to provide or to refrain from providing 

7 information to any federal banking agency regarding the compliance of such regulated 

8 financial institution with the provisions of the Community Reinvestment Act of 1977, 

9 or to affect the content of any information that may be so provided. 

10 "(b) PENALTIES.—Any person who conducts any activity prohibited in 

11 subsection (a) shall be fined not more than $1 million or imprisoned for not to exceed 

12 1 year, or both, for each violation, and any person who knowingly receives or solicits 

13 any grant of money, financial contribution, donation, or payment (other than a loan) 

14 prohibited in subsection (a)(1) shall be fined not more than $1 million or imprisoned 

15 for not to exceed 1 year, or both, for each violation, and shall be required to remit 

16 to the Treasury the amounts of any activities prohibited in subsection (a).". 
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inclusion of these fimds in an emergency supplemental appropriation. Moreover, the Committee 
intends to exercise its oversight responsibilities to examine careMly the use of previous 
appropriations to the Palestinian Authority and examine the wisdom of any fiirther transfer of 
taxpayer funds to the Palestinian Authority. 

yrinancifll Rfgnlatnrv Relief and Economic EfnciengV Act qf 

The Committee will continue this year the process of regulatory refomi and reUef for our 
financial institutions and then customers. On February 11, 1999. the Committee ordered reported 
the Financial Regulatory Relief and Economic Efficiency Act of 1999. One ofthe provisions of this 
legislation 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 
federal revenues (due to lower payments into the budget from the Federal Reserve) of $214 milhon 
in FY2000, and a five-year reduction in revenues of $661 million. On the olher 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 shifting funds elsewhere, decreasing the abihty ofthe Federal Reserve 
to conduct monetary poUcy. For that reason, this provision has the support ofthe Federal Reserve 
Board and was reported out ofthe Committee without objection. We request that this change m law 
be accommodated in the budget resolution. 

gpcurities Refulatorv Reform 

An ongoing concem of lhe Banking Committee is the large degree to which the fees collected 
bv the SeLities and Exchange Commission surpass the funding needed to operate the agency. In 
I at^^P^o educe this diiarity. provisions derigned to phase in lower tr ŝactions fees were 
Xr^SeNahonalSecuritiesMarketsImprovementActofl996. Nonetheless, desprte these 
^ !rti.^r«Teante fee revenue has continued to outstrip the fimding needs ofthe agency For 
I x W e ^ t S l fe^^^^^^^ agency in Lalyear 1998 was $1.78 biUion. wMe 

IB fell FY. 200O budget request of $360.8 mJlion. ,TU«e feK o effly^ . J, 

Anom. priority of ttaCo^ttee i . me eo^^^^^ 

repUatoty reUef to the securities mdustty si.d its ' ' ' ^ ^ . J ^ ^ ^ T ^ ^ ^ ^ Chang" 
'af^^oS^onedKation.! S^uriti" MaAets ta^o^^^^^ ^o»>dw=* laid in 

NSMIA and embark upon a new etion TO upua 
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economic efficiency with which oui country's securities markets operate. Even though the 
budgetary impact ofeach of these changes is hkely to be small, their cumulative beneficial effect on 
the overall economy could be substantial over time. 

"Wliile the Committee on Agriculture, Nutrition and Forestry has origioal jurisdiction over 
the Commodity Futures Trading Commission (CFTC), the Banking Conmiittee beUeves that the 
proposals to institute new CFTC fees have the potential to distort the allocation of capital between 
the commodities and securities maikets and urges the Budget Committee to reject such proposals. 

f nhlic Utility Holdin? Company Act of 1999 

On February 11,1999. the Committee ordered reported the bill S. 313, the "Pubhc Utihty 
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 tiie direct budgetary impact from enactment of S. 313 and related provisions is 
expected to be small, tiie General Accounting Office projects that the federal govemment, as the 
largest electric consumer in the countiy. could save hundreds of milhons of dollars per year m the 
future as competition lowers retail electricity prices (GAO/RCED-97-244 September 30. 1997). 

f[piising anri rnniTTipnitv Development 

The Committee notes favorably tiie passage of two major housing reforai bUls in tiie 105th 
Congress The Multifamily Assisted Housing Reform and Affordability Act ( M A H R A A ) and the 
Ouahty Housing and Work Responsibihty Act (QHWRA) were passed by tiie Banking Committee 
andSopted in tiie Fiscal Year 1998 and Fiscal .Year 1999 VA-HUD Îndcpendent Agencies 
Appropriations Acts, respectively. 

Oversight of the Department of Housing and Urban Devebpmcnt (Department) is a priority 
for the c l n i ? ^ e . THe CoLnittee continues diligent oversi^t of HUD's ^̂ "̂̂ ^̂ ^̂ ^̂ ^̂ ^̂ ^̂ ^̂  
tiie Department begins implementation of tiie Section 8 multifamily program refoims cstabhsbed 
by ; S ^ l ^ e ^ b l i c housing refoims established by QHWRA, and will ensure that 
Congressional intent is honored. 

MAHRAAix5foimsknownas''matk-to-market'\shouldbefimyimplemente^ 

will result. 

Puhlie housutg teforms comaiued in QHWRA should also be Mly implemented by Kscal 



MAR.-09'99(TUE) 12:05 SENATE BANKING-MINUKIH I L L ; / U / /^wuou >. uuu 

Year 2000. Such reforms will result eventually in increased operating efficiencies and income for 
pubhc housing authorities. The Committee anticipates that over time this will result in a reduced 
need for HUD budget authority and ontiays. 

The Committee continues its ongoing interest in reviewing HUD's mission and in 
consoUdating or ehminating housing and community development programs in order to improve 
efficiencies, enhance accountability, save taxpayer money and provide greater responsibihty and 
flexibility to State and local governments. 

The Administt̂ tion's Fiscal Year 2000 budget proposes a $2.5 bilhon increase in budget 
autiiority and a myriad of new programs and responsibihtics for die Departinent of Housing and 
Urban Development. The budget is ^arcntiy based on tiie premise that HUD has put its house m 
order and is capable of expanding its reach. HUD, however, remains classified by tiie General 
Accounting Office as a "high-risk" agency, and Congress must review carefully HUD's budget 
proposals in tiie context of tiie Department's well-estabHshed and longstanding weaknesses. In FY 
1999 $8.8 biUion was appropriated for HUD programs whose authorizations expured m FY 1994. 
The Committee beheves tiiese programs deserve .careful review before launchmg several new 
initiatives. 

Despite tiie laudable goals of many of tiie proposed initiatives, tiie Committee finds no 
rationale for the creation or expansion of programs to serve pubhc pohcyj,uiposes wlncĥ ê or 
could otiierwise be served witiiin HUD's existmg programmatic framework or through the efforts 
of another agency. The Committee has particular concems witii Admiinsn^on proposa^ that are 
S c l e n t with HUD's mission and capacity, hi addition, increased fundmg for tiiese ̂  otiier 
discretionary programs are financed in the President's budget tiirough tax iĵ creases In an e« of 
T e r o r d - M S the Committee urges tiiat HUD programs be fiinded withm ê sttng 
s^e^gSocations. The Committee seesno ju^cation for mcreasmg HUD's over^ fundmg and 
is opposed to any tax increases-

Furtiier, tiie Committee stiongly opposes proposals to convert ^j^^^^I^^"^ 
, ^^"^^ rnmmittcc is also concerned about tiie President's proposal to provide 

uncertainty and volatihty to tiiis troubled program. , 

T fnr fhe Department to fitifill its historic mission witiiin tiie resources available, tiie In order for the uepanmeui UJ i.imiiiiwj"*-' , -ffg-tive development of 
„ j , •HTTD concentrate its efforts on the enecuvc ucvciupLuw* 

Committee recommends ttiat HUU concenuaic i . _^ceasful implementation of its 
multifamily and pubhc housing reform regulations and tiie successtul nnp 
management reform plan. 
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]v̂ gtionaI Flood Tpsurance Program 

The Committee has shown consistent support for the National Flood Insurance Progrm 
(NFEP), as administered by tiie Feder̂  Emergency Management Agency (FEMA). The Committee 
notes favorably the tiirec-year reautiiorization of the NFIP in tiie Quahty Housing and Work 
Responsibihty Act which was adopted in tiie Fiscal Year 1999 VA-HUD-lndependent Agencies 
Appropriations Act. 

The Committee supports FEMA's efforts to update and modernize its flood-mapping 
technologies and flood-zone hazard maps in order to improve its much needed services. However, 
the Committee recognizes no justification for tiie Administiation's budget proposal to partially fimd 
flood map modemization efforts tiirough a $15 mortgage transaction fee required for every home 
purchase or home refinance. The Committee notes the broad-ranging imphcations of tiie miposihon 
of such a homeownership tax on over 5 miUion Americans per year. 

The Committee would oppose any attempts to raise flood insurance premiums beyond rates 
consistent witii ttie maintenance of tiieNFTP's solvency. Any unjustified increases could deter full 
participation in tiie program and damage tiie fiscal stability of the NFIP. 

'̂ TTTim'IT̂ ^̂ ^ Develnpme t̂ Financial Institutions F^qd 

, The Committee opposes any mcxease in fimding for tiie ̂ oixmiunity Developm^t F^^^^ 
Instittitions Fund (CDFI). The Committee has not received adequate assur̂ ces that CDYl s current 
^ o ^ ^ e ^ y CO Jistent witii Congressional intent and void of any form of misuse of pubhc 

momea. 

FiTflTTiiTifiti"̂  ^̂ces for Stflff rtinTl̂ rea BŝnKa 

^ r> the oast has on a bipartisan basis consistentiy opposed a new Federal 
TT,e C f ^ ^ ^ ^ ^ ^ P ^ ^ ^ ^ " " T^proposal was submitted by tiie Administi^tionm 

examination fee for state-cbarterea oamcB- lai^ iJiuiiuo« Committee each time, 
each ofthe five past pn^osed budgets and the proposal was " ^ " ^ ^ ^ ^ ^ ^ ^ ^ 
•m, Adtsinistration has ^ " ^ ^ Z i ^ e ^ d S e ^ U d f e ^ would 

b:d^^Ev^eTf;Sf fe^wo«Ubespentonto , . l l yunte la tedpro^ 

Coemit.ee tnambc. continue.to ^ ^ ' ^ ^ f ^ Z ^ ^ ^ - ' ^ ^ 
pn^posaL Fitst. a new feted ^ - ^ ' ^ ^ ^ ^ ' ' ^ ^ X 
it would create an -^'^V^''^^^f^-^llr.-.^^^ bank,, cover all 

T^^'^^-^^^^^^^''^-'''' ^^'^" 
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assessments and through forgone interest on mandated sterile reserves held by the Federal Reserve 
System, -.̂  

Mass Transit 

In 1998, Congress passed the Transpoitation Equity Act for the 21" Century (TEA-21), tiiat 
provided substantial increases in authorized funding for mass transit and created a separate category 
for transit spending within overall hmits on discretionary spending. The creation ofthe mass transit 
category (and a similar category for highway spendmg) guarantees for tiie first time tiiat federal 
gasoline tax revenues will be spent for their intended purpose, mass transit and highway 
iofî fitructure. The Committee strongly supports this principle and urges fiill funding ofthe mass 
transit category. 

Unfoittmately, tiie President's F Y 20OO Budget proposes to deviate from the carefiiUy 
balancedmechanism created m TEA-21. Tbe precise spending levels for mass tiansit and highways, 
and the procedure for adjusting tiiose levels, were tiie product of sensitive negotiations, and 
agreement on tiiese issues was only possible after consensus was reached on exactiy bow that 
spending would be allocated, both among programs and among the States witiiin tiiose programs. 

The President's proposal woidd create an entirely new mechanism to distribute $ 1.5 bilhon 
in gasohne tax revenues above tiie levels predicted last year. The Committee opposes reopening 
TEA-21 less tiian one year after its enacttnent, which is tiie practical effect of tiie President's 
proposal, and urges tiie.Budget Committee to foUow tiie fimding procedures laid out m TBA-21. 
Should tiie budget resolution assume any deviation .from current law, tiie Committee would be 
compelled to revisit the entire mass tiansit autiiorization in order to reconsttuct tiie carefiilly 
balanced compromise achieved last year. 

Social Security 

cuirentiy, Sodal Security operates as a tiaditional e ^ ^ ^ ^ ^ . ^ ^ ^ ^ j f ^ " ^ ^ ^ ^ 
™ Vin hPneficlarieg financed by anient taxes. However, tiie President s FY2000 Budget 

^ J ^ o r o ^ d ^ ^ t L i n t J e f i n a n c i ^ ^ 
L federal government of Social Security tax rcceipts m eqmties,. 

„r^., * „.h.A^A ir, the hudeet's detailed numerical presentations, tiie President's 

. . . a n ^ e : ^ - r S o " ^ S u S y t ° o r ^ « , * c . ^ ^ ^ ^ ^ 

for social Security into stock -veatmcnts^^er tK^^o^S^^ ^ ^ 

r r ^ t r J ^ = = T J ^ = r ^ ^ « a H l n t o d = l « h i c ^ 
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practiced and rejected by dozens of countries around the globe. The result would include diminished 
returns, reduced economic growth, and greater risk to retirees. 

Ifthe power of compound 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 beheves that government-run investinent as proposed in the 
President's budget is inconsistent witii our mandate to safeguard capital maricets and should be 
rejected. 

Yours respectfully. 

PHIL GRAMM 
Chairman 
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iJwS!l5?!\i£Sr*' joHNiDv««Dii.«imc«,om. • cOMMrrreE ON BANKING. HOUSING. AND 
«*™EA.*«B«Ai>,y.«r*^Di"^" URBAN AFFAIRS 

STHVENtK*«RIB.MMDCIUTlĈ *fr««FCTnH*NP CHIEFCIIUNSEL WASHINGTON, DC Z0510-607S 

March 5, 1999 

The Honorable Pete V, Domenici, Chainnan 
The Honorable Frank R. Lautenberg, Ranking Member 
Conmittee on the Budget 
Washington, D.C. 20510 

Dear Chaiiman Domenici and Senator Lautenberg: 

This letter ti^insmits tiie views and estimates of tiie Committee on Bankmg, Housing, and 
Urban Affairs regarding tiie funding of progrms in our jurisdiction, as required by Section 301 of 
the Congressional Budget Act of 1974. 

Fmancial Servicea Modemization 

One of tiie most significant tasks before, the Committee tiiis year will be consideration of 
legislation to modernize our finandal semces regulatory regime. Legislation to accomphsh this 
god was ordered reported by tiie Committee on March 4. 1999. Whether or not tiiey made much 
sense in the past, current laws defining tiie boundaries behveen banking, secunties. and msurance 
activities and tiie financial institutions tiiat provide tiiese services are now an expensive iinp̂ diment 
to meeting tiie needs of customers and tiie competitive requirements of om. financial mdustnê -
TOle^ctoei of tiiis legislation is not expected to result in significant budge^ ^ ^ ! 
u Z -t^milH in the lone nm prove to be an enhancement to economic growtii, nnprovmg ttie 

^ d r ; ^ t ^ ^ ^ ^ ^ ^ -tion's providers of financial service. ™ ^ ^ n 
n S ^ T r L ^ d by tiie Committee also makes changes in tiie Savmgs Association I n ^ c e Fund 

T^eUfortiiesereservesnolongerexis^ and^tion^^^ 
general SAIF resources could avoidbudget sconng problems m fiitiire years. W e asK ttiai m 

Resolution take tiiese changes into account, 

^npTn"Ti»tY P f j n vestment Act ( C R A ) 

Tbe con̂ n-unity R e i ^ ^ S S S T T S r w r n ^ ^ 
Wted^^ose cf t e ^ i b a n t o and ̂ ^ ^ j j ^ ^ ~ « d ^ " " of 1̂ ^̂ ^̂ ^ 
conmiunities where Ihey take deposits. CRA bas increasingly replaced market-
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financial resources. From a small beginning. CRA-directed fimding has taken on a sizeable share 
ofthe economy, totahng nearly $700 bilhon in commitments in 1998. This cronyiziog ofthe 
American economy is more typical of a third world economy land will undoubtedly be damaging to 
our national economic growth. It might be advisable for the Congressional Budget Office and others 
to analyze tiie impact of CRA on tiie economy and on federal budgetary receipts. 

Taxation of Credit Unions 

This Committee is opposed to proposals tiiat would change tiie tax tteatment of credit unions. While 
direct legislative jurisdiction over taxation of credit unions is not witiiin tiiis Committee's 
jurisdiction, ttie vitahty and stiuctine of tiie nation's credit unions is. The contiibutions tiiat credit 
unions make to Americans as alternative financial cooperatives are substantial. Credit unions readily 
fulfiU tiiis need for affordable finandal services and do so as non-profit instittitions. While credit 
unions continue to fitifill tiiis role as non-profit institiitions. taxation of credit unions would be 
inconsistent witii tiie longstanding principle of tax tieatinent of such instittitions. 

Tnternntional Finance and Trade 

The President requested a 10 percent increase in Export-Import Bank funding for Fiscal Year 
2000 to $881 million. While tiie President's lack of a coherent trade poHcy. particularly ̂ ^f^^^ 
support for fast track tiade autiiority. resulted in a decUne of U.S. export receipt duimg 1998 tins 
SesLuldnotbeofisetbyanincreasemFederalexportsubsidyprograms. This mcxease should 

not be accommodated m tiie budget resolution. 

The President requested $1.4 btihon for multilateral development banks in FY 2000 
AltiiouiiCongress appropriated $1.5 bilHonmFY 1999. $539 million was subject to ^^djustme^ 
^ricretiLry'spending hmits under Section 314 of tiie ^on^--^.^,^^^^^ 
adjusttnent will not apply to fimding of multilat^tievelopment - ^ 2°°°. ^^^l^^l 

bairiers The Committee plans extensive oversight hearmgs tius year on au mrema 
institiitions. mcluding flie multilateral development banks. 

administer our nation's export control program. 

P ^ t to the wye River ^ " ^ " 2 0 0 ^ 1 ^ ^ " ^ 



MAR. -09'99 (TUE) 12:04 MtNAlt bANKINU-MINUKl11 iLu-iui iuou 

inclusion of these fimds in an emergency supplemental appropriation. Moreover, the Committee 
intends to exercise its oversight responsibtiities to examine carefiilly the use of previous 
appropriations to the Palestinian Authority and examine the wisdom of any ftuther ttansfer of 
taxpayer fiinds to the Palestinian Authority. 

Financial Kpg îlatorv Relief and Economic EfTiciencV Act of I9S9. 

The Committee will continue this year the process of regulatory refonn and rehef for our 
finandal institiitions and tiiefr custonaers. On Febniary 11, 1999. tiie Committee ordered reported 
tiie Financial Regulatory ReHef and Economic Efhdency Act of 1999. One ofthe provisions of this 
legislation would allow tiie Federal Reserve to pay interest on tiie private-sector bank reserves tiiat 
it holds. This bas been estimated by tiie Congressional Budget OfBce to result in a decrease in 
federal revenues (due to lower payments into ttie budget from tiic Federal Reserve) of $214 milHon 
m FY2000, and a five-year reduction in revenues of $661 miUiorL On the otiier hand, these sterile 
reserves hdd by tiie Federal Reserve act as a tax upon banks, and one which banks are increasingly 
finding ways of avoiding by shifting fiinds elsewhere, decreasing tiie abihty of the Federal Reserve 
to conduct monetary pohcy. For tiiat reason, tius provision has tiie support of tiie Federal Reserve 
Board and was reported out of tiie Conomittee witiiout objection. We request ttiat tiiis change in law 
be accommodated in the budget resolution. 

gpcnrities RegTilatorv Reform 

An ongoing conceni of tiie Banking Committee is tiie laige degree to which tiie fees collected 
bv the Securities and Exchange Commission surpass tiie fimdmg needed to operate tiie agency, hi 
an attempt to reduce tiiis disparity, provisions designed to phase in lower fr^sactions fees were 
included m tiie National Securities Maricets Improvement Act of 1996. Nonetiieless. despite these 
Sorts tiie aggregate fee revenue has continued to outstiip tiie fimdmg needs of tiie agency For 
exWeleTto^f-revenue CO 
S c ' s W i a t c d spending level was just $341 milhon, Furthemiore. fee revenue is expected 
me s ^ I soendine levels. Given tiie estimated fee collections of $1.62 

^ ^ i ^ ^ m ^ d ^ ^ ^ ^ ^ o ^ $ 3 6 0 . i m m o T L These fees clearly are taxes, not Justus^ fees. 
!Sie^o w S e e S o n ^ to enact legislation that will reduce the levd of these fees o 
The Committee ̂ ^ ^ ^ ^ expendittiies. Therefore, tiie Budget Committee should 

rr̂e"̂Sc"g4b̂^̂  
Anotiier priority of tiie Committee is tiie consid^^^^^^ 

. regulatory rehef to tiie securities industiy and its . ^ ^ ^ ^ f mad̂  changes to 
af^meSioned National Securities MaAets hnprovem^t A^̂  ^ ^ i l T ^ o u n d w o r i c faid in 
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economic efficiency with which our country's securities maikets operate. Even though the 
budgetary impact of ̂ ^̂ h of these changes is likely to be small, their cumulative beneficial effect on 
the overall economy could be substantial over time. 

While the Committee on Agriculture, Nutrition and Forestry has original jurisdiction over 
tiie Commodity Futures Trading Commission (CFTC), tiie Banking Committee beheves tiiat the 
proposals to mstittite new CFTC fees have the potential to distort tiie allocation of capital between 
tiie commodities and securities maikets and urges tiie Budget Committee to reject such proposals. 

public Utility Holdin? Company Act ofl 999 

On February 11,1999. the Committee ordered reported tiie bill S. 313, tiie "Pubhc Utility 
Holding Company Act of 1999." This bill represents tiie first step toward passing comprehensive 
electridty deregulation in tiie Senate, and it is expected to be jomed on tiie Senate Floor witii otiier 
elements of reform. 

While the direct budgetary impact from enactment of S. 313 and related provisions is 
expected to be small, tiie General Accounting Office projects ttiat ttie fedeial govemment. as tiie 
largest electric consumer in tiie countty, could save hundreds of milhons of doUars per year in ttie 
fiittue as competition lowers retail electridty prices (GAO/RCED-97-244 September 30. 1997). 

|̂ pi]f!ing aTiri Cnmnnim'tv nevelopment 

The Committee notes favorably tiie passage of two major housing reform bUls m tiie lOStii 
Congress The Multifamily Assisted Housing Reform and Affordabitity Act (MAHRAA) and ttie 
Ouahty Housmg and Work Responsibihty Act (QHWRA) were passed by tiie Banking Committee 
and adopted in tiie Fiscal Year 1998 and Fiscal Year 1999 VA-HUD-hidependent Agencies 
Appropriations Acts, respectively. 

Oversieht of tiie Department of Housmg and Urban Development (Department) is a priority 
for tiie cLniltee. TTie Committee continues dihgent oversight of HUD's 
tiie Department begins implementation of tiie Section 8 multifamily program refonns estabhsbed 

Congressional intent is honored. 

MAHRAArefbrtns.knownasW-t^mari.et^\shouldbefiitiyimpleme^^ 

2000. ^ ^ f L s ai; implemented in acconiance^tii ^ ^ - f ^ ^ ^ ^ ^ Z t t Z Z Z 
fashion, significant short-and long-term savmgs m mandatory and discretionary budget aum 

wiU result. 

PnbUc housing reforms contdned in QHWRA should also he M y implemented hy fiscal 
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Year 2000. Such reforms will result evenniatiy in increased operating efficiencies and income for 
pubhc housmg authorities. The Conunittee anticipates ttiat over time tiiis wiU result in a reduced 
need for HUD budget authority and outiays. 

The Committee continues ita ongoing interest in reviewmg HUD's mission̂  and in 
consoUdating or ehminating housing and community development programs in order to improve 
efficiendes, enhance accountabihty, save taxpayer money and provide greater responsibihty and 
flcxibUity to State and local govemments. 

The Administiation's Fiscal Year 2000 budget proposes a $2.5 bilhon increase in budgd 
autiiority and a myriad of new pnsgrams and responsibihtics for tiie Department of Housmg and 
Utijan Development. The budget is apparoitiy based on tiie premise that HUD has put its house m 
order and is capable of expanding its reach. HUD. however, remains dassified by the General 
Accounting OfEce as a "high-risk" agency, and Congress must review carefitily HUD s budget 
proposals m ttie context of tiie Department's wdl-estabhshed and longstandmg weakness.^ In FY 
1999 $8 8 billion was appropriated for HUD programs whose autiiorizations expued m FY 1994. 
The Committee beheves tiiese programs deserve carefiil review before laundnng several new 
initiatives. 

Despite tiie laudable goals of many of tiie proposed initiatives, tiie Committee finds no 
rationale for tiie creation or expansion of programs to serve pubtic P^^^^J'^"!^" -;!̂ .̂ ^^^^^^ 
couldotiieiwise be served witiiin HUD's existing programmatic framework or tiirough ̂ ? ^orts 
n f ^ l n S w ^ v The Committee has particular concems witti Administtation proposals ttiat are 
^ c ^ e ^ S l ^ ' s ^ o n and c W I - addition, increased fimding for tiiese and other 
S ^ r ^ ^ T o ^ a m s are financed in tiie President's budget tiirough tax -creases ^ an era of 
^ ^ ^ ^ ^ ^ i l ^ ^ ^ ^ ^ ^ the committee urges tiiat HUD programs be fimded - t ^ ^ S 
S^SngSocations. The Committee seesnoju^cation for mcreasmg HUD's over^ fimdmg and 
is opposed to any tax mcreases. 

Further tiie Committee stiongly opposes proposals to convert ^ ^ 1 ^ ° ^ ^ ^ ^ ^ ^ " ^ 
^nr.H J ^ n r o i The Committee is also concemed about tiie President's proposal to provide 

uncertainty and volatihty to tiiis tioubled progr^. 

W e r . r t h e P e p ^ « ^ t ^ " t ^ : ~ - ^ ^ ^ 
^ : S y ' : S ^ h ™ o ™ ' ^ a , i o n s and fl.e suocessfhl implementation of ts 

management reform plan. 
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]VfltionaI Flood Insurance Program 

The Committee has shown consistent support for the National Flood Insurance Program 
(MFIP), as administered by the Federal Emergency Management Agency (FEMA). The Committee 
notes fevorably the tiiree-year reautiiorization of tiie NFIP in tbe Quahty Housing and Work 
Responsibihty Act which was adopted in tiie Fiscal Year 1999 VA-HUD-lndependent Agencies 
Appropriations Act. 

The Committee supports FEMA's efforts to update and modernize its flood-mapping 
technologies and flood-zone hazard maps in order to improve its much needed services. However, 
tiie Committee recognizes no justification for tiie Administiation's budget proposal to partially fimd 
flood map modenuzation efforts tiirough a $15 mortgage tiansaction fee requfred for eyeiy home 
purchase or home refinance. The Committee notes the broad-ranging frnphcations of tiie imposition 
of such a homeownership tax on over 5 milhon Americans per year. 

The Committee would oppose any attempts to raise fbod insurance, premiums beyond rates 
consistent witti ttie mafritenance of tiie NFIP's solvency. Any unjustified increases could deter fiiU 
participation in ttie program and damage die fiscal stabihty of ttie NFIP. 

T'̂ Tnm'̂ rî  Development Finandal InstitlitioBS Fqpd 

. The Committee opposes any increase in fimding for tiie Community Developmê Finandal 
histitiitions Fund (CDFD. The Committee has not received adequate assurmices that CDn s cuirent 
^ o ^ a r e fill y consistent witii Congressional intent and void of any form of misuse of pubhc 

momes. 

:ss°E:rpSS':s?̂asctssnd«.p̂^̂  
- T Z l l ^ T Z ^ ^ ^ of cĥ tered institutions under Ute Prestden. s 
ĥ d̂ et Ev^=ofttt=s7fees,«ouldhesp=ntontot.nyunrelat^^ 

Committee m^her. continue to oppose th i sand ^ ^ ^ ^ ^ J f ^ ' Z . S ^ S 
p r o p o s a l . F i r s t , a n e w f c d a d - ^ r ^ ' ^ Z ' ^ ^ ^ t ^ ^ ^ ^ l lessedhy to 
it Jould create an inequity for ' ' !^„^*SZ/St=.cbartered hanis, cover all 

r e l ^ l ^ f r ^ e T a ^ C o ^ ^ t r ^ ^ ^ ^ ^ ^ ^ - u ^ — — 
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assessments and through forgone interest on mandated sterile reserves held by the Federal Reserve 
System. 

Mass Transit 

In 1998, Congress passed the Transportation Equity Act for the 21" Century (TEA-21), that 
provided substantial increases in authorized fimding for mass tiranait and created a separate category 
for tiansit spending witiiin overall hmits on discretionaiy spending. Tbe creation of tiie mass tiansit 
category (and a similar category for highway spending) guarantees for tiie first time tiiat federal 
gasohne tax revenues will be spent for their intended purpose, mass ti^it and highway 
mfiastrurture. The Committee strongly supports tins prindple and urges fiill fimding of tiie mass 
tiansit category. 

Unfort^tely, tiie President's F Y 20OO Budget proposes to deviate from ttie carefiiUy 
balancedmechanism created in TEA-21. Tbe precise spendfrig levels for mass tiansit and highways, 
and tiie procedure for adjusting tiiose levels, were tiie product of sensitive negotiations, and 
agreement on tiiese issues was only possible after consensus was reached on exactiy how ttiat 
spending would be aUocated, botii among programs and among the States witiiin ttiose programs. 

The President's proposal would create an entirely new mechanism to distiibute $1.5 bilhon 
in gasohne tax revenues above ttie levels predicted last year. The Committee opposes reopemng 
TEA-21 less tiian one year after its enacttnent, which is ttie practical effect of tiie President's 
nronosal. and urges tiie Budget Committee to foUow tiie fimdhig procedures laid out m TBA-21. 
Should ttie budget resolution assume any deviation .fî m current law, tiie Committee would be 

, compelled to revisit tiie entire mass tiansit autiiorization in order to reconsttuct ttie carefitily 
balanced compromise achieved last year. 

Snclnl Security 

Cuirentiy, Sodal Security operates as a tiaditional e^^^^^.^^'^^jf^^^^^^^ 
tTtn hPnefidaries financed by cuirent taxes. However, tiie President s FY2000 Budget 

J ^ r o S ^ o ^ ' s i ^ i p ^ i B t ^ e financmg 
L federal govenunent of Social Security tax receipts m equities, 

* -̂ ^̂ .AnA ir, the hudeet's detailed numerical presentations, tiie President's 

for Social Security into stock mvestmcnte., 9 ' ° ' ™ ^ * l ^ ! ~ ! , ^ ^ o r t the flow of capital 
largestsSngleinvestorinaestockmaAe^S-^tt^^ 

in fte maiket to further poUtioal goals and '=«^E^=?°^^*^^^^^^ in equity markets 
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practiced and rejected by dozens of countries around the globe. The result would incluxle diminished 
returns, reduced economic growth, and greater risk to retirees. 

Ifthe power of compound interest from investment in private securities is to be unleashed as part 
of Sodal Security reform, such investment should be owned by individual Social Security 
benefidaries and carried out by professional money managers, subject to regulation only to ensure 
safety and soundness. The Committee beheves that govcmmcnt-iun investment as proposed in the 
President's budget is inconsistent witii our mandate to safeguard capital markets and should be 
rejected. 

Youis respectfully. 

GRAMM 
Chainnan 
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To: See tlie distribution list at the bottom of this message ^y\^^:><^ ( 6 v C t C ^J 

Subject: DRAFT POTUS CRA Memo 1^-^'* \k ^ ^ 1 ^ .^.lU ^ ^ f^i^ 

As I have discussed with many of you, the President has been talking "off the cuff" recently about ^,,Jb^ 
protecting CRA. Paul and I thought it was important that he have a bit more detail about the i^/^.^"^"^ 
debate on CRA, so that he understands the context in which his statements will be read. He cares \ 
passionately about the subject and has the appetite for more information here. \r 

P\ 
Attached IS the draft for your comment. As I discussed with Gary, Paul feels strongly that we raise '^-~> j 
tor the President the possibility (without any recommendation) of taking a more aggressive, ' ^ - ' r ' / 
pro-expansion position as a tactical move. I 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 wi th 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 (a A1@CD@VAXGTWY @ VAXGTWY 
Roger S, Ballentine/WHO/EOP 
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Communj.ty Reinve.s tment A c t : Cha.llencjes Remain t o S u c c e s s f u l l y ImpJeinent 
CRA (Chap te r R e p o r t , 1 1 / 2 8 / 9 5 , GAO/GGD-96-23). 

Pursuan t t o a i.:ong re.s:;.i.oria.l. recjue.str, GAO r e v i e w e d the m a j o r p rob lems i n 
im[) 1 eiiien t .i. I t l v - '"ommiin i t. y Re.i.nvestment Ac t (CRA), f o c u s i n g on t l i e : (.1.) 
«;-:t«iit t o wh i ch i: o( |u t o r y re forms address these p r o b l e m s ; (2) 
L:lia.L Leiiqes r<'Miiiai;c>rs f ace i n e n s u r i n y the .-success o f CRA r e f o r m s ; and 
(J) i n i 11,-111 ves t a k e n t o enhance i e n d i n q o p p o r t u n i t i e s i n l o w - i n c o m e 

.-1 j ; e .3 s . 

GAO f o u n d t h a t : (1) b a n k e r s , community g r o u p s , and r e g u l a t r j r y o f f i c i a J . s 
genera.l.l.y aqi.ei-j f h a t t l i e r e i s t oo niucl-i i - e l i a n c e on bank d o c u m e n t a t i o n 
e f f o r t s and [ i roces ses and C'RA e.xaminat i o n s are i n c o n s i s t e n t and f a i l t o 
r e f l e c t tlie: a c c u r a c y o f a I e n d i n q .i. n:"; t i i: u t i on ' s p e r f o r m a n c e ; (2) t he 
r e v i s e d CR/\ reguJ ,at i.ons c . l . a r i f y Idie da ta used t o assess r e s u l t s a g a i n s t 
I>erformanco-b.- isad . s tandards , but the a f f e c t e d p a r t i e s d i s a g r e e about 
wlieidier l:li-. ' di:ii".,;i co.L l e c t i o n j'erjLi i remen I: s p)rovj.de f o r m e a n i n g f u l 
pe r f^jr nu'ini:;e ass(-ssiiient o r a re undu.ly bu rclensome; (3) d i f f e r e n c e s i.n 
e:-:aminer t ra.i.ri.iiig and e:-:pe r i e n c e , vague i n t e r p r e t a t i o n s o f CRA 
s t a n d a r d s , and . inadequate i n f o r m a t i o n and t i m e f o r i m p l e m e n t i n g CRA 
[ j e r f o t mai ice ra t." .1. rigs w . i . l l c l i a l l e n g e r e g u l a t o r s as t l i e y implement the 
r e v i s e d regul.a t i o n s ; (4) b a n k e r s , regu . l . a tors , and communi ty g roups a re 
t a k i n g p a r t i n a v a r i e t y o f i n d i v i d u a l and c o o p e r a t i v e i n i t i a t i v e s t o 
i m p r o v e communi ty l e n d i n g and reduce r e l a t e d b u r d e n s ; (5) b a r r i e r s t o 
communi ty J.eridiiig and i n v e s t m e n t i n c l u d e the h i g h e r c o s t s and r i s k s 
a s s o c i a t e d w i t l i cominuri i ty l e n d i n g and l:l"ie u n d e r w r i t i n g r e q u i r e m e n t s o f 
m a j o r p a r t i c : i p a n t s i n secondary mortgage m a r k e t s ; and (6) Congress has 
c o n s i d e r e d p r o p o s a l s t o amend CRA t t i a t w i l l reduce the c o m p l i a n c e burden 
and e:-;empt sma.l.l . i . n s t i t u t i o n s f r o m CRA r e q u i r e m e n t s . 

[nde.xing Terms 

C h a l l e n g e s Reiria.in t o 
R E P 0 R T N U M : G G f.) - 9 G - 2 3 

TITLE: Commun.Lty r<einvestment Acl:: 
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SUBJECT: Proposed l e g i s l a t i o n 
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Community development programs 
Reporting requirements 
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IDENTIFIER: Community Reinvestment Improvement Act of 
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' A pri n l i e d copy of t h i s r(;'[3ort may be obtained from the GAO Document 
* D i s t r i b u t i o n Pacili.ty by c a l l i n g (202) 512-6000, by faxing your 
•* request to (301) 258-1061^ or by writi.ng to P.O. Box i;015, 
' Gaithersbui.i|, MD 2 (.)&8 •'! - fiO 15. We are unable to accept e l e c t r o n i c orders 
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Report to Corigressi.ona] R-eijues ters 

November 19 95 

COMMUNITY REINVESTMENT ACT -
CHALLENGES REMAIN TO SUCCESSFULLY 
IMPLEMENT CRA 

GAO/GGD-96-23 

Communit y Reinvestment 

(233410) 

At.)brevi..a t .i ons 

ATM - Automated T e l l e r Machine 
BEA - Bank Enterprise Act 
BHC - Bank Ho.hiing Company 
CA - Commun.ity A f f a i r s 
CAO - Community A f f a i r s O f f i c e 
CDB Act - Community Development Banking and Financial I n s t i t u t i o n s 

Act 
CDC - Community Development Corporation 
CDD - Community Development D i v i s i o n 
CDFI - Coirnnunity Development Fi n a n c i a l I n s t i t u t i o n 
CRA - Community Reinvestment Act 
ECOA - Equal Credit Opportunity Act 
Fannie Mae - Federal National Mortgage Association 
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 - Fi n a n c i a l I n s t i t u t i o n s Reform, Recovery, and Enforcement 

Act 
FRB - Federal Reserve Board 
Fredciie Mac - Federal Home Loan Mortgage Corporation 
HMDA - Home Mortgage Disrilosure Act 
MSA - Me tropo l i t a n S t a f :i. t j ca 1 Area 
OCC - O f f i c e ol' tfie Comp t ro.l. 1 e r of the Currency 
OTS - O f f i c e of T h r i f t Supervision 
SBA - Small Business Adm.inistration 

L e t t e r 

B-259931 

November 28, 1995 
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Tfie Honorable^ J im Leach 
Chai rman 
Tfie Hono.rab.b:' Herury 1.̂ . ''loii:-:a I.ez 
R.an k i rig Mi noi .i. f y Membe i." 
Coinin i. 11 ije on ['...i n k.1 ng and 

F L n a n c i ,-i 1 I'i ri r v i ce s 
MouS'i I'd: l<c[:a es'-iii t a l\ J Vi-s 

The Horio r a l.) I e f'l.ii.ge Roi i k.-,'iii. i 
Cfia 1 rwoiiia ii 
Tlie llonorab.l.i:" l-3i.Mjce F. Venl.o 
l-lrinkirig M i n o r i t y Member 
,'Mibu'Ommi t t ee on Firi.anci.n 1 

I n.s I: i t u 11 ons and Consumei Cirisdit 
I.'i '̂iiim.i. 11 ee cin l.'..':i 11 k irn.] .".uii.i 
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part i e s . 
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(202) 512-86/8. 
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F i n a n c i a l I n s t i t u t i o n s 
and Markets Issues 

EXECUT'IVE SUMMARY 
============================================================ Chapter 0 

PURPOSE 
Chapter 0:1 

Concerns that banks and t i i r i f t s ( i n s t i t u t i o n s ) were not responsive to 
c r e d i t needs i n low- and moderate-income areas prompted Congress to 
enact the Community Reinvestment Act of 1977 (CRA). CRA requires the 
fed e r a l bank arid t h r i f t rcLjulatory agencies (regulators) t o encourage 
i n s t i t u t i o n s to help meet c r e d i t needs i n a l l areas of the 
conununities tliey serve, consistent with safe and sound operations. 
CRA also requires the regulators to assess i . n s t i t u t i o n s ' CRA 
performance duri.ng exami.nations and to consider that performance i n 
t f i e i r evaluations of ins t i. t u t ions ' a p p l i c a t i o n s f o r expanding or 
r e l o c a t i n g of t h e i r operat:i.ons. Growing concern about the 
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e f f e c t i v e n e s s o f Cf<A's i.mp.l.einentation and i t s r e g u i a t o r y burden on 
i n s t i t u t i o n s r e i ; : e n t l y l e d t o t he r e g u l a t ( 3 r s ' m a j o r r e f o r m e f f o r t , 
w f i i c h r e s u l t e d i n r e v i s e d CRA i r e g u l a t i o n s t h a t were i s s u e d i n May 
1 '.-) 5 . 

'I'll'-: l:i.M.iiier Ch.ai i men , H(:M.i:";r- Commit tee on I'..i 11 k i n<:|, I.''i. na i ii;:e .ind Urli.-in 
Af f a i r s and i t s : Miticommi t L .JO on t'onsiimr-. i; Ci.i .-dit and I n s u r a n c e , a."iked 
GAO t o address f o u r q u e s t i o n s : (1) Wliat were the--1najor p rob lems in 
i m p l e m e n t i n g CRA, as i d e n t i f i e d by the a f f e c t e d p a r t i e s - - b a n k e r s , 
r e g u l a t o r s , and 'Community groups? (2) To what e x t e n t i.io t l i e 
r e g u l a t o r y r e f o r m s address these prob lems? (3) What c h a f f e n g e s do 
the r e g u l a t o r s f a c e i n e i i . su r ing the sucr:ess o f the r e f o r m s and what , 
i f any, a c t i o n s w o u l d h e l p the r e g u l a t o r s i n f a c i n g these c h a l l e n g e s ' 
and (1) Wliat i n i t i . a t i v e s h.ave fjeeri t aken or p roposed t o t i e l p banker : i 
overcome communi ty l e n d i n c j I j . a r r i e r s and enhance l e n d i n g 
o p p o r t u n i t i e s , p a r t i c u i a r J y i n l o w - and mode ra t e - income areas? 

BACKGROUND 
Chap te r 0 

The debate p r e c e d i n g en.actment o f CRA was s i m i l a r t o t t i e c u r r e n t 
debate. Communi.ty group.-.; urged i t s passage t o cu r b what t l i e y 
beli.eved t o be a l a c k o f adequate lend.i.rig i n low- and moderate-income 
areas. Bankers genera 1.1 y opposed CRA as an unnecessary measure t h a t 
coui.d a d v e r s e l y a f f e c t bus.rness d e c i s i o n s by mandating c r e d i t 
a l l o c a t i o n and cause safel:y and soundness problems by f o r c i n g 
i n s t i t u t i o n s t o make e x c e s s i v e l y r i s k y l o a n s . More r e c e n t l y , 
c hanging market c o n d i t i o n s along w i t h i n c r e a s e d p u b l i c d i . s c l o s u r e 
have r a i s e d b a n k e r s ' concerns about the i s s u e s of c o m p e t i t i o n and 
r e c i u l a t o r y burden. More sp.eci f i c a 11 y, bankers have become concerned 
about t h e c o m p e t i t i v e adv^mtages f o r nonbank f i n a n c i a l i n s t i t u t i o n s , 
such as mortgage companies, t h a t compete w i t h banks but are not 
s u b j e c t t o CRA r e q u i r e m e n t s . Bankers a l s o o b j e c t e d t h a t t he c o s t and 
paperwork burdens imposed by CRA are not o f f s e t by p o s i t i v e 
i n c e n t i v e s , such as p r o t e c t i o n a g a i n s t p r o t e s t s of expansion p l a n s , 
t o encourage CRA compliance. However, community groups have r a i s e d 
concerns about l i m i t e d CRA enforcement and i n s u f f i c i e n t d i s c i o s u r e of 
i n f o r m a t i o n on i n s t i t u t i o n s ' community l e n d i n g performance. 

As concerns about CFIA i n c r e a s e d from a l l a f f e c t e d p a r t i e s , b o t h t h e 
a d r n i n i s t r a f i o n and Congress l o o k e d f o r ways t o make CRA more 
e f f e c t i v e and l e s s burdensome. The s t a t e d g o a l s o f t h e r e g u l a t o r s ' 
r e f o r m i n i t i a t i v e , announced by t h e P r e s i d e n t i n J u l y 1993, were t o 
(1) base CRA e x a m i n a t i o n s more on r e s u l t s t h a n paperwork, (2) c l a r i f y 
p erformance s t a n d a r d s , (3) make e x a m i n a t i o n s more c o n s i s t e n t , (4) 
improve enforcement t o p r o v i d e more e f f e c t i v e s a n c t i o n s , and (5) 
reduce t h e c o s t and burden o f compliance. Subsequently, t h e 
r e g u l a t o r s i s s u e d two n o t i c e s o f proposed r u l e - m a k i n g and, a f t e r 
r e c e i v i n g e x t e n s i v e p u b l i c comments, p r o m u l g a t e d the r e v i s e d CRA 
r e g u l a t i o n s i n May ]995. S e v e r a l l e g i s l a t i v e p r o p o s a l s have a l s o 
souglit t o reduce t h e burden a s s o c i a t e d w i t h CRA compliance. 

RESULTS IN BRIEF 
Chapter 0:3 

Tiirough i n t e r v i e w s w i t h bankers, conununity groups, and r e g u l a t o r y 
o f f i c i a l s , GAO i d e n t i f i e d f o u r major problems w i t h t h e r e g u l a t o r s ' 
compi.iance e x a m i n a t i o n s and enforcement o f CRA t h a t a l l t h e a f f e c t e d 
p a r t i . e s agreed were problems: (1) t o o l i t t l e r e l i a n c e on l e n d i n g 
r e s u l t s and t o o much reJ.iance on documentation o f e f f o r t s and 
process e s , leadi.ng t o an e x c e s s i v e paperwork burden; (2) i n c o n s i s t e n t 
CR/-\ e x a m i n a t i o n s by re g u l a t . o r s r e s u l t i n g i n u n c e r t a i n t y about how CR/\ 
performance i s t o be r a t e d ; (3) e x a m i n a t i o n s based on i n s u f f i c i e n t 
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i n f o r m a t i o n t h a t may not i e f f e c t a complete and a c c u r a t e measure ol: 
i n s t i t u t i o n s ' performance; and (4) d i s s a t i s f a c t i o n w i t h r e g u l a t o r y 
enforcement of t h e a c t , which l a r g e l y r e l i e s on p r o t e s t s of expansion 
pJ ans t o r-n.siii:.=; i n s t i t u t i....nare .responsive t o community c r e d i t 
iii-eds . However , the re.;i::;oiis they gave for* why they be.l.ieved t l i e 
pirobli-Miis .:idv.='r-:i:d y a f f .-i..'t e::l i;liei.r i.nt:erests--wliic:h form the ba:si:- l:or 
t h o i r conc>;rii;-:--and the o f t c j i i cont t a d i c t o r y s o l u t i o n s they o l . f e r e d t o 
.iddress t l i e ].. i.-ol:i L ems, showr-d t t i a t the a f f e c t e d pa-rties d i f f e r e d 
c o n s i d e r a b l y on how fj e s t t o r e v i s e CRA. 

The r e v i s e d CRA t egul.i t lon.i address some, b u t not a l l , o f the major 
problems. i n response t o t l i e f i r s t problem, t h e r e g u l a t i o n s adopt a 
r e s u l ts-ba:L;ed e x a m i n a t i o n i i r o c e s s . T'lie r e g u l a t o r s ' success i n 
less e n i n c ] ptolii.ems I'elated t o i n c o n s i s t e n t e x a m i n a t i o n s l a r g e i . y 
depends on how e f f e c t i v e l y .examiners e x e r c i s e t h e i r d i s c r e t i o n when 
imp] enien t i iu| i tie rlE'f 1:111:3 . I'o a ]. l e v 1 .;i t: c concerns about 1 nsu f f i.cien t 
i n f o r m a t i o n , t he requ l a t ion::: ( . ; l a r i f y t he data t o be used t o assess 
r e s u l t s a.-:)aLnst p.e r f orniinc.j-l.iased s t a n d a r d s . Ilowever, the a f f e c t e d 
P'.art Li=.s d i rriqrr.e about wliei:lier t l i e dat,^i c o i . i . e c t i o n requi.rements 
[irovi.de f o r meaninq f u.l. pe r l:cirmance assessment or are undui.y 
bur.densome. 'J'he i;egLi.i.atiori:r; do not ,-iddress t he d i f f e r e n t enforcement 
concerns o f bankers and f:ommuiii.ty groupis. 

From i t s r e v i e w , GAO b e l i e v e s t h a t some o f the d i f f i c u l t i e s t h a t have 
h i n d e r e d past CRA i m p l e m e n t a t i o n e f f o r t s w i l l l i k e l y c o n t i n u e t o 
c h a l l e n g e t h e r e g u l a t o r s as they implement t h e r e v i s e d r e g u l a t i o n s . 
These d i f f i. cu ]. t i es .include ('1 ) d i . f f e r e n c e s i n examiner t r a i n i n g and 
e x p e r i e n c e l e v e l s as weli. as d i f f e r e n c e s i n how examiners i n t e r p r e t 
vague CRA s t a n d a r d s ; (2) i n s u f f i c i e n t i n f o r m a t i o n t o assess 
i n s t i t u t i o n s ' CRA p e r f o i m a i i c e and ina d e q u a t e d i s c l o s u r e i n p u b l i c 
eva.Luation r e p o r t s o f the i n f o r m a t i o n and r a t i o n a l e used t o d e t e r m i n e 
i n s t i t u t i o n s ' CRA performance r a t i n g s ; and (3) i n s u f f i c i e n t time f o r 
examiners t o complete a l l o f t h e i r r e s p o n s i b i l i t i e s d u r i n g CRA 
e x a m i n a t i o n s . I n a d d i t i o n , some r e g u l a t o r s were unable t o complete 
CRA e x a m i n a t i o n s f o r a f l t h e i r banks w i t h i n t h e i r proposed ti m e 
frames. F u r t h e r m o r e , the r e g u l a t o r s e s t i m a t e t i i a t t he r e v i s e d 
r e g u l a t i o n s w i l l i n c r e a s e examiner r e s p o n s i b i l i t i e s , i n c l u d i n g 
p e r f o r m i n g a n a l y s e s p r e v i o u s l y r e q u i r e d o f i n s t i t u t i o n s . 

GAO a l s o found from i t s r e v i e w t h a t , independent o f the r e g u l a t o r y 
and l e g i s l a t i v e r e f o r m e f f o r t s , many bankers, r e g u l a t o r s , community 
groups, and o t h e r s have taken p a r t i n a v a r i e t y o f i n d i v i d u a l and 
c o o p e r a t i v e i n i t i a t i v e s t o improve i n s t i t u t i o n s ' community l e n d i n g 
and reduce r e l a t e d burdens. Through these i n i t i a t i v e s , a c c o r d i n g t o 
p a r t i c i p a n t s , i n s t i t u t i o n s have been a b l e t o overcome r e a l or 
p e r c e i v e d b a r r i e r s t o l e n d i n g i n low- and moderate-income areas 
(coinmunity l e n d i n g ) . B a r r i e r s t o community l e n d i n g and i n v e s t m e n t 
may i n c l u d e a v a r i e t y o f economic f a c t o r s , such as h i g h e r c o s t s and 
r i s k s o f community l e n d i n g compared w i t h o t h e r l e n d i n g and 
u n d e r w r i t i n g r e q u i r e n i e n t s o f major p a r t i c i p a n t s i n t h e secondary 
mortgage m a r k e t s . 

R e g u l a t o r s , t o v a r y i n g degrees, have a l s o p l a y e d a key r o l e m 
f a c i l i t a t i n g c o o p e r a t i o n and d i s s e m i n a t i n g i n f o r m a t i o n t o t h e i r 
i n s t i t u t i o n s about such i n i t i a t i v e s t h r o u g h o u t r e a c h e f f o r t s of t h e i r 
conununity a f f a i r s prograins. As t h e y f u r t h e r d evelop these programs 
and b e t t e r c o o r d i n a t e t h e i r e f f o r t s , t he r e g u l a t o r s ' r o l e i n t h i s 
r e s p e c t s h o u l d be enhanced. 

Congress has c o n s i d e r e d p r o p o s a l s t o amend CRA t o reduce the 
compliance burden and t o exempt s m a l l i n s t i t u t i o n s from i t s 
r e q u i r e m e n t s . I n a d d i t i o n , Congress, i n r e c e n t l y enacted 
l e g i s l a t i o n , fias encouraged community development l e n d i n g . F u r t h e r , 
o t i i e r i . e g i s l a t i o n has been proposed t o encourage community l e n d i n g 
t h r o u g h f i n a n c i a l s u b s i d i e s or o t h e r p o s i t i v e i n c e n t i v e s . 

5 of 73 2/15/99 5:10 PN 



hltp://frwebgate.access.gpo.gov/cg...txt&dircctory=/diskb/\vais/data/gao 

PRINCI PAL FINDINGS 
Chapter 0:4 

AFFECTED PARTIES AGREE ON 
MAJOR IdUiPflilMS BUT C I J N C E R N ; ' 
AND SOLUTbJNS DIFFER 

C l i a p t e r 0 : . J 

A l l o f t h e alle.:i:.e.J p a r t i e s t h a t GAO spoke wi.th — bankers, community 
groups, arid reiqula tors--qi::nera 1 l y agreed on the problems w i t h t h e 
i m p l e m e n t a t i o n o f CRA. However, the reasons they gave f o r why they 
b e l i e v e d t he prol:>leins adversei.y a f f e c t e d t h e i r i n t e r e s t s--which form 
the f ) a s i s f o r t h e i r concer i i : i - - . i n d t l i e o f t e n c o n t r a d i c t o r y s o f u t i . o n s 
t h e y o f f e r e d t o address t h e problems showed t h a t t he a f f e c t e d p a r t i e s 
d i f f e r e d c o n s i d e r a l j l y on how best t o r e v i s e CRA. Bankers g e n e r a l l y 
a n a l y z e d probi.ems i n ternrs o f reg u i . a t o r y burden and wanted r e g u l a t o r y 
or l e g i s l a t i v e changes t h a t would reduce the burden o f paperwork and 
dat a r e p o r t i n g . They a l s o g e n e r a l l y s u p p o r t e d p r o p o s a l s t o i n c r e a s e 
c e r t a i n t y about performance r a t i n g s t h r o u g h r e g u l a t o r y g uarantees 
such as s a f e h a r b o r s t h a t would p r o t e c t h i g h f y r a t e d i n s t i t u t i o n s 
from CR/\-based p r o t e s t s o f a p p l i c a t i o n s f o r expansion or r e l o c a t i o n . 
I n a d d i t i o n , t h e y b e l i e v e d t h a t CRA performance s t a n d a r d s s h o u l d be 
f l e x i b l e enough t o c o n s i d e r f a c t o r s such as an i n s t i t u t i o n ' 
s t r a t e g y , f i n a n c i a l c o n d i t i o n , and i t s (;:ommun i. t y ' s cred;i 

busi.ness 
needs. 

Community groups, however, 
h o l d i n s t i t u t i . o n s , as weli. 
and sought cliango s t o inc: r 
t h e y wanted t<j improve t:he 
e V a 1 u .311 o n r e p o r t s o t f i a t 
lendi.nq perto.raiiance more e.-.-isily. Community group: 
a problem t h e f . i c t t l i a t entorcemient of t h e a c t wa; 
r e g u l a t o r y d e n i a l s o f a p p l i c a t i o n s f o r expansion 
t h e i r o p e r a t i o n s . T i i e i r concern was t h a t no 

rai.sed concerns about t h e i r a b i l i t y t o 
as r e g u l a t o r s , a c c o u n t a b l e f o r performance 
ase t h a t a c c o u n t a b i i 1 t y . For example, 
di . s c l o s u r e o f i n f o r n i a t i o n i r i [ j u b l i c 
t hey c o u l d assess i n s t i t u t i o n s ' conununity 

a l s o i d e n t i f i e d as 
s i.i.mited t o 
or r e l o c a t i o n s o f 

a n c t i o n s were a v a i l a b l e 
t o p e n a l i z e poor p e r f o r m e r s t h a t d i d not have p l a n s t o expand or 
move. To s t r e n g t h e n r e g u l a t o r s ' enforcement o f the a c t , t h e y 
a d v o c a t e d use o f a d d i t i o n a l enforcement a c t i o n s , such as 
ce a s e - a n d - d e s i s t o r d e r s and c i v i l money p e n a l t i e s . I'hey s t r o n g l y 
opposed s a f e h a r b o r s . 

REVISED REGULATIONS ADDRESS 
SOME, BUT NOT ALL, MAJOR 
PROBLEMS 

Chapter 0:4.: 

O v e r a l l , t h e r e v i s e d r e g u i . a t i o n s address some of the nia^or problems 
of t h e a f f e c t e d p a r t i e s but do not w h o l l y s a t i s f y t h e o f t e n 
c o n t r a d i c t o r y p o s i t i o n s o f bankers and community groups. The 
r e g u l a t i o n s address t h e problem o f o v e r r e l i a n c e on doc u m e n t a t i o n o f 
an i n s t i t u t i o n ' s c ompliance e f f o r t s and processes by s h i f t i n g t he 
focus o f assessment s t a n d a r d s from compliance e f f o r t s t o a c t u a l 
r e s u l t s i n t h r e e performance a r e a s - - l e n d i n g , i n v e s t m e n t , and 
s e r v i c e s . 

The p o t e n t i a l e f f e c t o f the r e g u l a t i o n s on some o f the o t h e r problems 
i s not as c l e a r . F.ffectivc. i m p l e m e n t a t i o n of the r e g u l a t i o n s i s key 
to a d d r e s s i n g e x a m i n a t i o n - r e l a t e d i n c o n s i s t e n c y because examiners are 
t o c o n t i n u e e x e r c i s i n g c o n s i d e r a b l e d i s c r e t i o n i n a s s e s s i n g an 
i n s t i t u t i o n ' s p e r formance. Tn d e v e l o p i n g t h e r e g u l a t i o n s , t he 
r e g u l a t o r s t r i e d t o balanr:'-j t h e need f o r o b j e c t i v e s t a n d a r d s w i t h t he 
need f o r f l e x i b i l i t y i n a s s e s s i n g d i f f e r e n t t ypes o f i n s t i t u t i o n s 
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o p e r a t i n c ] under d i f f e r i n g f i n a n c i a l c o n d i t i o n s and s e r v i n g w i d e l y 
d i f f e r e n t : t y p e s o f communi.ti.es. Idie r e v i s e d r e g u l a t i o n s have 
i n c r e a s e d exami.ner r e s p o n s i b i l i t i e s , creatied t h e need f o r r e l a t e d 
com|.ireheiisi ve exami.ner 1.1. ,;i i ii i ng, and coui.d a f f e c t tdie amount oi: 
i: i:::i(jur ces n(-;''dr-d t o e f f e c t i v e l y compiete exanrLnations . 

I'he revis.?d i.e.:] u .1. a 11 on s m.iy not e n t i r e . l y r e s o l v e t l i e problem ol; 
i.iisri f f j c i i::nt dat.a f o r performi.ng CRA ex..imiriations-."' AJ.though t l i e 
i:i-;gu.l a t i o n s .::i..arify t he d.-ii.:.-i co.l.le(.:ti.ori requi.rements t o asses:s 
i n s t i t u t i o n s ' CRA performance, they do not d i r e c t l y address t l i e 
problems o f i.ii . i c c u r a t e d ata provi.ded by i . n s t i t u t i o n s or the 
inad e q u a t e d i s c l o s u r e o f i.n f o r m a t i o n i n the p u b l i c e v a l u a t i o n 
r e p o r t s . P u b l i c e v a l u a t i o n r e p o r t s are the p u b l i c ' s p r i m a r y source 
of .1. n i'o rnia t i o n about i ns t .1. t u t i o n s ' Cf<A performance and t;.lie 
re.qu.l.ators ' c o n s i s t e n c y .i.n CRA (ixaminat i o n s . 

Ai so, 
d i s s at 
j:e f orm 
r e q u l a 
the ba 
pi-iiia .1. t 

i.ate 1 
re f o rm 
CfiA ra 
" s a t i s 
,app>rov 
1- u i. e 
banks ' 
d roppe 

the lov 
I s f a c 11 
propos 

t o i : s t o 
n k i n q 1 
i e s . li 
994 t i l a 
S WOUi. d 

I I n Cl s w 
f a c t. o r y 
a l of a 
o l j j e c t e 
a p p l i c 

d from 

-;o(.1 recju.1. a 11 on:j d•:> ri(i I; i:esoi. ve t he w 1 <1 e:3 pread 
1 wi.tfi r e g u l a t o r y enforcement o f the a c t . The i n i t i a l 
.•:: sought t o :3 t r e n g t l i e i i enforcement by c a l l i n g f o r 
ise e x i s t i n c ] formaf enforcement a c t i o n s s e t f o r t h i n 

aws, such as ceas e - a n d - d e s i s t o r d e r s and c i v i l money 
owever, t h e iJepartment of J u s t i c e i s s u e d an o p i n i o n i n 
|- sucli a ct 1 OILS are not w i.t h i n t l i e scope o f CRA. ITie 
a l s o tiave addressed bankers' concerns by s p e c i f y i n g tiow 

o u l d be c o n s i d e r e d i n a p p l i c a t i o n s , i . e . , a 
" or bf-^tter r a t i n g would g e n e r a l l y r e s u l t i n t l i e 
n a p p l i . c a t i . o i i . However, many coininentors t o the proposed 
d t o the p e r c e i v e d r e s t r i c t i o n on p u b l i c p r o t e s t s o f 
a t i o n s . Consequently, b o t l i proposed measures were 
c o n s i d e r a t i o n by the r e g u l a t o r s . 

CHALLENGES TO SUCCESSFULLY 
IMPLEMENTING REGULATIONS 

Chapter 0:4.3 

From i t s r e v i e w , GAO found s e v e r a l c h a l l e n g e s t h a t t h e r e g u l a t o r s 
face t o s u c c e s s f u l l y implement t h e r e v i s e d r e g u l a t i o n s . 
I n c o n s i s t e n c y r e s u l t e d i n p a r t from examiners (1) e x e r c i s i n g 
c o n s i d e r a b l e d i s c r e t i o n i n i n t e r p r e t i n g vague CRA s t a n d a r d s and (2) 
r a t i n g i n s t i t u t i o n s ' performance d i f f e r e n t l y by f o c u s i n g on d i f f e r e n t 
p a r t s o f t h e e x a m i n a t i o n guidance. Frequent changes i n t h e focus of 
e x a m i n a t i o n s w i t i i i n t h e p a s t s e v e r a l years a l s o c o n t r i b u t e d t o 
i n c o n s i s t e n c y . I n s u f f i c i e n t examiner e x p e r i e n c e and t r a i n i n g was 
c i t e d by bankers and community groups as f u r t h e r c o n t r i b u t i n g t o 
i n c o n s i s t e n c y because i t l e d t o inadequate e x p e r t i s e on t h e p a r t o f 
examiners knowing how t o p r o p e r l y e v a l u a t e i n s t i t u t i o n s ' community 
lendi.ng performance . 

Some examiners t o l d GAO t h a t t h e y had d i f f i c u l t y a s s e s s i n g compliance 
when data p r o v i d e d by i n s t i t u t i o n s were i n a c c u r a t e or i n c o m p l e t e . I n 
a d d i t i o n , some o f the r e g u l a t o r s r e p o r t e d data q u a l i t y problems w i t h 
home mortgage l e n d i n g data s u b m i t t e d by i n s t i t u t i o n s and used by t h e 
r e g u l a t o r s t o assess performance. F u r t h e r , t he r e g u l a t o r s ' responses 
t o i n s t i t u t i o n s w i t h poor data q u a l i t y have been i n c o n s i s t e n t . 

I n f o r m a t i o n a c c e s s i b i l i t y has been a concern o f community groups t l i a t 
m o n i t o r i n s t i t u t i o n s ' CRA performance and t h e r e g u l a t o r s ' CRA 
e x a m i n a t i o n s . Some o f these groups were concerned t h a t p u b l i c l y 
a v a i l a b l e e v a l u a t i o n r e p o r t s do not p r o v i d e enough i n f o r m a t i o n about 
. L n s t i t u t i o n s ' a c t u a l l e n d i n g performance. I n a d d i t i o n , i n a d e q u a t e 
i n f o r m a t i o n about t h e r e g u l a t o r s ' r a t i o n a l e f o r how t h e y r a t e 
i n s t i t u t i o n s lias c o n t r i b u t e d t o concerns by bankers and the p u b l i c 
about examinat.ion c o n s i s t e n c y . 
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F i . n a l l y , some examine r s t i j l d GAO t h a t t h e y l a c k e d the tiime d u r i n g 
exami ria t i o n s t o p e r f o r m .i.l. 1 o f t l i e ciata g a t h e r i n g and a n a l y s i s task;.^ 
t h a t t l i e y a r e e.xi iected t o do dur i .ng CRA examina t i.ons, sucl i as maki.ri'i 
c o n t a c t s i n t h e communi ty Lo assess community needs . Some r e g u l a t o r y 
o f £ .i. r: 1 a ]. s e s t i m . i t e t l i . i t imp 1 einen t a L .i.on o f the r e v i s e d r e g u i at ion:.-: 
w i 1 i . r equ i . r e e:-:.aiiri i le rs t o ..lo more d u r i i i ' : i e:x.imin.it i o n s . Recogrii:::.i. ng 
i.li.i.:s j jos s i f j i . i . .1.1, y, t he rerpi.! -.itor.--; a re d e v e l o p i n q npw t ' schniques t o 
reduce e x a m i n a t i o n t i m e . T 1: t l i e se e f f o r t s a re not succ : e s s fu f , 
e:-:am.i.ners may f a c e s i t u a t i ons where t hey e i t h e r cannot: p e r f o r m 
necess. ' i ry an.iily:-:es o r mLi:;:t :-:lii. f t r e s p o n s i b i l i t y I 'or i ; :onduct ing SUL:II 
a n a l y s e s back t o t h e i ns t i. is11. i.ons . a u d i ac t i o n s cou Ld reduce 
e:-:.;im i na 11 Ol 1 q i r i I j t y a.-: v/« • 1 I as .1. m • r..-...i i.-ie i n s t i t u t ion.s ' i. eg 11 t o ry 
b u r d e n . 

I N I T I A T I V E S HAVE ()VEr.:COME 
SOME BARF-tlERS TO COMMl.lNIl'Y 
LENDING 

Chap te r 0 : 4 . 4 

S u c c e s s f u l community I e n d i n q i r i i t i . a t i . v e s liave d e m o n s t r a t e d t h a t 
h a v i n g good communication .:ind c o o p e r a t i o n among r e g u l a t o r s , bankers, 
community groups, and o t h e r s i s key t o overcoming leneii.ng b a r r i e r s . 
I n such i n i t i a t i v e s , i n s t i . t u t i o n s have made coiiununi.ty IcMiding an 
i n t e g r a l p a r t o f t h e i r b u s i n e s s s t r a t e g i e s ; i n v o l v e d community groups 
i n t h e i . r p l a n s arid program.;:; and developed t a r g e t e d underwr 111 nci 
s t a n d a r d s , proiqrams, and p r o d u c t s t o meet community needs. From i t s 
r e v i e w , GAO l e a r n e d o f community i.ending i n i t i a t i v e s t f i a t 
p a r t i c i p a n t s Lie.l i eve may cvrai.'come percei.ved or ar:tua.l. b a . r r i e r s t o 
lendi.ng i n low- and iiioder a t e - i ncome areas. B a r r i e r s d e s c r i b e d liy 
bankers i n c l u d e d h i g h e r t r a n s a c t i o n c o s t s and c r e d i t r i s k s as w e l l as 
r e s t r i c t i o n s rei...ited t o siii:;ondary mortgage market u n d e r w r i t i n g 
s t a n d a r d s . Some bankers liave found ways t h a t may lower t h e 
r e l a t i v e l y h i g h t r a n s a c t i o n c o s t s and c r e d i t r i s k s t o i n d i v i d u a l 
i n s t i t u t i o n s o f community r e i n v e s t m e n t i.oans by s f i a r i n g those c o s t s 
and r i s k s t h r o u g h pa r t ici.pa ti.ons i r i m u l t i - i n s t i t u t i o n programs. i.n 
a d d i t i o n , some major p a r t . i . c i p a n t s i r i t he secondary mar'kets have 
r e c e n t l y u n d e r t a k e n i n i t i a t i v e s i n t e n d e d t o make them more r e s p o n s i v e 
t o conununity development concerns. Furthermore, Congress has enacted 
l e g i s l a t i o n t o f a c i . l i t a t e communi.ty l e n d i n g t h r o u g h o t h e r means, such 
as t h e r e c e n t l y e n a c t e d Ri.egle Community Development and R e g u l a t o r y 
Improvement Act o f 1994 , wlii.ch a u t h o r i z e d funds f o r community 
p a r t n e r s h i p s t o h e l p f i n a n c e r e v i. t a 1 i. za t i on p r o j e c t s , and the Bank 
E n t e r p r i s e A c t , which a u t h o r i z e d d i r e c t s u b s i d i e s f o r c e r t a i n 
community l e n d i n g a c t i v i t i e s . 

GAO a l s o f o u n d t h a t b a n k i n g r e g u l a t o r s , t o v a r y i n g degrees, p l a y a 
key r o l e i n helpi.ng i n s t i t u t i o n s enhance t h e i r community l e n d i n g 
programs. Using t l i e a v a i l a b l e r e s o u r c e s of t h e i r community a f f a i r s 
programs, some r e g u l a t o r s liave h e l ped f a c i l i t a t e community 
development by d i s s e m i n a t i r i g i n f o r m a t i . o n about v a r i o u s coinmunity 
lendi.ng techni.ques and i.nvestnient o p p o r t u n i t i e s . Ttie r e s o u r c e s and 
i.o n g e v i t y ol: t l i e r e g u l a t o r s ' conmiunity a f f a i r s programs d i f f e r . For 
example, t h e F e d e r a l Ileserve Board's (FRB) program has a f u l l - t i i m e 
s t a f f o f 70 and was e s t a b f i s h e d i n the e a r l y 1980s, w h i l e t he O f f i c e 
of T h r i f t S u p e r v i s i o n (OTS) and the O f f i c e o f the C o m p t r o l l e r of t h e 
Currency (OCC) each has fewer than 10 f u f l - t i i n e s t a f f i n i t s r e c e n t l y 
e s t a b l i s h e d program. F u r t h e r development o f these programs and 
b e t t e r c o o r d i n a t i o n o f e f f o r t s c o u l d enhance the r e g u l a t o r s ' r o l e i n 
en c o u r a g i n g community development l e n d i n g . 

CONGRESS HAS CONSIDERED 
PROPOSALS TO REDUCE BURDEN 
AND ENCOURAGE COMMUNITY 

of 73 2/15/99 5:10 PN 



littp://f'rwcbgatc,access,gpo,gov/cg,,,txt&.directory=/diskb/wais/data/gai 

..ENDING 
Chap te r 0 : 4 . 5 

Congress has con 
c o m p l y i n g w.i. t". h 0. 
r:ommu n i t y . M,;i 11 y 
CRA t o exe;iiipi. ;:;iii 
fl a V e a 1 :s o u g q e 
f i. IIa n c i a f s ul.).s :i d 
:r,ug<jested .^li. t e r n 
w i t h i n c e n t i v e s 
s t r e a m l i n e d or" i 
and soundness re 
g e n e r a l l y opiiose 
f i n a n c i a 1 i . n .-i; t i t 
vjOLild increas 'S .i 

s i d e red pi.'oposai. s t f i a t wou ld reduce t f i e burden o f 
r\/\ and encourage banks t o Lisnd t o a.l.I .:ireas o f t h e i r 

Ij.a n ke i ; h . i v e s u | j p o r t e d pro|;)Osal s t l i a t wou ld .iinend 
. - i l l banks I." rom L:RA e x a m i n a t i o n s . .Banke r s and o t i i e r s 
t e d t l i . ; i t CRA be rep lace i . l o r supple lnented w i t h 
.Les o r o t i i e r p o s i t i v e .Lucent i. ves . Some o f t h e i r 
a t i v e s fiave i n c l u d e d m o d i f y i . n g o r s u p p l e m e n t i n g CRA 
such as t ax c r e d i t s , d e p o s i t i n s u r a n c e c r e d i t s , 
ess f r e q u e n t e x a m i n a t i o n s , and r e v i . s i o n s o f s a f e t y 
q u i r e m e n t s f o r Cl̂ A l e n d i n g . Coinmunity g roups fiave 
d p r o p o s a l s t h a t w o u l d reduce CRA o b l i g a t i o n s f o r 
u t i o n s , but some groups have support :ed p r o p o s a l s that 
i i c e n t i v e s i 'sr communi.ty l e r i d i n g . 

I ' l ie v a r i e d [losi.i;.i.oiis t aken l:)y t l i e a f f e i . - f e d p a r t i e s f u r t i i e r 
d e m o n s t r a t e lhal;. t he debat.i-i . ibout liow bes t t o a c l i i e v e the g o a l s o f 
communi.ty r e i n v e s t m e n t i s b o t h c o m p l i c a t e d and c o n t e n t i.ous. I'he 
ap|.iroach embodi.n-d i n t he c u r r e n t CRA s t a t u t e uses the i .evers o f 
compel l a n c e e,--:aminations and a p p l i c a t i o n a p r o v a l s t o i n c r e a s e 
communi ty r e i . nves tme i i t l e n d i n g . I'he new r e g u l a t i . o n s a re an a t t e m p t 
t o g e n e r a t e f i e t t e r r e s u l t s w i t h l e s s r e g u l a t o r y b u r d e n . However, 
c i iven t l i e po:;: 11 i on:^ o f t f i e d i f f e r e n t p a r t i e s , i t i s no t r : l e a r t h a t 
f i l e r e s u i . t s wi. .1. 1 f i i i . l y a i;. .1. s f y a f f o f t i i o se p a r t i e s . 

MATTER F01-; CONGRESSIONAL 
CONSIDERATION 

C l i a p t e r 0 : 5 

I f the concerns raised by the a f f e c t e d p a r t i e s should p e r s i s t even 
a f t e r the regirl.itors have had s u f f i c i e n t time to implement the 
revised regui..itions. Congress may want to consider r e v i s i t i n g and 
r e v i s i n g the CRA s t a t u t e to c l a r i f y i t s i n t e n t and scope, po s s i b l y 
examining a l t e r n a t i v e s t r a t e g i e s f o r reaching i t s goals. Such 
s t r a t e g i e s might include i n c e n t i v e s to strengthen p o s i t i v e CRA 
performance by bankers and a d d i t i o n a l enforcement a u t h o r i t y f o r 
r e g u l a t o r s to discourage negative performance. 

RECOMMENDATIONS 
Chapter 0:G 

GAO i s also making recommendations to the heads of the feder a l bank 
and t h r i f t r e g u l a t o r y agencies r e l a t e d to the major challenges 
I d e n t i f i e d by GAO that have hindered past CRA impfenientation e f f o r t s . 
The recommendations on page 66 are intended to ensure the e f f e c t i v e 
implementation of the revi.sed r e g u l a t i o n s and consistency of CR7\ 
exami na t i ons. 

AC-iENCY COMMENTS 
Chapter 0:7 

GAO received 
Federal Depo 
discussion o 
at the end o 
banking agen 
major concer 
p a r t i e s have 
r e g u 1 a t i. o n s 
consistency 

wri.tten comments on a d r a f t of t h i s report from the 
s i t Insurance Corporation (FDIC), FRB, OCC, and OTS. A 
f the r e g u l a t o r s ' comments and GAO's evaluation appears 
f chapters 3 and 4. Ove r a l l , o f f i c i a l s from the four 
ci.e:;-: g enerally agreed with the report's discussion of 
ns and problems that the regulators and other a f f e c t e d 
faced as tfiey sought t;o b u i l d i n t o the revised 

,an appropriate taalarice between f l e x i b i l i t y and 
for CRA compliance examinations. In general, the 
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r e g u i . a t o r s acknowledged t l i a t GAO's i.ecommenda t i o n s were c o n s i d e r e d 
and have been, or w i l l be, u s e f u l t o tliem as t h e y seek t o address C:RA 
compliance t h r o u q i i the r e v i s e d regu.l at i.ons . I'he r e g u l a t o r s p)ointed 
out: a c t i o n s t h e y p>lan t o t.-ike as they implement the r e v i s e d 
reg u 1,11 i on s , i iiL:i udi.ncj i.n t e raiiency t t a i n i n g and devei of.mient of 
u n i f o r m p e i forma nee e v a l u a t Ions . These .-ict i.ons focus on e n s u r i n g 
cons L s t e n t i m protation.-'; o f the rr-vj aed r..-qu L a t i o n s . 

W i t h r e g a r d t o the " M a t t e r l o r C0ncp.s2ssi.0naf Corisi.dera t i.on, " FDIC and 
OCC were •"joiirji:.. 1:1 led t h a t coinq re s s i ona 1 a c t i o n b e f o r e s u f f i c i e n t ti.nu. 
has passed f o i ; f u l . l . i nipi.em.-.'iitat; i o n o I; tln:-i r e v i s e d regu.i.ations may bt.-

i t furthi-ji." rev i.::;ioiis t o Cl-̂ A w i t f i o u t feedback on t l i e 
f i l e revi.';:!i'd r e g u l a t i . o n s coui.d undermine t h e i r 
01'S not: ed t l i a t the .1 gene i e s fiave a l r e a d y agreeci t o 

,;-virjw o t 1.1 Ml revi::;oi;l r'-;.gu .1. .;i I: .Lon:-: 5 years aft;i;.-i; thi-,.y 
i-:iited. ti.Ao aqiees t h a t tho r e g u l a t o r s have made 
s i.n rev isi.IK.] thc' r'c.̂ iu J .1 ti.ons t:o address 1;lie divei.ss.-i: 
about the e f f e c t i v e n e s s of CRA. Consequently, GAO 

m o d i f i e d t h e m a t t e r f o r c o n g r e s s i o n a l c o n s i d e r a t i o n t o suggest t h a t 
Congress may want t o c o n s i d e r the res u i . t s from i.mplementa t i on o f the 
r e v i s e d CRA r e g u l a t i o n i n i t s d e l i , be r a t i.on as t o whether the 
o b j e c t i v e s o f community r e i n v e s t m e n t are bei.iig w e l l served t h r o u g h 
t l i e CRA s t a t u t e and r e g u l a t i o n s . 

prematujre .ami t l 
e f f e c t i v o n e:.-; s o I 
i.mpjf emeu t a t .1.011. 
coiK.iuc t; .:1 l' l.l L i. 1 
are f u l l y .i.mpdeii 
e.'': t ens;i v.j e I 1;.0.1." 1. 
concerns ra i sed 

INTRODUCTION 
C ll a j:) t •: I 

C o n g r e s s i o n a l c:oncerns t h a t banks and t h r i f t s ( i . n s t i t u t i o n s ) were not 
a d e q u a t e l y r e s p o n s i v e t o c r e d i t needs o f the communities t h e y served, 
i n c l u d i n g low- and mociera t e - i ncoim-' ,;ireas, prompted the passage o f the 
Conununity Reinvestment Act (CRA) i n 19/7. Idie a c t r e q u i r e s each 
f e d e r a l bank and t h r i f t r e g u l a t o r - - t h e F e d e r a l Reserve Board (FRB), 
the O f f i c e o f t h e C o m p t r o l l e r o f the Currency (OCC), and the F e d e r a l 
Deposit I n s u r a n c e C o r p o r a t i o n (FDIC) f o r banks, and t h e O f f i c e o f 
T h r i f t S u p e r v i s i o n (OTS) f o r t h r i f t s - - ( r e g u l a t o r s ) t o encourage 
i n s t i t u t i o n s under i t s j u r i . s d i c t i o n t o h e l p meet the cred i . t needs i n 
a l l areas r j f t h e conununity t he i n s t i t u t i o n i s c h a r t e r e d t o s e r v e , 
c o n s i s t e n t wi.l.h s a f e and sound o p e r a t i o n s . The act a l s o r e q u i r e s the 
r e g u l a t o r s t o pc-ri odi.ca 11 y asse:is i n s t i t u t i . o n s ' communit:y l e n d i n g 
performance d u r i n g e x a m i n a t i o n s and t o c o n s i d e r t l i a t performance i n 
t h e i r e v a l u a t i o n s o f i n s t i t u t i o n s ' a p p l i c a t i o n s f o r expansion or 
r e l o c a t i o n o f t h e i r o p e r a t i o n s . Growing concern about the 
e f f e c t i v e n e s s o f CRA's i m p f e i n e n t a t i o n and i t s r e g u l a t o r y burden on 
i n s t i t u t i o n s l e d t o t h e r e g u l a t o r s ' major r e f o r m e f f o r t , which 
r e s u l t e d i n two major proposed CRA r e v i s i o n s , i s s u e d i n December 1993 
and October 1994, and a f i n a l r e v i s e d CRA r e g u l a t i o n i n May 1995. 

Th i s r e p o r t responds t o a 
Committee on Banking, Fina 
on Consumer Credi.t and I n s 
r e g u l a t o r s ' r e f o r m e f f o r t s 
encourage i n s t i . t L i t i o i i s ' l e 
reduce unnecessary burden, 
e v a l u a t e t h e r e q u l a t o i r s ' 1 
F a i r Housing Act (FHA), t h 
t:lie Home Mort:gage D i s c l o s u 
f a i r f e n d i n g wi.i f be di.scu 

request from t h e former Chairmen, House 
nee and Urban A f f a i r s and t h e Subcommittee 
urance a s k i n g us t o e v a l u a t e whether t h e 
would improve compliance w i t h t h e CRA, 

ndi.ng t o t h e i r e n t i r e communities, and 
The former Chairmen a l s o asked us t o 

mplementation o f t h e f a i r l e n d i n g l a w s - - t h e 
e Equal C r e d i t O p p o r t u n i t y Act (ECOA), and 
l e Act (HMDA). The r e s u l t o f our work on 
ssed i n a s e p a r a t e r e p o r t . 

BACKGROUND 
Chapter 1:1 

The debate p r e c e d i n g enactiiiient o f CRA was s i m i l a r t o the c u r r e n t 
debate. Community groups urged i t s passage t o curb what they 
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b e l i e v e d t;o be a l a c k o f adequate f e n d i n g i n low- and moderate-income 
ai^eas. Bank and t h r i f t o f f i i : ; i a l s (bankers) g e n e r a l l y opposed C l ^ as 
.in unnecessary measure t l i a t c o u l d , among o t h e r t h i n g s , undui.y , i f f e e t 
bi.i::iii..':;::: do c .1 s .1. ii'n s by iii,:i ncli t; i. n.;] i::re(;i.i.l:. a i. 1 oca 11 oi i aiv;! r-ause s a l o t y 
.•ind soLindnes:=: problems by lorci.ng i n s t i t u t i o n s t o make e x c e s s i v e l y 
I i. s k y I.o.l 11 s • 

AMENDMEN'I •I'O CRA 
Chapter 1:1. 1 

Since t l i e passage o f CRA, t l i e r e g u f a t o r y , economic, and l e g i s l a t i v i 
e n v i r o n m e n t s have changed. I t i.s t h e r e f o r e u s e f u l t o r e v i e w t he 
h i s t o r y o f , and s u b s t a n t i v e amendments t o , CRA t o un d e r s t a n d i t s 
o r i g i . n s and where emphasi:.-: ha:;: s h i f t e d . Tabi.e 1.1 b r i e f l y 
i .1.1 u:;; t ra t e s f \ i o major .ameridmei 11 s t o CRA :iince i t s pass-ige. 

Tal.)le 1 . 1 

Amendments t o CRA 

Year 

197 7 

198 9 

/\ine I idmen t s 

19 91 

Passed as t i t l e V I I I o f 
Development Act of 197 7 

the Housing and Community 

Amended by tho F.inancial I n s t i t u t i o n Reform, Recovery, and 
Enforcement Act of 1989 (FIRREA) t o r e q u i r e t h a t t he CRy'̂, 
e x a m i n a t i o n r a t . i i i g arid a w r i t i i e n e v a l u a t i o n o t each 
assessment f a c t o r be made p u b f i c l y a v a i l a b l e . FIRREA a l s o 
e s t a b l i s h e d a I'o u i - p a r t q u a l i t a t i v e r a t i n g s c a l e . 

Amended by t l i e Federal Deposit I n s u r a n c e C o r p o r a t i o n 
Improvement Act o f 1991 (FDICIA) t o r e q u i r e p u b l i c 
d i s c u s s i o n o f data u n d e r l y i n g t he r e g u l a t o r ' s assessment o f 
an i n s t i t u t i o n ' s CRA performance i n t h e p u b l i c p o r t i o n of 
the CRA e v a f u a t i o n . 

1992 Amended by the Housing and Community Development Act o f 1^92 
to p r o v i d e t h a t the r e g u l a t o r s c o n s i d e r a c t i v i t i e s and 
i n v e s t m e n t s i n v o l v i n g m i n o r i t y - a n d women-owned f i n a n c i a l 
i n s t i t u t i o n s and low-income c r e d i t unions i n a s s e s s i n g t h e 
CRA performance r e c o r d s o f i n s t i t u t i o n s c o o p e r a t i n g w i t h 
such i n s t i t u t i o n s t o meet l o c a l community c r e d i t needs. 

1994 Amended by t h e R i e g l e - N e a l I n t e r s t a t e Banking and Bran c h i n g 
E f f i c i e n c y Act o f 1994 t o r e q u i r e t h a t i n s t i t u t i o n s w i t h 
i n t e r s t a t e b r a n c h i n g s t r u c t u r e s r e c e i v e a s e p a r a t e r a t i n g 
and w r i t t e n e v a l u a t i o n f o r each s t a t e i n which t h e y o p e r a t e 
and a s e p a r a t e w r i . t t e n e v a l u a t i o n o f t h e i r performance 
w i t h i n a m u l t i s t a t e m e t r o p o l i t a n area where t h e y have 
branclieis i n two or more stia t e s w i t h i n the area. 

Source: GAO's r e v i e w o f the laws. 

CRA was passed as t i t l e V I I I o f the Housing and Coirnnunity Development 
Act o f 1977 (12 U.S.C. 2901 e t s e q . ) . CRA r e q u i r e s each f e d e r a l 
b a n k i n g r e g u l a t o r t o use i t s a u t h o r i t y , when examining i n s t i t u t i o n s , 
t o encourage such i n s t i t u t i o n s t o h e l p meet the c r e d i t needs o f t l i e 
l o c a l conununities i n which they are c h a r t e r e d , c o n s i s t e n t w i t h t h e 
i n s t i t u t i o n ' s s a f e and sound o p e r a t i o n . \ 1 I n c o n n e c t i o n w i t h these 
e x a m i n a t i o n s , t h e r e g u l a t o r s are r e q u i r e d t o assess an i n s t i t u t i o n ' s 
r e c o r d o f l e n d i n g i n i t s community and take i t i n t o account when 

1 of 73 2/15/99 5:10 PN 



littp://lrwebgale.access.gpo.gov/cg...txt&diicclory=/diskb/wais/data/gao 

e v a l u a t i n g any type 
f a c i l i t y . \ 2 

o f app i c a t i o n by an i n s t i t u t i o n f o r a d e p o s i t 

Cl\,M w.is amended by FIRREA t o r e q n j 
r . i t . i . ng ,irid a w r i t t e n e v.a 1 u.a i; i.on o 
pub 1 .i.l.: 1 y .a V.;i i .1.al>.1.e . FIWRE/'•. a 1.s.j 
ra 11 nq sca 1 e so t ha t t he 111b 1 .i c J y 

re t ha t t he reg u 1 . i t:o r ' 
each assessment l a c t o 

s t a b l i s h e d . i f i i i i r - p a r i ; 
a v . i j l . ; ible CRA r.:it.i.ngs 

exami na t l o i i 
r be made 

<'.\ u .11 i. t a I: .L V 'r.-
would not I'.'-o 

ccjiifused w i t l i t i l e f 1 ve-p.;n; t; nuiner.ical i.atmgs g i veti t o . i . n s t i t u t i o n s 
by t h e r e g u l a t o r , .s on the f j . i s i s of the s a f e t y and .soundness o f t h e i r 
o p i e r a t i o n s . These s a f e t y and soundness r a t i n g s are c o n f i d e n t i a l . I n 
1991, Ff)iCI/-\ fu.i: f l i e r dnnendtd CR/-\ t o rc^quire pub.ln: d i s c u s s i o n o f data 
under.lyi.ng the i c-'gii f ;;i t r ; r s ' .issessment of an i n s 11 t.u t: i o i i ' s C1-;A 
performance i n the pub.l.i.c CRA e v a l u a t i o n . 'I'he Housing and Community 
Development Act of 1992 amended CRA t o r e q u i r e t h a t the r e g u l a t o r s 
cons.i.drjr :ict .1 v.l t i e s and investme-nt invo.l.ving mi.riorii;y- and 
women-owned f i n a n c i a l i n s i: i t u t i o n s and low- Income c red i L unions i n 
assessi.n'") l-hr- (.;KA pe r I'o rma i i.re of 11 t i. I u t; i oi is coori.=-ra t i i ig .in t;.lie:ie 
e f f o r t s . 'I'hi.- Rj et)l<;-Neal J n t o r s t . - i t e Banking ati<l Litanching Ki: f t c i ency 
Act of 1994 .amend.^d C:RA t: r. requi.re tl i a t ; .ins 111 u t i. oris w i t h i n t e r s t a f i - j 
b r a n c h i n g s t r u c t u r e s r e c e i v e a s e p a r a t e r a t i n g and w r i t i ; e n e v a l u a t i o n 
f o r eacli .stal;e i n wh;i.t:li f.iioy have branches and a s e p a r a t e w r i t t e n 
e v a l u a t i o n of t l i e i . r performance w i t h i n a m u . l t i s t a t e m e t r o p o l i t a n area 
wliere t h e y have branches i n two or more s t a t e s wi.thi.ri the area. 

'Ihc; p r i n c i p l e 
"convenience 
c h a r t e r e d t o 
i s o n e t h a t 1' 
and bank inerg 
Act of 1935 d 
II e Ci d s o 1: I; 11 e i 
passed i n 195 
bank h o l d i n g 
convenience a 
and soundness 
r e f i n e d t o ex 

c o n t a i n e d i n (JRA, t h a t i n s t i t u t i o n s must serve the 
and needs" o f the conununities i n w h i c l i they are 
do bus.Lness c o n s i s t e n t w i t h s a f e and sound o p e r a t i o n s , 
e d e r a l law c)overning d e p o s i t i n s u r a n c e , bank c h a r t e r s , 
e r s had embodied b e f o r e CRA was enacted. The Banking 
ijci.ared t h a t lianks s f i o u l d serve the convenience and 
r comiiiLinities. 'lhe Bank H o l d i n g Company Act, i n i t i a l l y 
G, r e q u i r e s FRB, i n a c t i n g on a c q u i s i t i o n s by banks and 
c:onipanies, t o e v a l u a t e how w e l l a bank meets t h e 
nd needs of .i.ts conununities w i t h i n t l i e l i m i t s o f s a f e t y 

Under CRA, the concept o f "convenience and needs" wa.'; 
p l i c i t l y i n c l u d e e x t e n s i o n s o f c r e d i t . 

\ f A l t h o u g l i t l i e r e g u l a t i o n s were developed on an i n t e r a g e n c y b a s i s 
and are v i r t u a l l y i d e n t i c a l , each o f t h e r e g u l a t o r s has i t s own set 
o f CRA r e g u l a t i o n s . For FRB t h e y can be found a t 12 CFR p a r t 228; 
f o r OCC a t 12 CFR p a r t 25; f o r FDIC at 12 CFR p a r t 345, and f o r OTS 
a t 12 CFR p a r t 563e. 

\2 An " a p p l i c a t i o n f o r d e p o s i t f a c i i i t y " i s d e f i n e d as an a p p l i c a t i o n 
t o t h e a p p r o p r i a t e s u p e r v i s i n g r e g u l a t o r f o r (1) a c h a r t e r f o r a 
n a t i o n a l bank or f e d e r a l s a v i n g s and l o a n (S&L); (2) d e p o s i t 
i n s u r a n c e i n c o n n e c t i o n w i t h a newly c h a r t e r e d s t a t e bank, s a v i n g s 
bank, S&L, or s i m i l a r i n s t i t u t i o n ; (3) t h e opening of a domestic 
branch or o t h e r f a c i l i t y w i t h the a b i l i t y t o accept i n s u r e d bank or 
S&L d e p o s i t s ; (4) t h e r e l o c a t i o n of a home o f f i c e or branch; (5) t h e 
merger or c o r i s o l i d a t i o n wi.th, or a c q u i s i t i o n o f the a s s e t s , or 
assumption o f the f i a b i l i t i e s o f an i n s u r e d d e p o s i t o r y i n s t i t u t i o n ; 
or (6) t h e a c q u i s i t i o n o f shares or a s s e t s of an i n s u r e d d e p o s i t o r y 
i n s t i t u t i o n r e q u i r i n g a p p r o v a l under the Bank H o l d i n g Company Act or 
the N a t i o n a l Housing A c t . 

THE FAIR LENDING LAWS ARE 
RELATED TO CRA 

Chapter 1:1.2 

CRA and t l i e f a i r I .ending l a w s , w h i l e s e p a r a t e , liave r e l a t e c 
o b j e c t i v e s . The p r i m a r y purpose o f CRA was t o p r o h i b i t 
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r e d l 
mode 
d ;i.:;; c 
.:! c t u 
o f 1: 
d 1:;: 
tias i 
f .ami 
i n c-1 
d i SC 
d i SC 

l;).:ise 

s t: a t 
f a i t 

i n i n g - - a r b.L t ra r 1.1. y fa.LLing t o p r o v i d e c r e d i t t o low- and 
rat e - m c o i n e neighborhoods. FHA and ECOA p r o h i b i t l e n d i n g 
r i . m i n a t i o i i based on c e i ' t a i n c l i a r a c t i e r i . s t i e s of p o t e n t i a l and 
a l borrower:.".. The FHA, passed by Congress i n 1''>G8 as t i t l e VI I 
lie Civ i.l. r-; i c|lii:.;:; Act o f .1968, .•imonq otilier t;hiiig;i (;> i;oli i b i t s 
r i m I 11.11, i.e.. II 111 I ..'s 1 den I; 1'1 I r.i.iil. r.s t; ,;i i - r - 1 .i t ed t r.iiisac-t i.ons on i. 
:.. o t .111 .ii;'[-d i . c . i i i t ' : ! i.ic'.., ccjl.Dr, j'c: 1.1 g I. OI i, 'jend.:;!., liaridi.c.;i|.', 
1 i a i :;-: t a t u &, o r n a t i o n a l o r i g i n . S11 c 11 p r o li i b i-t e d a c t i v i t i e s 
Lide d e n y i n g or f i : - : i i i g tilie ternis and c c j n d i t i o i i s c^f a l o a n based 
r i n i i n a t o r y c r i t e r i a . The ECOA, passed i.n 1 974, p i o h i b i t s 
i n m i n a t i o n wit.li r e.^ipiec't t cj any aspect of a c r e d i t t r a n s a L : t i o n 
d (311 raci-.i, c'ol.or, reli'")i.on, n a t i o n a l o r i g i n , gender, m a r i t a l 
us, age, Lecei.pt; o f pub.l.ic a s s i s t a n c e , or the e x e r c i s e , i.n good 
h, of r i g h t s g r a n t e d by t h e Consumer C r e d i t P r o t e c t i o n A c t . 

IIMDA was eiia..:l;.ed by Congress i n 1975 t o p r o v i d e r e g u l a t o r s and t h e 
putaln;: w i t h i n f o r m a t i o n so t h a t b o t h c o u l d d e t e r m i n e whether 
d e p o s i t o r y i n s t i t u t i o n s were s e r v i n g the c r e d i t needs o t t h e i r 
communities but was expanded o v e i t i m e t o d e t e c t evidence o f p o s s i b l e 
d.i. .scrim I n a t i o n based on t h e i n d i v i d u a l , c h a r a c t e r i s t i c s o f a p p l i c a n t s . 
HMDA e s t a b l i s h e d .a r e p o r t i n g o b l i g a t i o n f o r d e p o s i t o r y i n s t i t u t i o n s . 
I n r t i a l l y , HMDA r e q u i r e d d e p o s i t o r y i n s t i t u t i o n s w i t h t o t a l a s s e t s o f 
mote than $10 m i l l i o n t o comp i l e data on the number and t o t a l d o l l a r 
amount of niort;g.ac)e l o a r i s o r i g i n a t e d or f o r which the i n s t i t u t i o n 
r e c e i v e d completed a p p l i c a t i o n s o r purchased d u r i n g each f i s c a l year 
by cjeographic area and make t h a t data a v a i l a b l e f o r p u b l i c 
i n s p e c t i o n . In 1.989, HMDA was amended t o r e q u i r e c o l l e c t i o n and 
r e p o r t i n g o f data on ra c e , gender, and income c h a r a c t e r i s t i c s o f 
mortgage a p p l i c a n t s t o p r o v i d e data t o a s s i s t i n i d e n t i f y i n g 
d i s c r i m i n a t o r y I.ending p r a c t i c e s and e n f o r c i n g f a i r I.ending s t a t u t e s . 
/\inendments t o HMDA i n 198 8 and 1991 expanded the r e p o r t i n g 
requ 1 remen t.-. s t o iiicist mo r t: ge banking s u b s i d i a r i e s o f bank and t h r r l t . 
h o l d i n g com[janic-;S .ind ini.le|jendent mortgage companies not a f f i l i a t e d 
w i t h d e p o s i t o r y i n s t i t u t i o n s . I n 1992, HMDA was amended t o r e q u i r e 
a f f e c t e d f i n a n c i a l i n s t i t u t i o n s t o make a v a i l a b l e t o the p u b l i c , upon 
r e q u e s t , t h e i r l o a n a p p l i c a t i o n r e g i s t e r s , which m a i n t a i n data f o r 
loan s covered by HMDA. 

Both HMDA and CRA were o r i g i n a l l y enacted t o remedy a p e r c e i v e d l a c k 
o f l e n d i n g by i n s t i t u t i o n s t o the communities i n which t h e y were 
c h a r t e r e d t o do b u s i n e s s by t h e r e g u l a t o r s . HMDA was amended i n 1989 
to i n c l u d e t h e c o l l e c t i o n o f data on race, sex, and income o f 
a p p l i c a n t s f o r c r e d i t t o p r o v i d e i n d i c a t i o n s o f p o s s i b l e l e n d i n g 
d i s c r i m i n a t i o n . I n a d d i t i o n , 2 o f t h e 12 assessment f a c t o r s , f a c t o r s 
D and F, i n t h e c u r r e n t CRA r e g u l a t i o n address t h e i s s u e o f 
d i s c r i m i n a t i o n t o be c o n s i d e r e d i n d e t e r m i n i n g an i n s t i t u t i o n ' s CRA 
r a t i n g . Where a v a i l a b l e , HMDA data are t o be used by examiners when 
a s s e s s i n g compli^mce w i t h CRA, FHA, and ECOA. 

E.XAMINATION AND ENFORCEMENT OF 
CRA 

Chapter 1:2 

The f e d e r a l bank 
e x a m i n a t i o n o f C 
a d d i t i o n t o t h e i 
f ;i. n a ii c .i a 1 c o ii d i t 
have been, since-
e n f o r c i n g laws a 
than s a f e t y and 
or c i v i l , r i g h t s 
p r o v i s i o n o f ban 
sta n d a r d s o f f a i 
i n t e r e s t . 'these 

i n g r e g u l a t o r s have p r i m a r y r e s p o n s i b i l i t y f o r t he 
RA performance and enforcement o f t h e a c t . I n 
r r e s p o n s i b i l i t i e s f o r examining i n s t i t u t i o n s f o r 
l o r i and s;i fe and sound o p e r a t i o n s , t h e r e g u l a t o r s 
t h e l a t e 1960s, r e s p o n s i b l e f o r examining and 

nd r e g u l a t i o n s p r i m a r i l y r e l a t e d t o m a t t e r s o t h e r 
:.^oundness. These i n c l u d e v a r i o u s consumer p r o t e c t i o n 
laws and r e g u l a t i o n s i n t e n d e d t o ensure t h a t t h e 
k i n g s e r v i i ; e s i s c o n s i s t e n t w i t h l e g a l and e t h i c a l 
r n ess, c o r p o r a t e c i t i z e n s h i p , and the p u b l i c 
laws i n c l u d e CRA, and the r e g u l a t o r s m o n i t o r 
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c:onipf iancr: witdi them throucili compl lanc.a examinat.i.oris . 

THE REGULATORS HAVE 
A1-'PROAC:H1:.I.) fJl̂ M PL1 ANC: 1 
PROGRAM:; I . r FFERENTLY 

Cdi.i | j t e r 

Since the l a t e 1960s, the number of Laws and regu l a t i o n s covered by 
compliance e:.:aiiii na t ions ha.s increased to over 20. Believing that 
bank operations liad fiecoino trjo (;;oiiipl.ox i; o 1)0 adec"]ual:el.y covered by a 
s i n g l e group of examineiss, the E'RB established a s p e c i a l compliance 
examiner- program i n 19//, which i.s responsible lor performing 
(.-ompliance exaiiiiiiations se|.iarately from safei;y arid soundness 
examinations. Tlie PRYi made the coniptl i...ince exam.i.ner program permanent 
in 19'79. /\ d i.:;; t; 1 nc t c-)rou|;.i of coinpli.in.se c;:-:aiii i ne r s , i i i i t i a . l . l y 
estabJ .i shed by t h i s program, has remained i n place since 1 979 and has 
grown r e l a t i v e to tho numt>.-;i. of Feder.-il Re:-;ei:ve member banks. 

FDIC i n i t i a t e d a compliance examiner program i n the l a t e 197 0s that 
e s t a b i i i i h e d ,;i C:.:)III|J1 la ni::e c;pc.cialty but d i d not repLesent a sopai.:ifo 
career path and d i d not [:ireclude examiners from also conducting 
safety and soundness exam.i. na t i.ons . FDK" d i d ncH: e s t a b f i s h an 
e n t i r e l y sep.-i r.i te <,-c.>inpl. i a i ice examiner l;oic-:ci c=;:-;c-lusi vel y .responsiljl.i 
for compliance examinations u n t i l 1990. FDIC's compliance examiner 
program was not: l u l l . y st.;il:fed, however, u n t i l the end of 1.993. 'I'lie 
compliance e:-:aiiii.ners remained part of FDIC's D i v i s i o n of Supervision 
u n t i l an /Xugust 1994 ireorcj.iri i.zat.i.on thai: consolidated a c t i v i t i e s 
formerly d i v i d e d between idie D i v i s i o n of Supervision and the O f f i c e 
of Consumer A f f a i r s i n t o a s i n g l e Div.i.s ion of Compliance and Consumer 
A f f a i r s . 

S i m i l a r to FDIC, OCC estatrl.ished a compliance examination s p e c i a l t y 
i n the l a t e 1970s. The s p e c i a l t y did not represent a separate career 
path f o r examiners and often r e s u l t e d i n examiners spending only a 
p o r t i o n of t h e i r time doing compliance examinations. Junior 
examiners were us u a l l y responsible for doing compliance examinations. 
The perceived greater a t t r a c t i v e n e s s of safety and soundness work 
combined w i t h the s a f e t y .and soundness c r i s i s i n the banking i n d u s t r y 
during the l a t e 1980s and '-;'arly 1990s rendered the compliance 
s p e c i a l t y a low p i r i o r i t y . 

OCC began to develop a separate compliance program with a separate 
compliance examiner career path i n 1993. OCC c u r r e n t l y has an 
operating s t a f f of compliance examiners composed of approximately 170 
people. An a d d i t i o n a l 110 people are to be part-time compliance 
examiners who w i l l be e.xpec:ted to devote a minimum of 20 percent of 
t h e i r time to compliance examinations. OCC believes t h a t devoting at 
l e a s t 20 percent of these examiners' time to compliance w i l l ensure 
that they maintain a s u f f i c i e n t l e v e l of e x p e r t i s e . This group i s to 
be responsible f o r compliance examinations of "program" banks, banks 
wi t h $1 b i l l i o n or more i n assets. Banks w i t h less than $1 b i l l i o n 
i n assets, approximately 70 percent of OCC's banks, are to continue 
to be examined by OCC' s noiispecialized c-xaminers. 

Although OTS supervises t h r i f t s , as opposed to commercial banks, i t 
i s responsible f o r assessing comipliance w i t h most of the same 
compliance laws and r e g u l a t i o n s as the banking r e g u l a t o r s . I n 1.989, 
OTS e s t a b l i s h e d a separate compliance examiner prograin i n which 
compliance examinations are to be conducted by s p e c i a l l y t r a i n e d , 
career p r o f e s s i o n a l s t a f f s i n the OTS regi o n a l o f f i c e s . The o r i g i n a l , 
mandate f o r est.ablishing such a program came from the Federal Home 
Loan Bank Board. The passage of FIRREA, which abolished the Federal 
Home Loan Bank Board and e:r;tabli.shed OTS, slowed the process of 
e.stablishing the compliance examiner program. The jDrogram was f u l l y 
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implemented i.n 1990 and as of December 1 994, OTS had 105 compliances 
examiners on board. 

Tabic 1 .2 show:;: the number of i n s t i t u t i o n s subject t<> •>:•:.iminat ion a nd 
the number of compliance e:-:aminers f o r each regul.'itoi; ..it year or\(i lor 
f\\o p'..C'rjod licg i I'ln i.rici .i.n l'i8 8. 

1 . 2 

Nuiiib'=r ol; Banks, 'I'hr-ifts, and CcMiipli.aric 
Examiners per r<egulator From Year-'Eind 

1988 to Year-end 1994 

Ye ' l l l i l i t 

ar Ban ks L :•:..! mi ner-s Banks Examiners Ban ks E:-:aiii L ne rs s I ".:-:aminers 

19 1, 0 (-i 3 11. 6 H , 2 0 •/ 2 2 4,435 N/A 2, 97 0 N/A 

'1 9 1,047 12 4 7 , 97 5 22 4,170 N/A 2 , i i 9 8 N/A 

8 9 
1 9 1, 01. 4 1 37 •y ,838 2 2 3, 97 3 N/A 2,54 1. N/A 

9 0 
1.9 98 2 164 •"/, 63 0 8 9 3,801 N/A 2 ,208 8 2 

91 
19 957 201 7,431 151 3, 590 N/A 1, 954 92 

9 2 
1.9 968 198 •/, 2 0 6 2 65 3, 321 94 1. ,730 105 

9 3 
19 97 9 24 6 •7,031 .3 0 0 3, 078 170 1,54 3 105 

94 

Note : Where ;i iS::cjulato r d 1 d n at m a i n t a i n a s e p a r a t e comp.l i.ance 

examiner prog r.am or was unable t o p r o v i d e d a t a , i t i s noted i n the 

t a b l e by an " N/A." For e.xainple , OTS was unable t o p r o v i d e t h e number 

o f c oinpl l a n c e e>;aminers be f o r e 1991 . 

Source: Da t a p r o v i d e d by FRB, FDIC, OCC, and OTS. 

The r e g u l a t o r s r e l y p r i m a r i l y on the examination process to ensure 
that i n s t i t u t i o n s comply w i t h CRA. The Cl̂ A examination i s a major 
component of an i n s t i t u t i o n ' s compliance examination and i n some 
cases, f o r example, where an a p p l i c a t i o n i s pending, i t i s done 
independently from the compliance examination. Although they have 
approached t h e i r compliance programs d i f f e r e n t l y , the regul a t o r s 
j o i n t l y developed and issued the o r i g i n a l r e g u l a t i o n s for CRA 
examinations i n 1978. 

CURRENTLY, CRA EXAMINATIONS 
ARE TO EVALUATE I NSl'1 TUT I ONS 
ON TECHNICAL AND QUALITATIVE 
COMPLIANCE 

Chapter 1:2.2 

When examining an i n s t i t u t i o n ' s compliance w i t h CRA, an examiner i s 
to evaluate i t s t e c h n i c a l compliance with a set of s p e c i f i c r u l e s , 
such as recordkeeping requirements, and to q u a l i t a t i v e l y evaluate the 
i n s t i t u t i o n ' s e f f o r t s and performance i n serving the c r e d i t needs of 
i t s e n t i r e community.\3 The examiner i s to do t h i s i n a v a r i e t y of 
ways, which include using a CRA "examination c h e c k l i s t , " reviewing a 
questionnaire f i l l e d out by the i n s t i t u t i o n and returned to the 
examiner p r i o r to the examination, and reviewing a wide v a r i e t y of 

15 of 73 2/15/99 5:10 P̂  



littp://irwebgaie.access.gpo.gov/cg...txt&direclory=/diskb/wais/data/gao 

i n s t i t u t i o n r e c o r d s and da 
t e c h n i c a l , r e c iu i r emen t s . 

'I 'able 1.3 l i s t s t l i e CRA r e g u l a t i o n ' s 

Tal) 

(.:RA Tecl i i i .I.ca 1 Recjul .atory Requi rements 

Rcjcju .1. J'emciii I 

CRA st a t e m e n t 

The board o f d.i. r.-'c;t:o rs o t: ..j.ic:h .rn s t: 11 u t .L on must a d o i i f , cUid at l e a s t 
a n n u a l l y revi.jw, a CRA ;5l;ai:enient which the i n s t i i t u t i o n wi.Ll make 
a v a i l . i l . i l f t u meml;>ers o l t l r i ; p u b l i c u|jon r e q u e s t . The statement s h o u l d 
i n c l u d e a del. .i.i r;:-a t i o n on .•;i m.ip o l each l.oc:a 1. community served by the 
inst: i t u t i o i i .md a l i s t : of s|..-eci.fic ty|jes of c r e d i t t h a t t;lie 
i n s t i t u t i o n i s p r e p a r e d t o i;.--:teiid with.i.n each l o c a l community. 

Ad ci i t ;i. ona 1 i n f o r ii la 11 o n 

'the r e g u l a t i o n .also encou rac]es each L ii:;: 111 u t i o n t-.u i n c l u d e a d d i t i o n a l 
i n f o r m a t i o n i n .it's Cl-iA .s t ,-i I eme 111 siic:li ,;is how i t s r i n - r e n t e f f o r t s h e l p 
meet community c r e d i t needs, a p e r i o d i c r e p o r t r e g a r d i n g i t s r e c o r d o f 
h e l p i n g t o meet: community c:iedi.t needs, and a desc: ri . p t i.on o f i t s 
e f f o r t s t o ascerta.i.n t h e c i : . j d i t needs o f i t s community, .i.iicluding 
e f f o r t s t o communicate w i t h incumbers of i t s community r e g a r d i n g c r e d i t 
s e r v i c e s. 

A copy of t l i e CRA n o t i c e 

An i n s t i t u t i o n must p r o v i d e i n each o f f i c e a CRA N o t i c e , 
w o r d i n g o f which i s p r e s c r i b e d i n the r e g u l a t i o n . 

the e .->: a c t 

P u b l i c f i l e 

Each i n s t i t u t i o n must keep a f i l e t h a t i s r e a d i l y a v a i l a b l e f o r p u b l i c 
i n s p e c t i o n c o n s i s t i n g o f any CRA Statements i n e f f e c t i n the l a s t 2 
ye a r s , a copy o f t h e p u b l i c s e c t i o n of the i n s t i t u t i o n ' s most r e c e n t 
CRA Performance E v a l u a t i o n , and any w r i t t e n conunents, r e c e i v e d from 
the p u b l i c w i t h i n t h e l a s t 2 years, r e l a t i n g t o the CRA Statement, 
Performance E v a l u a t i o n , or t h e i n s t i t u t i o n ' s r e c o r d of h e l p i n g t o meet 
community c r e d i t needs. 

C l ^ performance e v a l u a t i o n 

A f t i e r a CRA e x a m i n a t i o n , each i n s t i t u t i o n w i l l r e c e i v e from i t s 
r e g u l a t o r a w r i t t e n , p u b l i c CRA e v a l u a t i o n . T h is e v a l u a t i o n must be 
kept i n the P u b l i c F i l e , 'lhe i n s t i t u t i o n must p r o v i d e a copy o f t h i s 
e v a l u a t i o n t o t h e p u b l i c upon r e q u e s t , c h a r g i n g a m i n i m a l f e e . 

S o u r c e : FRB, FDfC, OCC, and OTS compliance e x a m i n a t i o n manuals. 

CRA 
Ass e s s i n g compliance w i t h t he t e c h n i c a l r e q u i r e m e n t s of CRA i s 
r e l a t i v e l y s t r a i g h t f o r w a r d . An i n s t i t u t i o n e i t h e r m a i n t a i n s i t s 
s t a t e m e n t and f i l e o r i t does n o t , and the examiner can d e t e r m i n e 
whether t h e i n s t i t u t i o n c o m p l i e d w i t h t h e t e c h n i c a l r e q u i r e m e n t s by 
w o r k i n g t h r o u g h the CRA c h e c k l i s t . Ilowever, a s s e s s i n g q u a l i t a t i v e 
c ompliance w i t l i C l ^ i s nioie d i f f i c u l t and s u b j e c t i v e . 

\3 These rule.'; 
345 f o r FDIC, 

are s e t f o r t h a t 12 CFR p a r t 228 f o r FRB, 12 CFR p a r t 
12 CFR p a r t 25 f o r OCC, and 12 CFR p a r t 563e f o r OTS. 
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' lhese r u l e s r e m a i n i n e f f e c : l . u n t i l J u l y 1, 1997, a t w h i c h t i m e t h e 
new r e g u l a t i o n s c o n c e r n i n g p e r f o r m a n c e t e s t s , s t a n d a r d s , and r a t i n g s 
become e f f e c t i v e . 

CRA COMPLIANCE IS Cl.il-;KEN'l'LY 
A::;S ESS 

FAC'IOR 
I) ;TNG A:;::E:-;SMI:N'I 

Cl'ia f j t e r 

i n a d d i t i o n t o t he t e c h n i c a l r e q u i remen t.s o f t h e CRA requJ a t i o n s , t 
I. e..i l.l .1. .11 o r:-.; a r e t o ev . i lua f . . ' .:.ac:li i . n s t i t u r i o i i on the 1.).I::L:-; O 1. it;.s 
e f f o r t s t o a s c e r t a i r i coinmui i.i. t y c n e d i t needs and i t s cic-te r i n i n a t i o r i a 
per fo i ;n iance i n he lp in . - j t;o meet tlicise needs. Wlieii ;ixam i. 11 i. ng an 
L ns t i. t u 11 on, t he e:-:amirier i s i n s t r u c t e d t o ap|j i .y the Cl-:/\ procedut:es 

on 
:;; 1 

ca se-Liy-
typ'^, t •••P 

;e basi 
t: t .1 s e , 

.•i.;;coinnioda t e i. rr-H t .i. t u i: 1 ori:3 tdi.it- v a r y i n 

.l.oca.le. Reg Ll .la t o i;'/ cjuidanccn i n d i c a t e s 
t h a t community c r e d i t needs w i l l o f t e n d i f f e r w i t h t he s p e c i f i c 
c h a r a c t e r i s t i c s o f each i o c a l community, and i n s t i t u t i o n ; . - ! may serve 
these l o c a l c r e d i t needs i n a v a r i e t y o f ways. 

'Ilie c i u a l i t a t . i . v e 
t o be assessecj a 
as p a r t of thci o 
chaiicieci. To al.L 
weigh t l i e f a c t o r 
i r i l;he c o n t e x t o 
ass iCJned a re 1. a I; 
g uidance rioters t 
r e g u l a t icons , inc: 
r e a c h i n g t he ove 
i s s u e d i n 19 92 a 
performance over 
t l i e c r e d i t nc-iecls 
i II s 111 u 11 o n e ii s u 

a s p e c t o f an i r i s t i t u t : i o n ' s pc; i. f ormance i s c u r r e n t f y 
c c o r d i r i g t o 12 f a c t o r s . These f a c t o r s were developed 
r i g i n a l r e c j u l a t i o n s i m p l e m e n t i n g CRA arid have not 
ow t h e examiner s u f f i c i e n t f l e x i b i l i t y necessary t o 
s and cafe'iori.es con si.s I: ent w i t h t i i e i r s i g n i f i c a n c e 
f a p a r t i c u l a r i n s t i t u t i o n , t he r e g u l a t o r s have not: 
.i.ve w e i g h t i n g t o the f a c t o r s . However, r e g u l a t o r y 
hat compl..L.lrice w i t l i a n t i d i s c r i m i n a t i o n laws and 
l u d i n g ECOA and FHA, i s a s i g n i f i c a n t f a c t o r i n 
r a f l CRA r . a t i n g . Moreover, r e g u l a t o r y guidance 
I s o stressc'S t h a t examiners are t o weigli CRA 
process, i.. e. , how w e l l an i n s t i t u t i o n h e l p s meet 
o f i t s community over documentation showing how t l i e 

r e s CfiA compliance. 

F i n a n c i a l i n s t i t u t i o n s are t o demonstrate t h e i r CRA performance under 
v a r i o u s assessmerit f a c t o r s i n s e v e r a l ways. For example, an 
i n s t i t u t i o n i s r e q u i r e d t o assess the c r e d i t needs of i t s community. 
To show t h a t an assessment was done an i n s t i t u t i o n might document i t s 
d i s c u s s i o n s w i t h members o f the community, such as community groups 
or c i v i c o r g a n i z a t i o n s , r e c j a r d i n g c r e d i t needs o f t l i e community. I'o 
show t h a t i t l e n d s t o a l l p a r t s of i t s conununity, an i n s t i t u t i o n 
might p l o t i t s l e n d i n g data onto a map t o show t h e g e o g r a p h i c 
l o c a t i o n s where t h e i n s t i t u t i o n has extended c r e d i t . A s o p h i s t i c a t e d 
form o f c o d i n g l o a n s a c c o r d i n g t o t h e i r l o c a t i o n i s c a l l e d 
geocoding.\4 

The CRA assessment f a c t o r s are grouped under f i v e performance 
c a t e g o r i e s i d e n t i f i e d i n guidance p r o v i d e d by t h e r e g u l a t o r s and 
p u b l i s h e d i n t h e F e d e r a l R e g i s t e r on May 1, 1990. Table 1.4 l i s t s 
t l i e assessment f a c t o r s t o be revi.ewed by compfiance examiners d u r i n g 
a CRA e x a m i n a t i o n . 

Table 1.4 

CRA Assessment F a c t o r s 

Performance c a t e g o r i e s and r e l a t e d assessment f a c t o r s 

A s c e r t a i n m e n t of communi1:y c r e d i t ; neecl.^ 

Assessment fa.::l".c^r A 
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A c t i v i t i e s t o a s c e r t a i n c i e d i t needs and e f f o r t s t o communicate w i t h 
t he communi ty , i n r - . l u d i n g the e x t e n t o f the i iist; i t u t .i.on ' s e f f o r t s t o 
communica te w i t h memlier's o i" .i.ts c-ommi.i n i t y r ec ja rd j i i c j td'ie c:i(-:dit; 
.-:;(•: r v i c e s b e i n g p r o v j dtrd by t ho i ns t i. t u t i o n . 

A::.:;;e:;:siiient L .ii..: t. c;. i; C 

'i'he extent o l |:).;i r 11 c i p.;i t i i ii i l.iy the i n s t i t u t i.on ' s board ot d i r e c t o r s i n 
lonnulatinci i.lic^ i. ns t i t ul; i o i i ' :;; piOlici.es -ind review.:.ng i t : ; ; per f ormaiu;;e 
l e f a t e d to CPA. 

Marketing and tyiaes of r-j. .^dit; o f f e r e d and e:-: tended 

Assessment f a c t o i B 

The e:.:teiit ot th-^- inst I t u t ion'.s markei. j ng and speci a l c r e d i t - r e l a t c - d 
proqrams to mak.:- members ••> i the coirnnunity awace oL the c;Lecl.it services 
o f f e i: e d b y 111 .-i in ii 1: i. t u 11 o 11. 

Assessment f a c t o r 1 

The i n s t i t u t i o n ' s o r i g i n a t i o n of resident i a l mortgage loans, housing 
rehabi 11 ta t i.ori I.oans, liom.- iniproveim=jnt loans, and small bus.Lness oi; 
small farm loan::; w r t h i n it;.--: comniun.Lty, or the purchase of such loans 
o r i g i n a t e d In it;:;; commu n I t y . 

Assessment f a c t o r J 

The i n s t i t u t i o n ' s p a i t i c i p a t i o n i n qovernmentally insured guaranteed 
or subsidized loan prog.r.;im;-: for liousing, small businesses, or small 
fa rms. 

Geographic d i s t r i b u t i o n and record of opening and cl o s i n g o f f i c e s 

Assessment f a c t o r E 

The geographic d i s t r i b u t i o t i of the i n s t i t u t i o n ' s c r e d i t extensions, 
c r e d i t a p p l i c a t i o n s , and c:redit denials. 

Assessment f a c t o r G 

The i n s t i t u t i o n ' s record of opening and c l o s i n g o f f i c e s and prov i d i n g 
services at o f f i c e s . 

D i s c r i m i n a t i o n and other i l l e g a l c r e d i t p r a c t i c e s 

Assessment faL:tor D 

Any p r a c t i c e s inl:ended to discourage a p p l i c a t i o n s f o r types of c r e d i t 
set f o r t h i n the i n s t i t u i : i o n ' s CRA Statement (s) . 

Assessment f a c t o r F 

Evidence of p r o h i b i t e d d i s c r i m i n a t o r y or other i l l e g a l c r e d i t 
pract i c e s . 

Conununity development 

Assessment f a c t o r li 

The i n s t i t u t i o n ' s p a r t i c i p a t i o n , i n c l u d i n g investments, i n l o c a l 
coinmunity development and redevelopment p r o j e c t s or programs. 

Assessment f a c t o r K 
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The i n s t i t u t i o n ' s a b i l i t y t o meet v a r i o u s community c r e d i t needs based 
on i t s f i n a n c i a l ( " o n d i t i o n -and s i z e , l e g a l i m p e d i m e n t s , l o c a l economic 
c o n d i t i o n s , .ii n d o the r f a c t; o r s . 

Assessment lai:-l;...r L 

Any o t h e i ; f ac:l; r.-i t l i a t , .i.n tdie r e g u l a t c . r y , 1111: l ior i t y ' :;: ji.idgmerit;, 
r e a s o n a b l y bear upon t h e e;-:tent t o w h i c h an j n s t i t u t i o n i s h e l p i n g i o 
nic-:et t l i e c r e d i t : needs o f i t; s i - j i i t i r e c-oinmunity. 

dil ' i , FDIr:, OCC, . i i id OTS p.l.1.nice exami n a t i on manual : 

\4 Tiie l o c a t i o n of. a loan may be d e s i g n a t e d m seveca 
f o r t he purpose,--; o f g e o c o d i n g , . I n c l u d i n g census t r a c t 
o thc i r d e s i c j n a t i o n ol; l o c a l a r e a s . 

d i f f..-'rerit v-J.:o 
...:ip ccule, or 

C:OM P L1 /\ N C E ir,X AM IN A'1' 1 Cl N S 
GENERALLY RESULT IN TWO 
RATINGS 

C l i a p t e r 1:2.4 

A compliance e x a m i n a t i o n c|i-iieral. Iy r e s u l t s i.n two. r a t i n g s : (1) a 
r:ompliance isat.Liig f o r an i n s t i t u t i o n ' s o v e r a l l compliance e f f o r t w i t l i 
r e g a r d t o v a r i o u s laws, o t i i e r t h an CRA, covered by the compliance 
e x a m i n a t i o n and (2) a CRA r a t i n g f o r the i n s t i t u t i o n ' s compliance 
w i t h CRA. A l t i i o u g h t h e re' i u l a t o r s may do a CRA examinat i.on 
sepa.rately from a compliance e x a m i n a t i o n , o f f i c i a l s from a l l f o u r 
r e g u l a t o r s s ; i i d t h a t t h e y ( j e n e r a l l y do them t o g e t h e r . A compliance 
r a t i n g i s based on a n u m e r i c a l s c a l e r a n g i n g from 1 f o r t o p r a t e d 
i n s t i t u t i o n s t o 5 f o r t h e lowest r a t e d i n s t i t u t i . o n s . The CRA s c a l e 
i s a f o u r - p a r t d e s c r i p t i v e s c a l e i n c l u d i n g " o u t s t a n d i n g , " 
" s a t i s f a c t o r y , " "needs t o .Improve, " and " s u b s t a n t i a l 
noncompliance."\5 

A l t h o u g h t h e r e have been I: l . u c t u a t i o n s over t i m e , a p p r o x i m a t e l y 90 
p e r c e n t o f a l l i n s t i t u t i o n s examined f o r CRA compliance have r e c e i v e d 
a " s a t i s f a c t o r y " r a t i n g or b e t t e r s i n c e J u l y 1990 when, as a r e s u l t 
o f amendments t o CRA c o n t a i n e d i n FIRREA, r a t i n g s were made p u b l i c , 
and t h e r a t i n g s c a l e was changed. 'I'able 1.5 shows aggreqat;e CRA 
r a t i n g s and r a t i n g s f o r each r e g u l a t o r s i n c e J u l y 1, 1990, when t h e 
r e g u l a t o r s began p u b l i c l y d i s c l o s i n g CRA r a t i n g s . 

Table 1.5 

CRA R a t i n g s f o r A l l Banks an 
Examined From J u l y 1, 1990 

December 31, 19 94 

Recju 1 a t or s 

FRB 

R a t i n g Number Percentage Number Percentage 

FDIC 

Ou t s t a n d i n g 
Sat i s f a c t o r y 
Needs t o improve 
SLibst:aritia.l 
noncomplianrje 

T o t a l 
O u t s t a n d i . iig 

3 5 
2 39 

30 
4 

388 
7 8 

11 
78 
10 

1 

100 
6 

7 5 
54 4 

52 

67 6 
24 0 

11 
80 

8 
1 

100 
9 
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;:ta t i . s f a c: I: c> r y 
Nc?eds t o imp ro vc 
Sufis t a n 1" i. .1 1 

111.111.;-.: .nil > 1 .1 111 . :.•• 

1, 0 93 
14 4 

6 

C l Jl 

11 
0 

1,286 
21 5 

2 7 

OTS 

A l ..-JCJ U .1. a t o t:;; 

l o t .;i .1. 
'.7u I; t ,.i i id.i. I c ] 

i l 1 1 s f ; i c t: o 1' y 

Needs t o i mprov.: ' 

S u b s t a n t i . .1 I 

nonc;ciinpl i ..1 nee 

' l o t a l 
Ou t IT t a nd 1 ng 
Sa t: .i.s f ac:l;ci 1 y 
Ni-ieds t o 1 iii|;' i.'o VI.. 
S u b s t a n t i . i 1 

i ionc :on ip l i.iri..;-c..' 

' t o t a l 

Ou t s t and.i 1 i i 
S ,;i t i:? f a c t: o 1.- y 
Ncieds t o improve 
;;tLibstanti .:i I 
noncomp 1. .i nee 

'f o t . i l . 

13 
7 3 
.1. ' .i 

1 0 3 
19 

2 55 
7 4 
8 

.J 5 6 
1.4 5 
660 
263 
2 0 

2,088 

7 1 

10 0 

7 2 

0 0 
7 

8 0 
13 
1. 

100 

'7 68 
9 5 

67 4 
112 
9 

8 90 
67 

5 94 
] 2 8 
18 

8 07 
4 77 

4, 098 
507 
5 9 

5 ,14 1 

. f) 0 
.11 
7 b 
13 
1 

100 
Q 

7 4 
1 6 
2 

100 
9 

8 0 
10 
1 

.00 

Note: R.:it:iric|s t o r th'-; ye-i 1 1990 i n c l u d e on 1 y tfiose g i ven by t h e 
r e g L i l . i t o r s 11 om J u l y L, r.'')i), l;lie e l l e c l L v e date o t p u b l i c d i s c l o s u i 
ol; CftA r a t i n g s , l o the end o l the year. 

Source: FRB, FDIC, OCC, ..nd O'I'S . 

\5 The r e g u l a t o r s a l s o r a t e i n s t i t u t i o n s on t h e s a f e t y and soundness 
o f t h e i r o p e r a t i o n s on t h e b a s i s o f the r e s u l t s o f a s e p a r a t e s a f e t y 
and soundness e x a m i r i a t i o n . 

THE APPLICATIONS PROCESS IS 
THE PRIMARY CRA ENFORCEMENT 
MECHANISM 

Chapter 1:2.5 

Fe d e r a l r e g u l a t o r s are t o take an i n s t i t u t i o n ' s CRA r e c o r d i n t o 
account when c o n s i d e r i n g c e r t a i n types o f a p p l i c a t i o n s from 
d e p o s i t o r y i n s t i t u t i o n s , i n c l u d i n g most a p p l i c a t i o n s f o r mergers and 
a c q u i s i t i o n s among d e p o s i t o r y i n s t i t u t i o n s . T h i s r e q u i r e m e n t i s 
w r i t t e n d i r e c t l y i n t o t he CRA. A l t h o u g h CRA compliance i s not t o be 
the o n l y i s s u e t h e r e g u l a t o r s c o n s i d e r when r e v i e w i n g a p p l i c a t i o n s , 
i t may p l a y a major r o l e . 

Coinmunity groups and some members o f Congress have d e s c r i b e d t he 
a p p l i c a t i o n s a p p r o v a l process as not b e i n g an e f f e c t i v e enforcement 
mechanism f o r CRA because the r e g u l a t o r s do not always deny 
a p p l i c a t i o n s on the b a s i s o f an a p p l i c a n t ' s poor CRA performance. 
Table 1.6 shows the number o f a p p l i c a t i o n s d e n ied on the b a s i s o f 
poor CRA p e r f o i i n a n c e s i n c e 1.989. 

Table 1 .6 
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A p p l i c a t i o n s and CRA-Related Denials by 
the Regulators From 1989 Through 1994 

/-\ppl. i c ,:i 1:1 o Deni. .1 /\\ ifj.l i c a t i o Donia Appl .i. c;, 11:1 o D<-in l a /\p|il.i.iat:ici l)eii.L.;i 

Ye.;i r 11:;: 1 :: n s .1 s I 1 s 1 s n s .1. s 

1 '18 9 / 6 .1 1 .•1, 0 5 h 0 27 7 8 2 2 9 3 9 1 

19 90 G 9 6 0 2 , 0 9 9 0 3, 0 4 9 2 8 3 0 

.1. 9 91 5 5 l 1 1 , 8 3 9 0 '2, 6 3 0 0 5 7 3 0 

1. 9 9 2 6 :i. [) 1 1, 8 91 0 2, 61 0 4 8 3 7 0 

1. 9 9 3 8 2.1 2 2, 181 0 3 612 0 •/ 8 5 0 

1994 82 6 0 2 , 8 8 3 3 4 3 68 0 1,010 0 

lource: FRB FDIC, OCC, a nci OTS 

/•\1 I: lioucih they h.ive been c)" i t ic:izc:d i:c,.i: denying f--;w .-ii;.!--1 i c:.i t:.i.ons on 
tlie ti.isis of Cl<y\ performanc:fc;, the regulat:ors defend t h e i r records l;)y 
s t a t i n c j t l i a t tliey consider the cienia.l. o l an .-ipfjl .i.ca t Ion to be a l a s t 
r e s o r t . FRB and FDIC also approve a p p l i c a t i o n s with commitments. An 
example miglit include increased .lending e f f o r t s i n targeted 
neighborhoods. This provides tlie r e gulators w i t l i b e t t e r enforcement 
leverage by e x f ^ l i c i t l y ty.i.iig an appl.icat:ion' s approval to tan g i b l e 
improvement of the applicant's CRA performance. However, regulatory 
guidance states that coinm.i.i:ments can only remedy s p e c i f i c problems i n 
an otherwise s a t i s f a c t o r y CRJ\ record and cannot lie tin-.- b.mis tor the 
approval of an a p p l i c a t i o n . OCC and O'lS do not t y p i c a l l y approve 
a p p l i c a t i o n s wi.th commitments but instead p r e f e r to c o n d i t i o n a l l y 
approve a p p l i c a t i o n s , i f deemed appropriate. The conditions f o r sucli 
approvals may be s i m i l a r to commitments; however, the applicant 
i n s t i t u t i o n must: meet the condit.Lons before consununation of t:he 
t r a n s a c t i o n t o r which i t has applied. An example of a c o n d i t i o n 
might be to require an applicant with a "needs to improve" CRA r a t i n g 
who i s seeking to open a branch o f f i c e to upgrade i t s r a t i n g to 
" s a t i s f a c t o r y " before opening the branch. Table 1.7 shows the number 
of a p p l i c a t i o n s approved with commitments since 1989 by FRB and FDIC 
and shows the number of a p p l i c a t i o n s approved with conditions by OCC 
and OTS. 

Table 1.7 

Number of Ap p l i c a t i o n s Approved With 
CFtA-Related Commitments or Conditions 

From 1989 Through 1994 

Y e £1 r 

Approved 
with 

coniini tment 

Approved 
with 

comini tment 
s 

Approved 
wi t h 

condi t ions 

Approved 
wi t h 

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 

1994 22 1 1 1. 1. 

S o u r c e : FRB, FDIC, OCC, and OTS, 

The r e g u1 a t o r s a l s o p o i n t e d out: t h a t i n s t i t u t i o n s cons i d e r i ng 

ex p a n s l o r p 1 a n s are aware o f the r o l e CRA p l a y s i n the a p p r o v a l 
process . An i n s t i t u t i o n c o n t e m p l a t i n g ex pansion would l i k e l y make 
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sure t h a t i.ts t:i\/-\ per form.;! i 
:3 u bm 1111 n g a n .11 'l p 1. .1 c a t .1 o 11. 
the adverse p u l i . l i c i t y and 
011.1. y t o lie de 111 .-d . M; .:i n 
f o r e x pansion i s l i k e l y I; 
a pp. 1 i CM t: 1 . jii r 11 11 •: I 11 i;u 1 11 

.is a t l e a s t s a t i s f a c t o r y or r e c o n s i d e r 
Most i n s t i t u t i o n s would p r e f e r a v o i d i n g 

needless expense of f i l . i r i g an a p p l i c a t i o n 
i n s t i t u t i o n p e r c e i v e s t h a t i t s a p p l i c a t i o n 
tie d enied, 1 i; may cliooise t o w i t h d r a w the 
' i t l.o rm. 1 1 1 '.. cl'in i e; 1. 

PRO'lES'ir 
ROLE IN 
PROCESS 

HAVE 
AF 

PLAYED 
PLICAT I 

MAJOR 
ONS 

Chapter 1 

I n a d d i t i o n t;o |.>c;! t en t i a 1 1 y h a v i n g an apfi.l i c a t i o n denied, i n s t i t u t i o n s 
wish.Liig t o e:-:paiid must c-oii::. i.der a n o t h e i element of the a p p l i c a t i o n 
p rocess — th e p o t e n t i a l f o r a p r o t e s t by coirnnunity groups or o t h e r 
members of the [ i - u b l i c . Miny bankers liavc- coiii|Dlained t h a t conununity 
groups liav.-- used protest:;; o l a p p l i c a t i o n s and the t h r e a t of adverse 
p u b l i c i t y , d.^lay, piossifrlc. i:.ul;jlic hea r i i i c ) s - - a n d t h e i r a t t e n d a n t 

i i i t m e n t s from . L n s t i t u t i o n s a t t e m p t i n g t o 
must c:oiisi.der p r o t e s t s i n t h e i r approva.L 
e x e r c i s e d a measure o f l e v e r a g e over 
md and have added an element t o t h e 
1. l o r an app.Lication d e n i a l . I n some 
reached betweeri bankers and community 

q roups and then p r o t e s t s h.ave been w i t h d r a w n and a p p l i c a t i o n s 
approved. .In o t h e r case;:;, the r e g u l a t o r s have approved the 
a p p l i c a t i o n aft'-;.:: e v,:i 1 ua t i ng l:he prot;esl: .and d e t e r m i n i n g t h a t i t d i d 
not warr.:ii-it ..1 d e i i i ; i . l . 

c o .-11: s - - t o I: o .1:1.: e .1 e 11 d i n g com 
o:•:pa 11 ci. Bec.:ius(-- regulat:ci 1:s 
[:)ror:ess, t h e s e c| roups have 
i n s t 1 tu t i c T i i s wi :.-; 11 .i. n g tci e:-:p 
procr^ss beyond t h e pua t en t .i. .:i 
cases, aqreement s have been 

Tabfe 1.8 show: : t l i e iiumtier of a p p l i c a t i o n s from 1989 t o 1 994 t h a t fiad 

p r 01 ĉ s t s .1. CK.ic] ei 1 ,;i C|,-i i 11;.; t: t: 1 n.-i 11 ,irid the number o f pi:otested a p p l i c a t i o n s 
th.at were d c i i i . -d . 

Table 1.8 

Numf-)e r o f A p p l i c a t i o n s With CRA-Related 
P r o t c s t s and D e n i a l s , From 198 9 Through 

1994 

Ye 
ar P r o t e s t e d Denied Pi: o t e s t e d Denied P r o t e s t e d Denied P r o t e s t e d Denied 

1 9 1. 6 1 •7 0 8 0 10 1 

89 
19 27 0 7 0 6 0 7 0 

90 
1 9 2 4 1. 4 0 5 0 3 0 

91 
1. 9 2 8 0 0 0 9 1 7 0 

92 
0 19 5 8 1 16 0 14 0 •3 0 

93 
19 5 5 0 13 0 2 8 0 r 

-1 
0 

9 4 

.S 0 Ll r c e : FRB, FDIC, OCC, ar .::1 OTS . 

To m i n i m i z e d.i s r u p t i o n s t o the a p p l i c a t i o n s process caused by 
p r o t e s t s , i t i the r e g u l a t ors ' p o l i c y t o encouracje and sometimes 
f a c i l i t a t e mee :ings betweei i n s t i t u t i o n s w i s h i n g t o expand and 
p r 0 1 e s t a n t s t o h e l p them c a r i f y t h e i r areas of d i s p u t e and perhaps 
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come to an i.incieirstanding. 'Ihey encoLirage the partres at odds to come 
together before an a p p l i c a t i o n i s submitted to the r e g u l a t o r for 
approval. However, the regulators do not broker agreements between 
the part i es, nor do they monitor or enforce the implementation ot 
such p r i v a t e agreements. 

THE PUBLIC HAS PLA'i'ED A KEi 
ROL.E IN C1<A ENFOr-:CE,Ml::N'l' 

Chapter 1 

'I'he publ.i.c lias p.Layed a k.ciy role .i.n en lorci.ng CR/\ i n both the.-
a p p l i c a t i o n s review proces.'s and the CRA ex.ami. na t ion process. This 
r o l e was strenqthened by amendments to (.:KA enacted by FIRREA i n 1989 
and FDICIA i n I ' - ' ^ l . Applic;.iti ons f i bfid by i n s t i t u t i o n s for expansion 
are a nrjittCL ot |-ILI1;).I.ic record, and the i.egulators .invit:i-j p u b l i c 
ccjinment when tln-iy ar.i cons.i de rim:] tlir:iin. F i l i r i g an ap|.i l.icat ion has 
the potenti.;il for .i.rivi.tincj p u b l i c coiiimmt and [.loss.i.b.l.y [ i i . o t e s l . CR/': 
examination gu.i dance encourages ex.:iiiiine-rs to C'.antact communi t:y grou|.is 
and other members of the p u b l i c during examinations, and the 
r eg Ll 1 a t c". i:s .;i iin i:i.--: |iec: t ed tc) c-ni-ou rac|e int;erested |:.a i: t i .-j :s to sufimit 
w r i t t e n comments on an i n s t i t u t i o n ' s CRA pertormarice, whicli are to be 
included i n the i n s t i t u t i o n ' s p u b l i c CRA f i l e . The CRA f i l e i s also 
to be reviewed by exaiiiinei:s during examinations. 

When FIRREA made CRA r a t i n g s p u b l i c and FDICIA required more d e t a i l 
i n CRA evaluations, member.s of the p u b l i c were provided w i t h more 
inf o r m a t i o n to use i n deciding whetiier t;o p r o t e s t an a p p l i c a t i o n or 
patronize an i n s t i t u t i o n . For example, some l o c a l governments have 
established programs i n whi.ch they have required the deposit of 
pub l i c funds to be made w i t l i only i n:;d: i t u t ions having s a t i s f a c t o r y or 
b e t t e r CRA r a t i n g s . Public disclosure of CRA r a t i n g s has also made 
the r e g u l a t o r s more accountable by allowing i n t e r e s t e d members of the 
pu b l i c to see liow the r e g u l a t o r s were r a t i n g various i n s t i t u t i o n s . 

THE REGULATORS HAVE USED 
OTHER ENFORCEMENl' MECHANISMS 
FOR CRA VIOLATIONS 

Chapter 1:2.8 

Each of the re 
supiervisory ag 
des i s t orders, 
taken to date, 
a f f e c t e d i n s t i 
consent a c t i o n 
could take mor 
not taken any 
December 1994 
regu l a t o r s lac 
other than mea 

gu l a t o r s has taken enforcement actions, such as 
reements, memorandums of understanding, and cease and 
to address CRA v i o l a t i o n s . Few such actions have been 
and those taken have only been with the consent of the 

t u t i o n s . Those i n s t i t u t i o n s were advised i n the 
s that i n the event they d i d not comply, the regulators 
e s t r i n g e n t enforcement actions. The re g u l a t o r s have 
more s t r i n g e n t actions thus f a r . Moreover, i n a 
opinio n , the Department of Justice determined t h a t the 
k a u t h o r i t y to use any enforcement mechanism f o r CRA 
sures taken i n the context of an a p p l i c a t i o n . 

The extent to which the regulators have used enforcement actions for 
CRA purposes i s unclear because such actions generally include a 
v a r i e t y of issues needing i n s t i t u t i o n management a t t e n t i o n i n 
a d d i t i o n to CRA issues. FRB reported that 14 of the enforcement 
actions that .Lt issued i n 1993 included provisions r e l a t e d to 
te c h n i c a l CRA v i o l a t i o n s . OCC reported that 9 actions i t issued 
included CRA pr o v i s i o n s while OTS reported that i t issued 8 such 
ac t i o n s . FDIC does not c u r r e n t l y track t h i s i n f o r m a t i o n but said 
that I t issues enforcement actions that include provisions f o r CRA 
v i o l a t i o n s . 
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PERSISTEN'l CONTROVERSY DVER CRA 
LED TO REFORM EFFORT 

Chapter 1:3 

CRA has romai.ned one o f the most cont. r c - ive r s i a l b a n k i n g l . i w s . Fr-om 
i t s b eq j n n i n g , banke r s hav.-.- genera L i y s a i d t h e y d i s L i k e d the .law, 
s Lic.]t|.?s t L ng t h . i l . i t .b::acls t n c:r':.-dit ,i .1. .b.ma t: i can and im|:iosc'S an 
unreascinat r le r e c | u l a t o r y bui;dc;ii. Crjmniuni.ty groupSr^-' hov^ever, liave 
m . i i n t a i n e d t l i . ; i t t.lie Law .is c r i t i . c . i l I j u t lias no t been e f f e c t i v e l y 
C'nfor..:ed l iy t he rii . ; | u I .-i t o r:.-- and t i n t : .i ii:;:i: i.i:ut i i i n s cciu.lcl do more to 
p r o v i d e CLe-rJit l:o underlie: i. ved c o m m u n i t i e s . Meanwhi l e , t l i e r e has bc-c-n 
a renewed caf.L f iy .some .i.n f:c..iig i:ess f o r more e f f ' s c t i v e e n f o r c e m e n t c) f 
CRA .arid l e s s rec |u la t :c j ry bui..Jen on i n s t i t u t i o n s . 

EARLY i:iEBATE PRECEl 
PASSAGE OF CRA AND 
CONTINUED :'.INCE 

C h a p t e r 1 : 3 . 1 

In the mid-1970s, many Members of Congress said that too many 
i n s t i t u t i o n s accepted deposits from liouseholds and sinall businesses 
i n inner c i t i e s while d i r e c t i n g a di s p r o p o r t i o n a t e amount of lending 
and investment e.l.sewhere. 'lliey said that given t h i s disinvestment, 
c r e d i t needs f o r urban arc.:is i n decline were not being met by the 
p r i v a t e sector. Moreover, they said the problem was worsening 
because p u b l i c resources wc:..i:e LieccmiiriC) 1 ncrea.si.ngly :3c;arce. 

In ..T.iiiua.r.y l.'i'7'7, the o r i c i i n . i l .'lenate b.i..l.i. on comniuiiit:y reinvestment 
was i nt: rodi.iced. Opponents ot that b i l l voiced serious concerns that 
the I j i l . l couici lesu.lt i n c r e d i t alloc:atiori biased on the volume of 
deposits coming from certa i n areas, without regard f o r c r e d i t demand 
or the merits of loan a p p l i c a t i o n s . They argued t h a t the law would 
t h e r e f o r e disru[ot: tlie norm.-il flow of ca|;-iital from areas oi: excess 
suppfy to area:;-; of strong demand and undermine the safety and 
soundness of detiository i.n:;;titut ions . 

Proponents of the b i l l s tated that i t was meant to ensure only that 
bankers d i d not ignore good borrowing prospects i n t h e i r communities 
and t h a t they t r e a t e d c r e d i t worthy borrowers even-handedly. Senator 
W i l l i a m Proxrnire, the b i l l ' s sponsor, said that i t would neither 
force h i g h - r i s k I.ending nor s u b s t i t u t e the views of regul a t o r s f o r 
those of bankers. He said that safety and soundness should remain 
the o v e r r i d i n g f a c t o r when regulators evaluate a p p l i c a t i o n s f o r 
corporate expansion. Meeting the c r e d i t needs of the community was 
to be only one cjf the c r i t e r i a f o r the regul a t o r s to evaluate when 
considering a p p l i c a t i o n s . 

Since enactment of CRA, the debate has continued. Many bankers s t i l l 
regard Cf^ as an unwelcome s t a t u t e that l i m i t s t h e i r f l e x i b i l i t y i n 
business decisions and mandates r e l a t i v e l y l o w - p r o f i t lending that 
could cause s a f e t y and soundness problems. Bankers complain that CRA 
reg u l a t i o n s are unclear and burdensome, reducing t h e i r 
competitiveness wi.th other lencJers who are not subject to CRA. CRA 
was among the nia]or complaints by bankers i n a l l major studies of 
reg u l a t o r y burden, i n c l u d i n g our report.\6 

We found that bankers' complaints included CRA-based documentation, 
r e p o r t i n g , and geocoding rec]uireinents as w e l l as lack of re c o g n i t i o n 
of banks' d i f f e r e n t cha r .:i c t e r 1::-; 11 i;;s , examination emphasis on form 
over substance, and a vai;i..t;y of other examinat i o n - r e l a t e d issues. 
In a d d i t i o n , bankers arcpie-d t l i a t other f i n a n c i a l i n t e r m e d i a r i e s , sucli 
as insurance and s e c u r i t i e s firms and c r e d i t unions, compete with 
banks f o r funds and loans liut are not subject to C1<A. Bankers said 
t h i s r e s u l t s i n a double standard that puts them at a competitive 
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d 1 ;3 a d V a n t a g e . 

Many community groups, how.T̂ ver, have complained that too many 
i n s t i t u t i o n s are re c e i v i n g s a t i s f a c t o r y CRA rat i n g s without a c t u a l l y 
Lending to t h e i r coiiiinun 11 i • .-s . Tliey ccjmpla.Liied that Cl̂ A e xain i na t .1. oi i s 
are more concerned with an i n s t i t u t i o n ' s CRA process, while ignoring 
whether i t ha.-:; engaged i n ac t u a l lending to i t s communi t y . In 
a d d i t i o n , they have com[vl .:i 1 i led that while over 90-'percent of aJ.l 
i i i s t : i t u t i o r i s i;-cce.i.ve .it l.:'.i:;,t :;:,;i 11:;; f act: or y CRA r a t i n g s , there 
continue to bc; large qeoqr.'iphic a teas that s u f f e r f rom .an i n a b i l i t y 
to o b t a i n c r e d i t from these i n s t i t u t i o n s . These groups have c a l l e d 
for an examination proc:ess that st resses ac t u a l lending performance 
over process. They have a 1 •.•;o c a l l e d f o r b e t t e r p u b l i c d i s c l o s u r e ot 
the i n f o r m a t i o n and the t: J ioiuile u:;ed to assess i n s t i t u t i o n s ' 
lending performance. 

Although arguments f o r and against CRA and various aspects of i t s 
implementation have of t e n l.een presented as belonging to bankers oi" 
coinmunity qrou|is, i.t i s iminortant to note that t:here have also been 
disagreements among members of these groups, f u r t h e r complicating 
e f f o r t s to sat: I sty a l l . sicf.is oi: Idie cont:roversy. 'I'Lie i n t e r e s t s o l 
large and small i n s t i t u t i o n s have at times diverged. For example, 
t-.ankers from sni.i.ll i m: t .i t. u i" 1 on s have c;i f 1; .-j 11 been moî e coiicerried wi.t:li 
reciulatory bLii;den .a:;;socia t: c..! w i t h dcicum.r-111 a t: ion requi remen t::̂  o l CRA 
while bankers from l a r g e r 1 n s t i t u t i o n s , which can more e a s i l y absorb 
the expense c;) f docLimen t .111011 requirement:;, have been more concerned 
w i t l i the r o l e appl .i.ca t: ion prote:it:s have played i n delayiiig t i i e i r 
expansion plans. 'Ihere havij also been .Instances where some cominunrty 
groups have defended p a r t i c u l a r i n s t i t u t i o n s that were ac:c:used of 
poor performance by the reg u l a t o r s or other coinmunity groups. Some 
community group'S have said they p r e f e r to work with i. n:;; t i. t u t ions to 
reach agreements on community needs and how those needs should be 
met, while others said they r e l y more on protests to get i n s t i t u t i o n s 
to make commitments to the conmiunity. 'there have also been 
d i f f e r e n c e s among re g u l a t o r s about how to properly implement CRA, 
wi t h some advocating stronger enforcement and others r a i s i n g concerns 
about c r e d i t a l l o c a t i o n . 

\6 Regulatory Burden: Recent Studies, Industry Issues, and Agency 
I n i t i a t i v e s (GAO/GGD-94-24, Dec. 13, 1993). 

CRA REFORM BECAME A TOP 
ADMINISTRATION PRIORITY 

Chapter 1:3.2 

On July 15, 1993, tlie Presoient announced his i n i t i a t i v e to 
f a c i l i t a t e low- and moderate-income community economic development. 
In a d d i t i o n to other measures, the President c a l l e d for a r e v i s i o n to 
the current CRA r e g u l a t i o n that would move CRA examinations toward a 
performance-based system focusing on r e s u l t s rather than process and 
paperwork--especially r e s u l t s i n low- and moderate-income areas of 
i n s t i t u t i o n s ' communities. He i n s t r u c t e d the regulators to make 
examinations more consist e n t , improve enforcement to provide more 
e f f e c t i v e sanctions, and reduce the cost and burden of compliance. 
The four r e g u l a t o r s j o i n t l y released t h e i r proposed r e v i s i o n t o the 
current CRA r e g u l a t i o n f o r comment on December 21, 1993. The 
proposal would have replaced the current q u a l i t a t i v e CRA examination 
system, i n c l u d i n g the 12 assessment f a c t o r s , with a more q u a n t i t a t i v e 
system based on actua l performance as measured through the use of 
tiir e e t e s t s : the lending, service, and investment t e s t s . A key 
element of the December 1993 proposal was the "market share t e s t , " 
which would, as part of the lending t e s t , compare an i n s t i t u t i o n ' s 

25 of 73 2/1.5/99 5:1 OPN 



littp://lrvvebgate.access.gpo,gov/cg,.,txt&directory=/diskb/wais/data/ga( 

.lending r e l a t i v e t o o t l i e i : .Lenders i.n low- and moderate-i.ncome 
neighborhoods, w i t h i t s l e n d i n g i n o t h e r p a r t s of i t s s e r v i c e 
community. C o l l e c t i v e l y , t:lie r e g u l a t o r s r e c e i v e d over 6,700 comment 
1 e t t e r s on the December 19';*3 proposaJ from r e p r e s e n t a t i v e s o f the 
bank ing i n d u s t r y , coiimiunity groups. Congress, and s t a t e and l o c a l 
governments. R e a c t i o n t o i: he pu:oposa.l. was mixed and g e n e r a l l y 
|:.MO 1 a r 1 ziici l-).;i:;-.ed on the 1.111. • -1:-:; s t .•.-: o I; t-h.. i n d i v i d u a l oi" c; r g a r i i za t i o n 
conimentiricj . On .lanuary 2(i, 1994, we s u b m i t t e d o u r a n a l y s i s o f the 
r e g u f a t o r s ' |i i:o|:)o;.-:a 1. i n .:i l.-:l;ter\7 t o the former Chairmen, House 
Commit;tce on Bankinci, Fiimn.i.j ,:ind Urban A f f a i r s and t l i e Subcoiruni 11 ee 
cn Consumer Cred.i.t: .ind I n:;; LI i:.;i n ce . 

I n response t o comment;-: r.:ic.-ji.v..-;d on t h e i r f i r s t p r o p o s a l , t he 
r e g u l a t o r s relea;.-:ed a second proposed CR/\ r e g u l a t i o n t h a t was 
pub] i shed i n t h e Federal R e g i s t e r on October 7, 1994. Th i s p r o p o s a l 
i.elliiC-ted comm.:'nts i:.-:c-e i vi-. I on the f)e.::eml-.i--'r 1993 f; r c;.ifjos:;i 1. and t h e 
r e g u l a t o r s ' f u r t i i e r i ntern..il c o n s i d e r a t ions. While s t i l l s t r i v i n g 
f o r a system t h a t measured performance and not e f f o r t s o r processes, 
the new p r o p o s a l made r e v i s i o n s t o the f i r s t p r o p o s a l t h a t would 
i n c r e a s e t he r o l e o f examiner d i s c r e t i o n i n CRA e x a m i n a t i o n s . For 
example, t l i e l e n d i r i g t e s t would no l o n g e r be based on the market 
share t e s t . C o l l e c t i v e l y , the r e g u l a t o r s r e c e i v e d over 7,200 comment 
l.etl;ers ori t l u i October p r o f s o s a l . 

I n May 1995, FRB, OCC, O'I'S, and FDIC r e l e a s e d t he new r e v i s e d CRA 
recju.l.ations . Tlie f i n a l r e c j u l a t i o n s r e t a i n e d , t o a s i g n i f i c a n t 
e:-:teiit, t he p r i n c i p l e s and s t r u c t u r e of the Decemtjer 1993 and October 
1994 p r o p o s a l s but made cli.inges t o some d e t a i l s t o respond t o 
concerns rai.sed i n the comment l e t t e r s and f u r t h e r r e g u l a t o r 
c o II s i. der a t i o n . 

'i'he f i n a l r e v i s e d r e g u l . a t i o n e l i m i n a t e s t he p r e v i o u s l y d i s c u s s e d 12 
assessment f a c t o r s and s u b s t i t u t e s a t h r e e - p a r t , performance-based 
e v a l u a t i o n system f o r i n s t i t u t i o n s that: do not q u a l i f y as small, 
i n s t i t u t i o n s . The r e g u l a t i o n d e f i n e s s m a l l i n s t i t u t i o n s as 
independent r e t a i l i n s t i t u t i o n s w i t h t o t a l a s s e t s o f l e s s than .'?250 
m i l l i o n and h o l d i n g company a f f i l i a t e s w i t h t o t a l a s s e t s o f l e s s than 
$1 b i l l i o n . The r e v i s e d r e g u l a t i o n i n c l u d e s a s t r e a m l i n e d 
e x a m i n a t i o n f o r s m a l l banks and the o p t i o n f o r a l l i n s t i t u t i o n s t o 
have t h e i r CRA performance examined a c c o r d i n g t o a r e g u l a t o r - a p p r o v e d 
s t r a t e g i c p l a n . 

To t a k e i n t o account community c h a r a c t e r i s t i c s and needs, the r e v i s e d 
CRA r e g u l a t i o n makes e x p l i c i t t he performance c o n t e x t a g a i n s t which 
th e t e s t s and s t a n d a r d s s e t o u t i n the proposed r e g u l a t i o n a r e t o be 
a p p l i e d . T h i s performance c o n t e x t i n c l u d e s c o n s i d e r a t i o n o f s i x 
f a c t o r s c o n c e r n i n g t h e unique c h a r a c t e r i s t i c s o f t h e i n s t i t u t i o n 
under e x a m i n a t i o n and the market i n which i t o p e r a t e s . \ 8 To d e t e r m i n e 
a performance c o n t e x t , the r e g u l a t o r s are t o re q u e s t any i n f o r m a t i o n 
t h a t t he i n s t i t u t i o n has developed on l e n d i n g , i n v e s t m e n t , and 
s e r v i c e o p p o r t u n i t i e s i n i t s assessment a r e a ( s ) . The r e g u l a t o r s have 
s t a t e d t h a t t h e y w i l l not expect more i n f o r m a t i o n t han what t h e 
i n s t i t u t i o n n o r m a l l y would d e v e l o p t o prep a r e a b u s i n e s s p l a n or t o 
i d e n t i f y p o t e n t i a l markets and customers, i n c l u d i n g low- and 
moderate-income persons and geographies i n i t s assessment a r e a ( s ) . 
The r e g u l a t o r s a r e t o c o n s i d e r t h i s i n f o r m a t i o n from t h e i n s t i t u t i o n 
a l o n g w i t h i n f o r m a t i o n from community, government, c i v i c , and o t h e r 
sources t o enable t h e examiner t o g a i n a w o r k i n g knowledge o f t h e 
i n s t i t u t i o n ' s community. The r e v i s e d CRA r e g u l a t i o n g i v e s p a r t i c u l a r 
a t t e n t i o n t o t h e i n s t i t u t i o n ' s r e c o r d o f h e l p i n g t o meet c r e d i t needs 
of low- and moclerate-inconie communities and i r i d i v i d u a l s tiased on 
community c f i a r a c t e r i s t i c s and nc^eds. 

I n g e n e r a l , t h e r e g u l a t o r s are t o r a t e an i n s t i t u t i o n ' s performance 
under each o f t h e t e s t s , b u t the l e n d i n g t e s t r a t i n g i s t o c a r r y more 
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w e i g h t t l i a n l;he o t h e r s . /\ri .i n:;; t i. t u t i on nur-.it r e c e r v e <:i rat.i.ng c. 1 a I; 
l e a s t "low s a t i s f a c t o r y " on the l e n d i n g t e s t t o r e c e i v e an o v e r a l l 
CRA r a t i n g o f ."-la t i s f ac t o ry . However, rat:ings on the o t i i e r two t e s t s 
are s t i l l tc; li.:iv'-' ccii-is.i.cioj'.ili.l.e eff'ic:!: on the c i v i i r . a l l rat- i.ng a:;: we.l.l , 

'llie major e.l.einei 11; s of the i. ec| 11 la t o r s ' r>;'V.L:;eci CRJ'\ rr^gu 1 ,-i t ioirs .;ir.-i 
cji^scribed ,i,s fcil l.ovis: 

Lending t e s t : The l e n d i n g t e s t i s t o e n t a i l a r e v i e w o f an 
i n s t i t u t .1. o n ' s 1 r- ii d 1 n c| r c-j o u i <..\, i ii c 1 u ci .1 ii g c. r .L g 1 n a t: i o 11 s .a ri d p u:: c- ii a s e s C' 1; 
home mortgage, s m a l l b u s i n e s s , small farm, and, a t the i n s t i t u t i o n ' s 
o p t i o n , consumer .loans t h r o u g h o u t t l i e .i.ii:;:ti t u t i on' s s e r v i c e :irea, 
i n c l u d i n g t h e low- and mode ra t e - 1 ncome areas; the piroporti.an of f l u : 
.Lns 111 ut .L on ' s l e n d i n g i.n i t : ; ; service- a r e a ( s ) ; t he d i s t r i . but icon ci f 
I.oans t o l:)or i owcj i; s of v a r i o u s income Levels; tlu=- number cjf loans t: ci 
sm.all busineis^ic::-; arid farms; and the l i . k e . I'l: the l e g u l a t o r s 
d e t e r m i n e t h a t .;i subs l:ant; .i ..i 1 niajoi:.Lty o f an i ns t i t u t: i o n ' :;; I j u s i i i e s s i.s 
C(jnsunier lend.iric], t l i e n tlii-.-y area t o e v a l u a t e thi.s l e n d i n g ..is p a r t (.)f 
t l i e I.ending I: e s t whether or not: t;lie i. ns t-11: u t i o i i e.l e c t s t o [it; o v i d e 
consumer l e n d i n g d a t a . 'I'lic- regulator:-: are t o c o n s i d e r .loans t o 
i n d i v i d u a l s o f a l l incomes wlierever t l i e y r e s i d e . 'I'lie number, amount, 
and c o m p l i s x i t y o f an i n s t i i _ u t i o n ' s community development: loans are 
a l s o t o be iricl.i.ided i n l:he I.ending e x a m i n a t i o n . 'I'he r e g u i . a t o r s are 
fcj c o n s i d e r t l i e l e n d i n g o f . : i f f i l i a t e s at" the e l e c t i o n o f t l i e 
i n s t i t u t i o n or i f an 1 ns t i I: i.i I: i o n appears t o l:)e at:temptinq t o 
i n a p p r o p r i a t e Ly I n f l u e n c e <:i CRA e x a m i n a t i o n by conduct i ng a c t i v i t i es 
t:li.;it woLi.l.d be Ll n L .J vc.) t:a Ij.l. y .;-v.a 1 u.;i t e d b-y :in i.-ixaminei. .In an a f f i . l . i a t e . 

I n v e s t m e n t t e s t : The inv.j;; tment t e s t i s t o e v a l u a t e an i n s t i t u t i o n ' s 
i n v e s t m e n t s i n i:jommunity de vcilopmen t: a c t i v i t i e s . I n r e v i e w i n g these 
i n v e s t m e n t s , t he examiner '\ s t o take i n t o account the amount, 
i n n o v a t i v e n e s s , or compleixit.y o f the i n v e s t m e n t as w e l l as the cJegci.-
t o which i t responds t o coinmunity c r e d i t and economic development 
needs. I n s t i t u t i o n s w i t h . l i m i t e d i n v e s t i n e n t a u t h o r i t y , such as 
t h r i f t s , a r e t o r e c e i v e a l o w - s a t i s f a c t o r y r a t i n g under t h e 
i n v e s t i n e n t test:, even i f they have made few o r no c ^ i u a l i f i e d 
i n v e s t m e n t s , as l o n g as t h e y have a s t r o n g l e n d i n g r e c o r d . A 
d o n a t i o n , s a l e on f a v o r a b l e terms, or r e n t - f r e e occupancy o f a branch 
( i n whole or i n p a r t ) i n a p r e d o m i n a n t l y m i n o r i t y neighborhood t o any 
m i n o r i t y - or women-owned deposit:ory i n s t i t u t i o n , or a f i n a n c i a l 
i n s t i t u t i o n w i t l i a p r i m a r y m i s s i o n o f p r o m o t i n g community 
development, i s t o be c o n s i d e r e d a q u a l i f y i n g i n v e s t m e n t . 

S e r v i c e t e s t : I'he s e r v i c e t e s t i s t o r e q u i r e t h e examiner t o an a l y z e 
an i n s t i t u t i o n ' s systems f o r d e l i v e r i n g r e t a i l b a n k i n g s e r v i c e s and 
the e x t e n t and i n n o v a t i v e n e s s o f i t s community development s e r v i c e s . 
The examiner i s t o re v i e w . In a d d i t i o n t o the b r a n c h i n g i n f o r m a t i o n , 
i n f o r m a t i o n r e g a r d i n g a l t e r n a t i v e s e r v i c e d e l i v e r y mechanisms such as 
ba n k i n g by t e l e p h o n e , mobi.l.e branches, l o a n p r o d u c t i o n o f f i c e s , 
automated t e l l e r machines (ATM), e t c . , i n low- and moderate-income 
areas and f o r low- and moderate-income i n d i v i d u a l s . I'he e v a l u a t i o n 
IS t o a l s o c o n s i d e r t he range o f s e r v i c e s , i n c l u d i n g n o n c r e d i t 
s e r v i c e s , a v . i i l a t i l e t o , .md t l i e degree t o which those s e r v i c e s are 
t a i l o r e d f o r , the v a r i c j u s income l e v e l areas. 'the focus o f the t e s t , 
ilowever, i s t o be on t h e i n s t i t u t i o n ' s c u r r e n t d i s t r i b u t i o n of 
f u l l - s e r v i c e branches. A l t e r n a t i v e systems f o r d e l i v e r i n g r e t a i l 
b a n k i n g s e r v i c e s , such as ATMs, are t o be c o n s i d e r e d o n l y t o the 
e x t e n t t h a t t h e y a r e e f f e c t i v e a l t e r n a t i v e s i n p r o v i d i n g needed 
s e r v i c e s t o low- and moderate-income areas and i n d i v i d u a l s . 

Data c o l l e c t i o n , r e p o r t i n g , and d i s c l o s u r e : Data r e p o r t i n g 
r e q u i r e m e n t s on i n s t i t u t i o n s are t o be expanded by r e q u i r i n g t h a t 
o r i g i n a t i o n s and purchases of a l l sina.ll b u s i n e s s and s m a l l farm loans 
be c o l l e c t e d and report:ed t:o the regu.Lator. Each i n s t i t u t i o n i s 
r e q u i r e d t o c o l l e c t and m a i n t a i n f o r each l o a n i n a s t a n r J a r d i z e d , 

27 of 73 2/15/99 5:10 PN 



littp://frvvebgate,access,gpo.gov/cg.,.txt&directory=/diskb/\vais/data/ga( 

machine--' .readable f o r m a t ; I: Im anuaunt at o r i g i n a t i o n , l o i ; a t i o n , and an 
i n d i c a t o r w l i e t h e r the lo a n was t o a bu s i n e s s w i t h $1 i n i l l i o n o r l e s s 
i n cjross annua.l revenues. The l o c a l : i.on o f the lo a n i.s t o be 
m a i n t a i n e d by census t r a c t o r b l o c k numbering area. Each i n s t i t u t i o n 
.is t o repot t in machine-re-ndable form a n n u a l l y , aggregated f o r each 
census t rar,:t/bl r.ck numbering are.i in whi ch the i n s t i t u t ion made a t 
lea.-it on<s .-.:iii.il 1 IM i:.. 11 le:;; :.i oi :.-:iii.:i 1 1 Firm l o a n d u r i n g the pci.or ca.l .rnd.i r 
yt-ar, f.l\o. mimlici .;irid amount o 1. loans w i t h cjririina-1" amounts of 
.'?LOO,000 or f e s s , more than .'r.lOO,000 l i u t l e s s than or equal t o 
:/2 50, 0 i.if), oi: IICMI- t.lian 8250,000, .-iiid the number and amount cif l o a n s 
to b u s i n e s s e s and farms w i t h gross annual, revenues o f $1 m i l l i o n or 
le.ss . Tlie recjii I at:c^rs, r a t h e r than t l i e i . n s t i t u t i o n s , are t o ,;iiinua l . l . 
p r ep.ire i i i d i v i d u . i l CRA dis.::iosure s t a t e m e n t s f o r each r e p o r t i n g 
i n s t i t u t i o n and . i'icp;ecja t .a cl i SI::.1.CT:-;U re statem.ents f o r eaf:fi m e t r o f j o l i tan 
S t a t i.-::tii;:a 1. .;i r.-;,i (M.SA) and the non-MSA p o r t i o n o f each s t a t e . 'I'he 
L-ĉ j Ll 1. .•;i t o i : , : , i , • i;..! m,!!;..- l;..-:.!!) L.ti.,- j. i i.J .i. v .i..;li.i,i 1. :incl tlicj a.:jcp; ccja t: e 
d 1 s c 1. CIS Ll ria s I • 11. eiii..iri t s a va i I..;I1:J Le f •'> t l i e ["'Ulil.ic at cent.ral 
de.'pris 11 or i':-.s . 'I'lie acjgrevi..i l-r- d i s c l o s u r e s t.-i t:emeiit s w i l l i n d i . c a t e , fc-)i 
eacli C|C:o.g r.i|:-.liy, t.Li.:- numb.-M- and aniount cd' smal l busi.ness and s m a l l 
farm .i.o.-ins o r i . q i n a t e c i or. piii:chased by a l l r e p o r t i n g i ns t; i t u t i ons , 
exciS|:it t;liat tlii-:- i:ecji.il.,-^i t o r s may a d j u s t the form o f the d i s c l o s u r e i f 
necessary, bc-c.iuse o f siiec:.i.al c:.i.rcunistancjes, t o p i r o t e c t the p r i v a c y 
o f a b o r r o w e r or t t i e c o n i p e l ; r t i v e p o s i t i . o r i o f an i n s t i t u t i o n . 
I n s t i t u t i o n s a i e a l s o t o .i.nclude the di . s c l o s u r e s t a t e m e n t s i n t h e i . r 
p u b l i c f i l e s . I n keeping w i t h t t i e l e n d i n g t e s t , data c o l l e c t i o n ancl 
maintenance ai:c; o p t i o n a l l o r consumer l o a r i s , and t h e r e are no 
r epo r 11 ng recju i r i:-men t s . 

S t r e a m l i n e d e x a m i n a t i o n f o r s m a l l i n s t i t u t i o n s : \ 9 Independent banks 
and t h r i f t s w i t h .issets below $250 m i l l i o n and i n s t i t u t i o n s w i t h 
a s s e t s l.ielriw .';;250 m i l l i o n t h a t ,;ii;f: subsidiar.Les o f h o l d i n g companies 
w i t h l e s s t han 1 b i l l i o n .in a s s e t s a r e t o be e v a l u a t e d under a 
s t r e a m l i r i e d e:-:aniiiiation mei:hod unle s s an i n s t i t u t i o n a f f i r m a t i v e l y 
r e q u e s t s an a l t e r n a t i v e e:.:aiiiination method. The s t r e a m l i n e d method 
i s t o focus on aii i n s t i t u t .i on ' s l o a n - t o - d e p o s i t r a t i o , degree o f 
l o c a l l e n d i n g , r e c o r d o f l e n d i n g t o bo r r o w e r s and geographies o f 
d i f f e r e n t income l e v e l s , arid r e c o r d o f r e s p o n d i n g t o c o m p l a i n t s . An 
i n s t i t u t i o n ' s f ^ i i r l e n d i n g r e c o r d i s a l s o t o be taken i n t o account i n 
a s s i g n i n g a f i n a l , r a t i n g . The r e g u l a t o r s are t o c o n s i d e r an 
i n s t i t u t i o n ' s s i z e , f i . n a i i c i . i l condit;i.on, and c r e d i t needs o f i t s 
servicce area i n eva.l.uat.Lnci whether i t s l o a n - t o - d e p o s i t r a t i o i s 
r e a s o n a b l e . 'I'he r e g u l a t o r s a r e t o f u r t h e r c o n s i d e r , as a p p r o p r i a t e , 
o t h e r l e n d i n g - r e l a t e d a c t i v i t i e s , such as o r i g i n a t i o n s f o r s a l e on 
the secondary market and community development l e n d i n g and 
i n v e s t m e n t . 

S t r a t e g i c p l a n o p t i o n : Every i n s t i t u t i o n i s t o have the a l t e r n a t i v e 
o f s u b m i t t i n g a s t r a t e g i c [ i l a n t o i t s s u p e r v i s o r y agency f o r a p p r o v a l 
t h a t was developed w i t h coimnunity i n p u t d e t a i l i n g how the i n s t i t u t i o n 
proposes t o meet i t s CRA o b l i g a t i o n . The s t r a t e g i c p l a n o p t i o n i s 
not t o r e l i e v e an i n s t i t u t i o n from any r e p o r t i n g o b l i g a t i o n s t h a t i t 
o t h e r w i s e has. Ilowever, sm.:ill i n s t i t u t i o n s do not s u b j e c t themselves 
t o any data r e p o r t i n c ) r e s p i o n i ^ i f a i l i . t i e s by e l e c t i n g t he s t r a t e g i c p l a n 
opt i o n . 

CoiTuiiunity develofDiiient t e s t f o r w h o l e s a l e or l i m i t e d purpose 
i n s t i t u t i o n s : 'lhe r e g u l a t i o n i s t o r e p l a c e t h e i n v e s t i n e n t t e s t w i t h 
a community development t e s t f o r w h o l e s a l e or l i m i t e d purpose 
i n s t i t u t i o n s . 'i'he r e g u l a t i o n i n c o r p o r a t e s i n t o t h i s community 
development t e s t b o t h community cievelopment l e n d i n g and community 
dcivelopment s e r v i c e s i n aclcii.tion t o q u a l i f i e d i n v e s t m e n t s . 
T h e r e f o r e , uride^r t he r e g u i . . i t i o n , w h o l e s a l e or l i m i t e d purpose 
i n s t i t u t i o n s are t o be s u b j e c t o n l y t o t h e community development 
t e s t . Whole;;ale or l i m i t e d purpose i n s t i t u t i o n s must be d e s i g n a t e d 
as such by t l i e r e c j u l a t o r s . 
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I n s t i t u t i o n s a r e 
(1) a l l w r i t t e n i 

t o c o n t i n u e m a i n t a i n i n g a p u b l i c f i l e t h a t c o n t a i n s 
:omments r.;.-ceived from the p u b l i c d u r i n g t he p r e v i o u s 

3 y?.;! rs t h a t .-omiiic'iit; on I; h 
of the |.iul:>lrc p o r t i o n of I. 
e:-:aiii ina t i o n ; ( 3 ) ) a i r : 

gcoq rai add 1. e:;: ::;c.s , ^i nd 
(Jponed or c.1.<..<:.-:ecl by t l i e i n 
t l i e i r adcirc^'sses, and r|(?cjcn-.;ii"4iic: .itsaas t. 
s e r v i c e s g e n e r a l l y o f f e r e d a t the in.si;.i. 
ciescr i p t ic;ins o f m . j t e r i a l . d i f f e r e n c e s .i.n 
ser vie: es a t fia r t i c u l a i ' br.:nc-hes; (6) a 

inst: i.tut i o n ' s CRA pc; c t;... rma iic:e ; (2) a i::o| 
.1. n s t .i t Ll t J cjii' s most i. i-.'..:c:. n i: c;i;,.'-\ 

he i n s t; i I; u t i o n ' ::: branches, t l i e i r st:reet 
eas t o be :;erved; (4) a I i : : : l . of tirancLp-
.Ltiit.i.on dur.ing the previOLis 3 years, 

o be serve d ; (5) a f i s t of 
t u t i o n ' s 1J.\:a 11c;lie-s a nd 

t h e a V a .i. 1 a li i 1 i t y o r c: o s t. o I; 
mar. of eacli .;issessment are.i 

area and r d e n t i f y i n g the g e o g r a p h i c 
area; (7) and any o i l i e r i n f o r m a t i o n i; 

showing t l i e b o u n d a r i e s o i: the 
areas t o bo s e r v e d w i t h i n t l i e 
bank chooses. I n a d d i t i o n , l a r g e banks a re a l s o t o i n c l u d e .i n t h e i r 
p u b l i c f i l e (.1 ) any consuiiu;r l o a n data t h a t t h e i n s t J t i i t i on wishes tc 
have c o n s i d e r e d as p a r t o l i t s CRA e x a m i n a t i o n ; (2) the i n s t i t u t i o n ' s 
CRA d i s c l o s u r e s t a t e m e n t t l i a t i t r e c e i v e s from i.t:s r e g u l a t o r ; and (3) 
r e l e v a n t HMDA d i s c l o s u r e s t a t e m e n t s f o r the p r e v i o u s 2 ye a r s . Small 
banks are t o i n c l u d e t h e i r 1 o a n - t o - d e p o s i t r a t i o f o r each q u a r t e r o t 
the p r e v i o u s year and any .-iddi t ion.-i 1 i n f o r m a t i o n t l i a t t h e y see f i t , 
i n c l u d i n g t he i n f o r m a t i o n recjuireci f o r l a r g e i n s t i t u t i o n s i f t h e y 
e f e c t t o be eva.luated under the l e n d i n g , i n v e s t m e n t , and s e r v i c e 
t e s t s . I n s t i t u t i o n s t h a t e l e c t t o be e v a l u a t e d under the s t r a t e g i c 
p l a n are t o i n c l u d e t he pl.;in i n t l i e publ.Lc f i l e . An 1 n:3111 u t i.on t l i . i i 
r e c e i v e d a l e s s t l i a n s a t i s l.'actory r a t i n g d u r i n g i t s most r e c e r i t 
e x a m i n a t i o n i s t o i n c l u d e a d e s c r i p t i o n o f i t s e f t o r t s t o improve i t s 
pe rformanee. 

The r e v i s e d CP.A regu l a t.: ons are t o amond t l i e c i i i : r e n t Cl\A r e g u . l a t i o n s 
over t i m e , e v e n t u a l l y r e p l . i c i n q tln-i e:-:i.sl:ing r e g u l a t i o n s i n t h e i r 
e n t i r e t y by J u l y 1, 1997. However, var;Lous elements of the new 
r e g u l a t i o n s a r e t o be phased i n sooner, some as e a r l y as January 1, 
1996. U n t i l t h a t t i m e , t he r e g u l a t o r s w i l l c o n t i n u e t o f o l l o w t i i e 
c u r r e n t CRA r e g u l a t i o n s t o examine i n s t i t u t i o n s f o r CRA compliance. 

\7 Conununity Reinvestment Act (GAO/GGD-94-79R, Jan. 26, 1994). 

\8 'lhe s i x f a c t o r s t o be c o n s i d e r e d are i n f o r m a t i o n o r data about (1) 
th e econoniic and demographic c h a r a c t e r i s t i c s o f t h e assessment areas; 
(2) l e n d i n g , i n v e s t i n e n t , and s e r v i c e o p p o r t u n i t i e s i n t h e assessment 
a r e a s ; (3) t h e i n s t i t u t i o n ' s p r o d u c t o f f e r i n g s and bus i n e s s s t r a t e g y ; 
(4) t h e i n s t i t u t i o n ' s c a p a c i t y and c o n s t r a i n t s ; (5) t h e p r i o r 
p erformance o f t h e i n s t i t u t i o n and, i n a p p r o p r i a t e c i r c u m s t a n c e s , t l i e 
p e rformance o f s i m i l a r l y s i t u a t e d i n s t i t u t i o n s ; and (6) i n f o r m a t i o n 
c o n t a i n e d i n t h e i n s t i t u t i o n ' s p u b l i c CRA f i l e , i n c l u d i n g w r i t t e n 
p u b l i c comments. 

\9 A c c o r d i n g t o FRB, t h e s t r e a m l i n e d e x a m i n a t i o n f o r s m a l l 
i n s t i t u t i o n s w i l l cover ,;ip[)roximately 81 piercent o f t o t a l banks i.n 
the U n i t e d S t a t e s , however, i t w i l l <30ver l e s s than 14 p e r c e n t o f 
t o t a f bank a s s e t s . 

OBJECTIVES, SCOPE, AND 
METHODOLOGY 

Chapter 1:4 

The o b j e c t i v e o f t h i s r e p o r t i s t o address f o u r q u e s t i o n s r e q a r d i n g 
t h e f e d e r a l r e g u l a t o r s ' i m p l e m e n t a t i o n o f CRA: (1) What were the 
major problems i n i m p l e m e n t i n g CRA, as i d e n t i f i e d by t h e a f f e c t e d 
par t i e s - - b a n ke r s , r e g u l a t o r s , and community groups? (2) To wliat 
e x t e n t do the r e g u l a t o r y r e f o r m s address these problems? (3) What 
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c h a l l e n g e s do r l i e redi i I n i - , , . - , . r - , - , -
, , ' - egu i a t cus l a c e i n e n s u r i n g t h ^ success o f rh^. 

, , ovin.jome communi ty Ic-Midinn b a r r i e r -
- P P o r t u n i t i . , s , p a r t i c u l a r l y i"n ^ ^ •'• ^ 

moderate-incom.;-- area.:;-:- ' 

1 n d 
-OW- and 

W 
X V-̂ ^^^^^^ .responsible .-.for bank or t h r i f t 

cLuneu i ni ;; -"-lor problems with the 
thi^^'cont";" i N ' ^ r - " ' ' - " P l - " - n t i , i g CRA and to understand 

' J-'^ytilators examine and enforce the law r,-
• ' f '̂ he l , . y i s l a t i v e h i s t o r y of the CRA o di " e r , 
: :r°u:^:'""^'wi"r" ""'n''^^ ^̂ '̂  amendment^ have changed th -^ ;'' 
^-'-.ant'^to n ^ t c f : J^R.^^^^ °^ "'^ regul a t o r s ' 

--̂"-••̂-̂-̂•v officiaisr̂ t; :;.! -̂n.-idition to 
F-;"-'̂ .t-s who wc,-.̂- Inc. ,-,.,-1 , - -:- -lected ,nid interviewed other 
-.•e conceLn>:-.l w n h ̂  c^, -. ' 'T" " 

commuii.M;v g OL P . e ir on"'-''' " n """"^ ' '̂"̂  ̂'"'d̂ ' 
of ti.e secondary m a r ke - - / r r' V ' ^ ̂ '̂ '' "-̂^ representatives 

d, i ? , ':'-•..'":'"-"'••"•""̂  "̂"-'̂  e:<„»„,atio,-,,, enforeement. i n ad d i t i o n rr. - , • --.--..̂.... u .L w n d n u ei 11 orcemen t . In 
rep e e t t i v e . f ' r ' ' ^ ' ' ^ ^ ' ' we reviewed testimonies and speeches by 
conqre"'ionT ' " i " ^ " '̂ '̂ '̂ '̂'̂ "bed above from a large number ^ t 

of th.= =,ffoci-^H n- t h i s report representing the views 
• -'^-^^'-'-^'-i F-^Lres r e t f e c t a l l of the sources described above: 

ev,-ent"Jho',-'';;H'T'"' ^ ' ' f ' ' " ' ^ ' ^" implementing CRA, determine to what 
^lent fy ch ' r,'"'"'"'? '̂̂ '̂ '̂ '̂ ^̂  ^^^^^ problems, and 
if the R e l o r m " '̂̂  t o r s would face i n ensuring the success 
b. n I a^^' ^ i ^̂ '̂ ^̂ -̂-L compliance examinations at 4 0 
Midwest Wen I-'-I ̂ ' M ' ̂ '^9^°"=' rncludmg the Northeast, 
^ rr .n "'- t-'-'titral parts of the United States At each 

V -'n-'^^titutions, to the extent possible, we completed a ca^e 
impression' ^ " ' ^ " ^ ' ^ c o l l e c t i o n instruments to gather the 
impressions and experiences of the bankers and examiners 

I n ^ l u d e d T v a H r t ' " ' ' ; ^udgmentally selected i n s t i t u t i o n s that 
n i r a ^ uburf r ̂  i asset sizes; business types; and a mix of 
rura.L, ouburban, and urban i n s t i t u t i o n s . We selected i n s t i t u t i o n s 
n i t t Mon^ -^-^^tOi:s and attempted t^'se t ' 

" - ^ ^ " - - ' - - O n - H r t - e - i ^ e - ' ^ ^ ^ ^ 

3?s;s-tLr--fjhat-;d -e-a--
i n s t i t u t i o n s had received a "needs to improve" r a t ng on t h e i r l a s t 
i n s j ? ti'on \°c' - r T ' " s u b s t a n t i a l noncompliance " ' he 
i n s t i t u t i o n . , we studied included 10 from each of the four regions- 6 

rhrin̂ t'̂ 'T̂  ™' b occranrirbŷo?5.̂ 2̂jnr 
t L " l 1 n'°"'i "'̂  b i l l i o n , 13 had assets of Jess 
than $1 b i l l i o n but more than $100 m i l l i o n , 
m i l l i o n or less. 

ind,,v,idu.,,ls „i,o worked w.lt,, CRA co„p,li.,nce on a ce.juJa,: "S.S. 

would a d d J ^ L ' ^ L / ^ ^ H L l " :::'=iL^«.-?"L"°"' proposal. 
To .letetmine " .o jsxte i . , : to which Lhe r e g u l a t o r s ' refer, 

n work pre-
regul a t o r s would face i n 

wouip address the problems we i d e n t i f i e c ^ from wor previous y 
described and to i d e n t i f y the challenges the regulators woud 
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ensuring the su(::ce::;s of t:Lii-.- reforms, we evaluated a number oi; 
proposals f o r CR/\ reform t l i a t were put forward from several sourciss, 
i n c l u d i n g the [-jroposals released by the regulators on December 21, 
1 993, and Octcib.;^r '/, ]9'14, and the f i n a l revised CRA r e g u l a t i o n , 
released i n May 1995. In a d d i t i o n , we reviewed l e t t e r s submitted by-
bankers, community cj roup.-;:, a fid other concerned par tie ; - comment inq on 
t.Lio i:-egii.Lcit^;'r: ' i • i; o|jt):-:.;i .1.:. , W,- d i ::. :u:;:: : i I 11 uiiitj i:c) ii s s i.i g g.L'i: I; 1 OH s |-i;ir 
improving the CHA e;-:aminat ion and enforcement pioceys w i t h 
p a r t i c i p a n t s i n our case studies. We also reviewed the transcript;-; 
from Liearings h-:-Id by llie i.t-gulators arouiid the i-:oiiiitry during t l i e i r 
development of the i evi:;;ed CRA regnl.at i.on . 

To i d e n t i f y the i n i t i a t i v e s that had been taken to overcome lending 
b a r r i e r s and erili.:ince community .lending opporturri.t.i.es, (1.) we 
j udqmenta 1.1 y selected, on fhe basis of a v a i l a b i l i t y , and interviewed 
over 20 ccjinmunity group re|: resenf.i 11 ve:;;; (2) lielcj a roundtable 
discussion i n v o i v i n q r e p r e s e n t a t i ves from the Assoc: i a t i o n of 
Community On ).;i n i ::a t ions for Reform Now, the Center f o r Community 
Clianqe, and the Consumer Fiideration of America; and (.3) attended 
several workshops and conferences sponsored by a v a r i e t y of in d u s t r y 
and cominuriity cji-oups, i.ri a d d i t i o n to the regui.ators covering CR7\ 
compliance. We also i d e n t i f i e d the a c t i v i t i e s of t.he r e g u l a t o r s ' 
c:onsunier a f f a i r s programs .:ind revi.ewed a large volume of ma t e r i a l 
generat:ed by b.ankia, ccDinmunity groups, and the regulators on tlicji.r 
a c t i v i t i e s to promote conimuii.l t y lendi.ng. 

We- conducted wcjrk on oui case studies .In Chicago, ;:;an Francisco, 
Boston, and Dallas, from July 1993 to March 1994 and our work i n 
Washingtori D.C. continued through Jurie 1998 i n accord.irice with 
q e n e r a l l y ace-edited government a u d i t i n g standards. 

We obtained w r i t t e n comments on a d r a f t of t:lie report from FD.IC, the 
Federal Reserve, OCC, and oyff,. A discussion of tliese comments and 
our responses appears at the end of chapters 3 and 4. In a d d i t i o n , 
the agencies' comments and our a d d i t i o n a l responses are p r i n t e d i n 
appendixes I through IV. 

REVISED CRA REGULATIONS ADDRESS 
SOME, BUT NOT ALL, PROBLEMS AND 
CONCERNS 

C h a p t e r 2 

A l l of the a f f e c t e d p a r t i e s 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 f o r why they believed the problems adversely 
a f f e c t e d t h e i r i n t e r e s t s - - w h i c h form the basis of t h e i r concerns--and 
the o f t e n c o n t r a d i c t o r y s o l u t i o n s they o f f e r e d to address the 
problems showed that the a f f e c t e d p a r t i e s d i f f e r e d considerably on 
how best to revise CRA. The revised CRA r e g u l a t i o n , i f e f f e c t i v e l y 
implemented, should focus examinations on r e s u l t s , thereby 
e l i m i n a t i n g a major problem that a l l p a r t i e s i d e n t i f i e d - - a n 
o v e r r e l i a n c e i n tlie r e g u l a t o r s ' examinations upon an i n s t i t u t i o n ' s 
documentation of e f f o r t s and processes used to ascer t a i n and meet 
community needs. However, the revised r e g u l a t i o n s n e i t h e r f u l l y 
address a l l i d e n t i f i e d problems nor wholly s a t i s f y the o f t e n 
c o n f l i c t i n g conc:erns or c o n t r a d i c t o r y s o l u t i o n s of bankers and 
community groups. 'I'he suc:cess of the reform e f f o r t s w i l l depend 
l a r g e l y upon how e f f e c t i v e l y the revised r e g u l a t i o n s are implemented. 

The f i r s t s e ction of t h i s chapter discusses the s i m i l a r i t i e s and 
di f f e r e n c e s among the groups on the problems they i d e n t i f i e d as wel l 
as t h e i r conc-erni? with ancl s o l u t i o n s to the problems. The second 
sect i o n presents our analysis of the extent to which the revised 
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rcu'qu l a t i o n s sliou.l.d addre:3S those p rob lems and c o n c e r n s . 

AFFEC'lED PAR'llES AGREE ON MAJOR 
PROBLEM,':'., BUT C.iJNCERNS AND 
SOLUTIONS D I L'FFR 

. : i i , ip i :e r 

i:!,ankers, .-c-.miinin.i t:y grou|:is, .md tf i e re-gulat:ors g e n e r a l l y .:igreed i n 
i n t e r v i e w s and .in i j u l i l i c t .̂ s t imon i e s on v-jliat they c o n s i d e r e d t o be 
iii a j o i : pi:ol:dem:;: wi.t;li the exami na t i o r i and enforcement of CRA. 'lliese 
problems inc.l.ud.icl 

{\<JO l i t t . l e r i l l . i . i nee on b_-nding r e s u l t s and too much r e l i a n c e on 
document.ition oJ; e t f o i l i s and processes, l e a d i n g t o .;iii e x c e s s i v e 
p.:i|i'.'; rwc: i: k bu r i len ; 

.1 riconsi :.: ten t; CRA exam.i ii.a t: iciiis by Legul..;jtors r e s u l t i n g i n 
L i n c c r t a i n t y about how (".;i\A pc'r i; o rnia nee i s t o be r a t e d ; 

e:-:..im i na t: 1011:1 b,iS'?d on in.ide.;]uate 111 f cu:ma t i o n t h a t may not r e f l e c t .1 
c-(;iiip L t c- ,.in.-| a.it.:ur.M I; i n c i s u r e o f 1 n:-; t: i. t LI t .1 on:;: ' i:ie r l o r ma rice ; and 

d i s s a t i s f a c t i o n w i t h r e g u l a t o r y enforcement o f t h e a c t , which 
l a r g e l y l el LOS on p r c i t e s t s o f expansion p l a n s t o censure 
i n s t i t u t i o n ; ; a r e r e s p o n s i v e t o community c r e d i t needs. 

Wh i l e the a f f e c t e d p a r t i e s g e n e r a l l y agreed on these f o u r problems, 
t l i e i r u n d e i r l y i n q concerns d.i.ffered s i g n i f i c a n t l y and t h e s o l u t i o n s 
t h e y o f f e r e d were o f t e n c o n t r a d i c t o r y or i n c o m p a t i b l e . G e n e r a l l y , 
bankers' concerns about t l i e problems focused on t h e r e g u l a t o r y burden 
of c ompliance, and they sought t o reduce t h a t burden. For example, 
t h e y souglit t o i n c r e a s e c e r t a i n t y about e x a m i n a t i o n r a t i n g s t h r o u g h 
use o f pre a p p r o v e d s t r a t e g i c p l a n s and guarantees ("safe h a r b o r s " ) 
t h a t s a t i s f a c t o r y and outst:anding r a t i n g s would p r o t e c t from CRA 
prot:ests i n s t i t u t i o n s ' apipl 1 c a t i o n s t o move or expand o p e r a t i o n s . I n 
c o n t r a s t , community groups were g e n e r a l l y concerned about t h e l a c k o f 
a c c o u n t a b i l i t y on t h e p a r t of i n s t i t u t i o n s t o ensure t h a t t h e y meet 
t h e i r community l e n d i n g o b l i g a t i o n s . These groups a l s o sought 
measures t o i n c r e a s e r e g u l a t o r s ' a c c o u n t a b i l i t y t h r o u g h more p u b l i c 
d i s c l o s u r e o f i n s t i t u t i o n s ' CRA performance and tougher enforcement. 
The d i f f e r e n c e s i n the concerns and s o l u t i o n s r e f l e c t e d bankers' and 
community groups' d i f f e r e n t p e r s p e c t i v e s and c o n s t i t u e r i c i e s and 
bro a d e r p h i l o s o p h i c a l d i f f e r e n c e s , as d i s c u s s e d i n c h a p t e r 1. 

EXAMINAl'IONS ' PERCEIVED 
OVERRELIANCE ON 
INSTITU'I'lONS ' DOCUMENTATION 
OF EFFORTS AND PROCESSES 

Chapter 2:1.1 

Bankers, community groups, and t h e r e g u l a t o r s we c o n t a c t e d g e n e r a l l y 
agreed t h a t a major problem w i t h CRA e x a m i n a t i o n s was t h a t examiners 
r e l i e d t o o h e a v i l y d u r i n g exami.nations upon an i n s t i t u t i o n ' s 
paperwork. T h i s paperwork was t o document the i n s t i t u t i o n ' s e f f o r t s 
and processes t o a s c e r t a i n and h e l p meet community c r e d i t and s e r v i c e 
needs. A l l p a r t i e s a l s o g e n e r a l l y agreed t h a t t he e x a m i n a t i o n s h o u l d 
be based on t h e r e s u l t s o f those e f f o r t s and processes, w i t h emphasis 
on t.he i n s t i t u t i o n ' s community l e n d i n g performance. I'he p a r t i e s 
agreed t h a t a s;i.ngle community l e n d i n g s t a n d a r d or f o r m u l a f o r 
e v a l u a t i n g t h o se r e s u l t s was unworkable because o f t h e im p o r t a n c e of 
c o n s i d e r i n g such f a c t o r s as an i n s t i t u t i o n ' s b u siness s t r a t e g y , i t s 
f i n a n c i a l c o n d i t i o n , and t l i e s p e c i f . l c needs m d i f f e r e n t areas o f the 
community t h a t t h e i n s t i t u t i o n s e r v e d . 

32 of 73 2/15/99 5:1 OPN 



Iiltp://rrvvcbgate.access.gpo,gov/cg...txt&.directory=/diskb/wais/data/gao 

D e s p i t e t hese an-j.js o f ,:icp:.-:'iiiient, b.:inkeis and community groups had 
d i f f e r e n t u n d ' - i r l y i ng conce rns and o f f e r e d d i f f e r e n t s o l u t i o n s . 
Bankers were most" conc-erneci i :f iat t:lie fcicus on t h e i r Cl"\/-\ e f f o i t : : . i and 
procc 'sses caused them t o produce many documents t h a t s e r v e d no 
l iu rpose w . i . t l i i n t he i n s t .L t u I; .i.on o t i i e r t han t o s a t i s f y the i n f o rma t .1 on 
needs of. ex.:iiii.i. rnv 1; : i conduc t Lng CRA r:.v..imxiia t i o n s . They a d v o c a t e d t h a t 
the CfiA r e f o L i i i s h o u l d e l i n i i n a l e tli.i.s burden by Locusmg exaii i ina 11 ons 
cm pciii toi:ma 11''c o r r e su l t ; : ! . 

Ho we v e t , communi t y y r o u p 1.-.i.-. resen t.;i 11 V.J:;; were most conce rned t h a i the 
f o c u s on d o c u m e n t a t i o n o f e f f o r t s and p rocesses had t a i l ed t o lio.ld 
i n s t : 1 t u t i o n s a c c o u n t a b l e f o r t h e i r a c t u a l l e n d i n g and set; v i c e i n 
c:ciiniiiunities . They t o o f a v o r e d a focu:;; 011 r e s u l t s w i t l i e:-:amiriers 
e v a l u a t i r i c i d.:it;a on actua.l. FiiicfLng and se i : v i ce s t l i a t i n s I; 11 u t i o n s 
p r o v i d e d t o I:lic-.i.i; conimun.i t or.-i . i n l;ac;l;, t l i e y fjroi. 'osecl t l i . ; i t commui ri. t: 
grouj.is be g i v e n .:icc(2ss t o t lui dat.a cival .u. i ted by c...--:oimi.ne rs .inci lie 
permi t t e d t o p r o v i d e i n p u t on an in:>t I t u t i o n ' s p e r f o r m a n c e . 

Regu.Lators supr.:io 1; t e d a per to r i i i ance- o r r e s u l t s - b a s e d eva lua t .Lon 
sys tem t o reduce i n s t i t u t i o n s ' doc":uiiienta t .i.on burden and improve CRA 
c o m p l i a n c e . They a l s o sugges t ed t h a t a p e r f o r m a n c e - b a s e d sys tem 
w o u f d p romote impj-ovecl c o n s i s t e n c y i n e:-;.:inii na t icMis . 

INCONSISTENT CRA 
EXAMI NA'l IONS 

Chap te r 2 : 1 . 2 

Bankers, communi 
ineons 1 stc-.ncy i n 
implementation o 
that i n c o n s i s t e n 
d i s c r e t i o n and f 
CRA r e g u l a t i o n s , 
tlie a f f e c t e d par 
evaluated during 
underlying corice 
were a l l designe 
direct;, e x a in i n e r 
examination proc 

ty groups, and regui.ators a l l i d e n t i f i e d 
performance exami na t ions as a problem with tlie 

f the act. I t was apparent from our cise studies 
cy was due i n part to examiriers using t h e i r 
ocusing on or emphasizing d i f f e r e n l : aspects of the 

'l l i i s inc;oiisistency r e s u l t e d i n u n c e r t a i n t y among 
t i e s aliout liow i n s t i t u t i o n s ' performance woulcl be 
examinations. Although the a f f e c t e d p a r t i e s ' 

rns and s o l u t i o n s tended to d i f f e r , the s o l u t i o n s 
d i n one way or another to reduce, or more c l e a r l y 
d i s c r e t i o n to provide greater consistency to the 

ess. 

Generally, bankers were coni.:erned about inconsistency i n performance 
examinations because t h i s led to confusion and u n c e r t a i n t y about what 
actions were necessary to a t t a i n a p o s i t i v e r a t i n g . As a r e s u l t of 
the u n c e r t a i n t y , many bankers believed that i n s t i t u t i o n s were 
producing unneeded documentation of t h e i r e f f o r t s . Some bankers 
sought to reduce t h i s u n c e r t a i n t y through more s p e c i f i c i n s t r u c t i o n s 
or lending t a r g e t s from the re g u l a t o r s , thereby g e t t i n g more 
d e f i n i t i o n to wfiat actions count as CRA a c t i v i t i e s . 

Coinmunity groups ge n e r a l l y recognized inconsistency as a problem that 
refjresented a f a i l u r e of tlie r e gulators to hold i n s t i t u t i o n s 
accountable for adequately serving a l l areas of t h e i r delineated 
conununities. Some groups said they f e l t t h a t examiners do l i t t l e to 
determine whetiier i n s t i t u i : ions are meeting community needs. Many 
group representatives advocated more emphasis on performance 
standards as we.l.l as increased disclosure of information about 
i n s t i t u t i o n s ' community reinvestment r e s u l t s . 

Regu.Lators aisi:i recognized t:liat inconsisi;ency i n examinations was a 
problem. Many of the examiners we interviewed said that they thought 
inconsistency r e s u l t e d from the s u b j e c t i v i t y inherent i n examinations 
due to vague st,:indards, unclear guidance, and frequent clianges i n tlie 
focus of examinations. The examiners' l a t i t u d e i n i n t e r p r e t i n g 
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s t a n d a r d s , such as "the i n s t i t u t i o n ' s a b i l i t y t o meet v a r i o u s 
community c r e d i t needs based on i t s f i n a n c i a l c o n d i t i o n and s i z e , 
l e g a l impediments, l o c a l economic c o n d i t i o n s and o t h e r f a c t o r s , " 
r e s u l t e d i n ex.iminers fcjCLisi.ng on d i f f e r e n t p a r t s of the guidance. 
I n a d d i t i o n , si.n.::e 1989, c:Li.:inges t:o the guidance f o r CR/\ e x a m i n a t i o n s 
occurr.ici mrjre I; i'-:r|iir:nt..l.y t d n i i b e f o r e and s L i i f t e d C:..nipha s i.:.-; Irom 
111 s I; 1 t: u I; ion s ' pr (K.J r.-iins l o i : iii.i ii.:ig iiicj CRA as part; o 1. ciay-tu-day 
a c t i v i t i e s t o the r e s u l t s o f t h e i r CRA programs. ..-We f u r t h e r d i s c u s s 
tht- irc.-ile o f ex.;i m i i K:; r di. sc: rc-1 i o n i n c l i a f i t e r 3. 

Another f a c t o r i : i t e d by the a f f e c t e d p a r t i e s was i n s u f f i c i e n t 
e.--:[;.eriiince and ti.a;i.ninc| of examiners c o n d u c t i n g CRA exam.i.iia t i o n s . 
Some community groups p o i n t e d out the need t o improve the c a p a c i t y o t 
the r e g u l a t o r s f o i ; a n a l y z i n g data i n t h e context: of community c r e d i t 
need.s and i n s t i t u t i o n s ' e f f o r t s t o s a t i s f y those needs. As d i s c u s s e d 
i n more d e t a i l i n c h a p t e r 3, many exam.i.ners sought c l e a r e r guidance 
.iiici b e t t e i : t. i;,i i. n i ncj as a s o l u t i o n t o t l i e i r conc:ern .about 
i iicions 1 stenc:y i.n e;<aniination.? . 

EXAMINATIONS BASED ON 
INFORMATION TllA'l MAi' NOT 
REFLEC'l A COMPLETE ANI.) 
ACC11I-;ATE MEASURE OL' 
INSTITUTLONS' PERFORMANCE 

Chapter 2:1.3 

Bankers, comniun.Lty groups, and the r e g u l a t o r s fiave i d e n t i f i e d 
numerous concerns r e l a t e d t:o wliether CR/\ e x a m i n a t i o n s are based on 
i n f o r m a t i o n t h a t r e f l e c t s a complete and a c c u r a t e measure o f 
i n s t i l : u t i o n s ' performance. Disagreements p e r s i s t among t l i e a f f e c t e d 
p a r t i e ^ s as t o what i n f cjrm.;i I:ion s h o u l d be c o l l e c t e d aiici r e p o r t e d by 
i n s t i t u t i o n s and what i n f o r m a t i o n s h o u l d be d i s c l o s e d p u b l i c l y . 
Bankers g e n e r a . l l y view most data c o l l e c t i o n and r e p o r t i n g as 
burdensome and i.ts d i s c l o s u r e a p o t e n t i a l v i o l a t i o n of the 
p r o p r i e t a r y n a t u r e o f t h e i i ; b u s i n e s s . Community groups, however, 
g e n e r a l l y b e l i e v e t h a t i n f o r m a t i o n t r a n s p a r e n c y - - w h i c h i n c l u d e s b o t l i 
o b t a i n i n g t h e da t a and u n d e r s t a n d i n g how t h e examiners move from 
a p p l y i n g performance data and o t h e r i n f o r m a t i o n a g a i n s t the s t a n d a r d s 
t o a r r i v e a t t h e CRA r a t i n g - - i s key t o e n s u r i n g a c c o u n t a b i l i t y and 
measuring CRA compliance. 

Bankers c o m p l a i n t h a t t h e y are f o r c e d by t h e r e g u l a t o r s t o g e n e r a t e 
d a t a t h a t (1) may not f u l l y r e f l e c t t h e i r b u s i n e s s a c t i v i t i e s , (2) 
would not be produced w i t h o u t t h e r e g u l a t o r y r e q u i r e m e n t , and (3) 
s h o u l d be kept c o n f i d e n t i a l . For example, some bankers were 
concerned t h a t d a t a c o l l e c t e d under the Home Mortgage D i s c l o s u r e Act 
(HMDA) may be m i s l e a d i n g w i t h o u t an e x p l a n a t i o n , as i n cases where 
h i g h l o a n r e j e c t i o n r a t e s may r e s u l t from a g g r e s s i v e m a r k e t i n g 
e f f o r t s by .i. ii s t; i t: u 11 ons seeking low-income a p p l i c a n t s . Many bankers 
opposed e x i s t i n g and new r e p o r t i n g r e q u i r e m e n t s as being burdensome. 
They were p a r t i c u l a r l y concerned about f r e q u e n t changes i n r e p o r t i n g 
r e q u i r e m e n t s t h a t r e q u i r e c o s t l y changes t o t h e i r data c o l l e c t i o n 
systems. I n a d d i t i o n , bankers expressed concern about p u b l i c l y 
d i s c l o s i n g i n f o r m a t i o n t h a t t h e y b e l i e v e r e v e a l s too much about t h e i r 
b u s i n e s s p r a c t i c e s anrj s l i o u l d be kept c o n f i d e n t i a l . 

Community groups t o l d us t h a t p u b l i c a v a i l a b i l i t y of data i s o f g r e a t 
v a l u e and t h a t t h e t r a n s p a r e n c y o f i n s t i t u t i o n s ' l e n d i n g performance 
i s what would make i t u s e f u l . Community groups s t r o n g l y opposed any 
r e d u c t i o n i n r e p o r t i n g r e q u i r e m e n t s and advocated the c o l l e c t i o n , 
r e p o r t i n g , and p u b l i c d i s c i o s u r e o f a d d i t i o n a l data t o b e t t e r 
e v a l u a t e i n s t i t u t i o n s ' performance. These groups s a i d t l i e y b e l i e v e 
t h a t i t i s e s s e n t i a l t h a t t h e y have access t o the data used by CRA 
examiners i n d e t e r m i n i n g r e g u l a t o r y r a t i n g s so t h a t t h e y can e v a l u a t e 
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b o t h the i n s t i t u t i o n ' s and i;he r e g u l a t o r ' s p e r t orinan.::e. 

Examiners i n our case s t u d i e s s a i d t l i e y g e n e r a l l y b e l i e v e d t h a t d a t a 
a re n e c e s s a r y f o r them t o -c-xaniine i n s t i t u t i o n s ' c o m p l i a n c e w i t h CRA. 
Hovjever, tlic-;y s.i.i.d t h a t ci.;ii..-i c o l l e c t e d . i re u s e f u l o n l y i f t hey a r e 
a c c u r a t e and a p p r o p r i a t e l y r e f l e c t the re Levant a c t r v i t x e s o t t he 
i n s t i t u t i o n b e i n g o;-:amined. :lome e>:ami t iers we i n t e r v i e w e d s a i d IIMU.A 
da ta .:ire i^iometiinci:;; L in i i t c . . ! i.n i ; l i e i r u s e f u l n e s s fo r - a number o f 
r ea sons , i nc . l . ud ing j ioor d.it.a c i i r i l i t y and L iicc.ns i s I: en t; r e p o r t i n g by 
ins t : i t u t i c n s . 'I'liey a l s o s . i i d t l i a t e:-:.iiii.i ne rs may .Pick t l i e t i m e or 
t r a i n i n g t o p e r f o r m HMDA a n a l y s e s . Una . I I y, t hey s a i d t h a t o t h e r 
i n f o r m a t i o n , L n v o i v i ng t l i - c r e d i t wo i. t li L nc:-;:-: o I; the b o r r o w e r o r 
p r o i j e r t y , l i . id t o be usc-.-ij i.n c:oi r j uir:; t l o i i vji.t;Li llMI.)/\ d.iio.i Liecause t l i ; . 
d a t a may no t a c c u r a t e l y >j r comple teJ y p o r t r a y an i n s t i t u t i o n ' s 
I . end ing a c t i v i . t y , pa r t i . c u 1 ;i r.Ly l;or .i.nsl;.i t u t ions t i n t .ij;'e not l i c - a v i i y 
i n v c j l v e d .1.11 loin.; IIL-T rtg.'-iri.:: 1 ... i ici .L1 ig . 

DISSAl' i: S FACTL' 1 ON WIT 11 
REG U LAT (7 R y- E N FO RC EM E, N I 
CRA 

OF 

C ll a p t e r 1 . 4 

Both bankers and community groups i d e n t i f i e d r e g u l a t o r y enforcement 
of CRA as a problem, but meml.iers o f the two groups g e n e r a l l y had 
d i f f e r e n t c oncerns. Most li.inkers commented t h a t t h e r e i s no 
prcit ect; i o n ,;iciai. mt; a p|j I. i c a t .i.oi 1 prot;ests f o r 1 ns 111; u 11011 s t h a t 
rec)ulato.rs liave d e t e r m i n e d 

p o s i l ; i v e i n c e n t i v e s are no 
For example, bankers coini;d 
pt:otest;s t;o lu-.-ecfl ess.1.y de.l. 
no t e d t h a t a s.i t i s f a c t o r y 
when a community group inou 
Bankers charged t h a t these 

are i.n compliance w i t h CRA and t h a t 
i n p l a c e t o firomote compliance w i t h CRA. 

ined t:hat community groups have used 
y the a p p r o v a l o f a p p l i c a t i o n s . They 
r o u t s t a n d i n g CRA r a t i n g means n o t h i n g 
t s a p r o t e s t a g a i n s t expansion p l a n s , 
groups use protesl;s t o f u r t h e r t h e i r own 

agendas r e g a r d l e s s o f an i n s t i t u t i o n ' s l e n d i n g r e c o r d . Many bankers 
advocate s a f e h a r b o r s t h a t would p r o t e c t i n s t i t u t i o n s from p r o t e s t s 
i f t h e r e g u l a t o r s have d e t e r m i n e d , t h r o u g h the e x a m i n a t i o n process, 
t h a t t h e i r CRA compliance i s o u t s t a n d i n g . Another t y p e of s a f e 
hartDor would reward good CPA pe r f o rni.:i nee w i t h l e s s frequent; CRA 
e x a m i n a t i o n s . I r i p r a c t i c e , t he r e g u l a t o r s c u r r e n t l y have p o l i c i e s 
t h a t c o n s i d e r an i n s t i t u t i o n ' s CRA r a t i n g i n d e t e r m i n i n g t h e 
fr e q u e n c y o f e x a m i n a t i o n s , w i t h l o w e r - r a t e d i n s t i t u t i o n s t o be 
examined more f r e q u e n t l y . 

I n a d d i t i o n , bankers have contended t h a t t h e r e s h o u l d be p o s i t i v e 
i n c e n t i v e s i n p l a c e t o encourage CRA compliance i n a d d i t i o n t o what 
t h e y see as e x c l u s i v e l y n e g a t i v e s a n c t i o n s t o puni s h noncompliance. 
Some bankers have proposed t h a t CRA be r e p l a c e d by or supplemented 
w i t h d i r e c t f i n a n c i a l s u b s i d i e s t o those w i l l i n g t o e x t e n d c r e d i t t o 
low- and moderate-income areas. 

Community group 
r e g u l a t o r y e n f o 
a p p l i c a t i o n s by 
a p p l i c a t i o n s f o 
a low CF<A r a t i n 
f o r e.xpansion a 
may no t feci I t h 
compliance. To 
h .3 v e ,'1 d V o c a t o d 
such as cease-a 
some cease-ancl-
a n d i n s t i t u 11 o n 
no such a c t i o n s 
the a c t or poor 

s, however, i d e n t i f i e d as a problem the f a c t t h a t 
reement of CRA was l i m i t e d t o the d e n i a l of 
a d e p o s i t o r y i n s t i t u t i o n f o r expansion ( i n c l u d i n g 

r a merger or a c q u i s i t i o n ) or n e g a t i v e p u b l i c i t y from 
g. They p o i n t e d out t h a t i n s t i t u t i o n s w i t h no p l a n s 
nd no f e a r o f adverse p u b l i c i t y from a low CRA r a t i n g 
e need t o commit s i g n i f i c a n t r e s o u r c e s t o CRA 
s t r e n g t h e n enforcement o f t h e a c t , conmiunity groups 

r e g u l a t o r use o f more s t r i n g e n t enforcement a c t i o n s , 
n d - d e s i s t o r d e r s and c i v i l money p e n a l t i e s . A l t h o u g h 
d e s i s t o r d e r s and f o r m a l agreements between r e g u l a t o r s 
s have i n c l u d e d CRA performance as one of many i s s u e s , 

li.i v . i been i:.:iken s o l e l y t o address no n c o i i i [ j l i a n c e wi l ; l i 
CRA per f ormarice . 
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The r e g u l a t o r s have r e c o g n i z e d the g e n e r a l d i s s a t i s f a c t i o n w i t h CRA 
e n f o r c e m e n t by banke r s and community g roups as w e l l as by some 
M e III b e r:;: o I: C c.. ii ..p; e s s . 

REVISLiU CRA l-tEGULATlONS FOCUS 
EXAMINA'IIONS ON RESULTS BU'l MAi 
NO'l FULLY ADDRESS OTHER 
PI-;OBLEMS 

Chapter 2: 

From our review of t:he reform proposals and the revised CRA 
regulat; .i.ons, .it appears that the regulators have thoroughly assessed 
the problems r e l a t e d to CRA examinations and the revised regulations 
attempt l;o address the problems and c:oricerns rai.sed to us by tlie 
a f f e c t e d p a r t i e s . However, the revised r e g u l a t i o n s w i l l not wholly 
s a t i s f y tlie oLt;en coiitraci.i.c;i:ory coni::erris of bankers and community 
cjroup:;:. p.ankei.s ..ind commuii.11y groups continue to have fundamentally 
d i f f e r e n t expectations about i n s t i t u t i o n s ' CRA o b l i g a t i o n s . 

I f e f f e c t i v e l y implemented, we believe the revised r e g u l a t i o n s w i l l 
s.Lgriif leant l y i educe the f i r s t problem of overreliance on 
docuinentat.i.on of community reinvestment e f f o r t s and processes by 
focusing the examination st:.-indards on r e s u l t s . However, tlie 
r e g u l a t o r s success i n addressing the second problem of examination 
1 nccTLis LStenc-y ancl u ric.;: r t .;i .1.111: y w i l l depend upon implementation, 
especi.a.Lly hĉ w e f f e c t i v e l y examiners use thei.r d i s c r e t i o n . 'I'his, m 
tu r n , w i l l depend on the effectiveness of the guidance and t r a i n i n g 
examiners are provided. In response to the t h i r d problem of data 
usefu.l.ness, tlie f i n a l recjulations have c-l.arified tlie i n f o r m a t i o n to 
be used to ev.;iiuate performance, but the a f f e c t e d p a r t i e s disagree 
about whether the data to l.ie c o l l e c t e d under the revised regulations 
w i l l a p p r o p r i a t e l y r e f l e c t lending r e s u l t s or be too burdensome. The 
reform proposals r e l a t e d to the fo u r t h problem of CRA enforcement 
were dropped by the reg u l a t o r s (1) because of Justice's opinion 
s t a t i n g that the reg u l a t o r s do not have a u t h o r i t y to take stronger 
enforcement a c t i o n f o r CRA and (2) because of community groups' 
concerns th a t safe harbors would preclude them from p r o t e s t i n g 
a p p l i c a t i o n s of those i n s t i t u t i o n s they determine to be poor 
performers. Consequently, the revised r e g u l a t i o n s do not resolve the 
a f f e c t e d p a r t i e s ' divergent concerns w i t h CRA enforcement. 

REVISED REGULATIONS FOCUS 
EXAMINATIONS ON RESULTS, 
THEREBY REDUCING 
INSTITUTIONS' DOCUMENTATION 
BURDEN 

Chapter 2:2.1 

'lhe revised r e g u l a t i o n s address the problem of overreliance on 
documentation of e f f o r t s and processes by s l i i f t i n g the focus of 
examination standards to an i n s t i t u t i o n ' s community reinvestment 
r e s u l t s . Under the revised r e g u l a t i o n s , an examiner i s to analyze an 
i n s t i t u t i o n ' s coinmunity reinvestment r e s u l t s i n three performance 
areas--lending, investment, and services. Although a l l the a f f e c t e d 
p a r t i e s g e n e r a l l y agreed with the s h i f t to results-based 
examinations, the revised regulations may not address community 
groups' desire to hold i n s t i t u t i o n s more accountable f o r the r e s u l t s 
of t l i e i r conununity lending a c t i v i t i e s . The regul a t o r s i n i t i a l l y 
proposed, and l a t e r dropped, the use of more quant.1 l i a b l e performance 
measures i n the f i r s t CRA proposal as part of the "market share t e s t " 
described i r i chapter 1. While coinmurii.l;y groups ge n e r a l l y supported 
t h i s t e s t , many bankers were concerned that i t would not accurately 
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r e f l e c t t l i e i r l e n d i n g p e r f o r m a n c e ancl c o u l d l e a d t o unsa fe and 
unsound l e n d i n c i . Disagreements cont : inue between the a l : f e c t e d p a r t i e s 
abou t t h e use o I; q u a i i t i f i a l i l e measures t o examine CR.A p e r f o r m a n c e , 
bu t t h e y genera l . l y agreed t h a t .--iome f l e ; - : r b i l i t y i s needed i n CRA 
e x a m i n a t i o n s . I n d e v e l o p i n g the r e v i s e d r e g u l a t i o n s , the r e g u l a t o r s 
at:tempt:ed t o i n lane:.':- t he iic-tr-cl f o r ob jec t . i . ve standard:;: w i t h the need 
f o i . I; ,l.e:-: l b i. .1.11 y .L11 e:.:ani.i. n .i i r j d i. Jdi e i;--n t t y p o s o f i n:;; t i. I; u t- i ,...n s 
o p e r a t i n g under d i f f e r i n g f i n a n c i a l c o n d i t ion.s and-'Sc:i. v m g w i d e l y 
d i f f e r e r i l ; t:y|ies ol: c o n u n u n i t i e s . 

cEVISED REGULATIONS MAY NOT 
dJLLY ADDRESS THE PROBLEM OF 
NCONSISTENT EXAMINATIONS 

' I h a p t e r 

Wii; bc.l. I.eve that the s uc;.i.;;:;;:: o I; the .rev.i.,;i;d regulat cons in ..iclclr .c-:; s .1. i rj 
tlie prob.leiii of .i ncjonsist.-iiii exami 1 la i; 1 on .s w i l l depioiicl upon how 
e f f e c t i v e l y tlie .ix.-;iiiii.ners .••.-•:erci:;:e t:lie.ir d.i.scret ion when i niplement; i ng 
the new recjulations. 'I'hi.s [iroblem has been, and may continue to be, 
d i f f i c u l t f o r examiners to overcome because examinat.ions involve 
s u b j e c t i v e , case-by-case judgments about an i n s t i t u t i o n ' s 
performance. For example, examiners w i l l s t i l l be required to judge 
the "innovati.ven(-;-ss" of lo.ins and investments and d i I f eren t ia t e 
between " e x c e l l e n t " and "good" responsiveness to c r e d i t needs. 

']'he r e g u l a t o r s recognized t;l-ie rieed to improve examination cons 1 s I; ency 
i n the revised r e g u l a t i o n s and i n d i c a t e d t h a t they intend to improve 
guidance and t;rai.niiig f o r c:-:aminers before implementinci ttie new 
re g u l a t i o n s . While i t i s t;oo soon 1;o evaluate thei.r prijcpiess i n 
these areas, we agree that clear guidance and comprehensive t r a i n i ng 
i n coinmunity deve.l.opment: techniques are c r i t i c a l f o r consistency i n 
examinations. Chapter 3 f u r t h e r discusses the issues t l i a t need to be 
addressed to ensure successful implementation of the revi.sed 
r e g u l a t i o n s . 

The revised r e q u l a t i o n s also include an option that responds to 
bankers' concerns that inconsistency i n examinations c o n t r i b u t e s to 
un c e r t a i n t y alDout; whal: i s needed to ensure a p o s i t i v e r a t i n g . 
I n s t i t u t i o n s may submit to regulators a s t r a t e g i c plan for community 
reinvestinent th,:it sets standards of performance. Af though 
i n s t i t u t i . o n s couici experience sf;!iiie uncfeitainty wlien the plan i s 
submitted to the reg u l a t o r for approval, t h i s option may help 
a l l e v i a t e u n c e r t a i n t y at the time of an examination. This " s t r a t e g i c 
plan" o p t i o n includes a requirement that i n s t i t u t i o n s make pu b l i c 
t h e i r plans f o r comment p r i o r to the plans being approved by the 
r e g u l a t o r s . For t h i s reason, t h i s option has not been favorably 
received by a l l i n s t i t u t i o n s . Many bankers have raised concerns that 
making the plan p u b l i c may have a n t i c o m p e t i t i v e e f f e c t s , since they 
would have to dis c l o s e t h e i r s t r a t e g i c business o b j e c t i v e s and goals. 
However, banks would not have to p u b l i c l y disclose p r o p r i e t a r y 
i n f o rma t i.on . 

REVISED REGULATIONS HEIGHTEN 
THE NEED FOR A COMPLE'l'E AND 
ACCURATE MEASURE OF BANK 
PERFORMANCE 

Chapter 2:2.3 

To f u l f i l l t h e i r examination r e s p o n s i b i l i t i e s , the regulators have 
explained that; .;is3essing performance against r e s u l t s - o r i e n t e d C l ^ 
examination standards w i l l require complete and accurate measures of 
performance i n t;lie areas of lendirig, investment, and service to 
delin e a t e d communities. The issue of what data should be c o l l e c t e d 
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and i;eported to tlie r e g u l a t o r s and disclosed p u b l i c l y has been among 
the most c o n t r o v e r s i a l issues surrounding the CRA reform e f f o r t s . 
The r e g u l a t o r s have t r i e d to balance the c o n t r a d i c t o r y c a l l s by 
bankers to reduce regu.I a tot y burden with the communi ty g roup.'j' c a l l 
l':ii. .icldi t lon.i.l d.ita r.=-[ic)U i.ii;j . i i r i p u b l i c disclosui.-c t . i increas.i 
Liii.iti tution.-:' ,:ic:c:ouiii;al;d. 1 i t ; . 

The r e g u l a t o r s ' attempt to ::ti;ike a balance i n the- revised 
t'-igu 1 at i ons .iiiionc] t;he coni|;iOti rig po.Lnts of view has l ed t;o (1) 
e:-:eiiiptinci sma.L.l. 1 n s 111 u t .i.c-i i s from a d d i t i o n a l ciata r e p o r t i n g 
r'Tiqui jcements, (2) 1 ricrea.-;;.i.ng data c o l l e c t i o n and re p o r t i n g 
requirements for large i n s t i t u t i o n s , and (3) s h i f t i n g data analysis 
r e s p o n s i b i l i t i e s to the examiners. The regulators also increased 
p u b l i c d i s c l o s u r e of aggregate loan information for small business, 
small farm, or ..:(ammuni.ty development lending but not i n forma t; ion on 
i n d i v i d u a l loans. In a d d i t i o n , the revised regulations permit 
voluntary c:o.Fleet ion and dis c l o s u r e of consumer I.oans, although 
r e p o r t i n g .is not required. 'i'lie revised regulations w i l l not 
completely s.;itisi;y a l l parl;i.es, some of whom continue to disagree 
about whetiier the data c o l l e c t i o n requirements are appropriate or 
Inrdc'iisome . 

Although the rcivised r e g u l a t i o n s address the issues of what 
in f o r m a t i o n w i l l be co.l .bro t ed i;o examine CRA performance under tlie 
iiĉ w standards and what i n f o r m a t i o n must be disclosed, they do not 
address the other i n f o r m a t i o n problems i d e n t i f i e d i n our case studies 
r e l a t e d to data inaccuracies and the need for c l e a r e r explanations of 
how performance r a t i n g s are determined. To f u l l y respond to the 
problems raised by the affc-cted p a r t i e s , these remaining issues w i l l 
need to be addressed as the- r e g u l a t o r s implement the new re g u l a t i o n s . 
Chapter 1 discusses the actions that the regulators have taken thus 
far to improve data r e l i a b i l i t y , S f i e c i f i c a l l y r e l a t e d to HMDA data 
accuracy. 

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

Chapter 2:2.4 

The proposed reforms included measures to address concerns of both 
bankers and community groups regarding Cf^ enforcement. However, 
those measures are not included i n the revised r e g u l a t i o n . Both the 
December 1993 and the October 1994 reform proposals would have 
addressed the conununity groups' c a l l f o r s t r i c t e r enforcement by 
c l a r i f y i n g i n s t i t u t i o n s ' CRA o b l i g a t i o n s and pro v i d i n g that a bank 
that receives a r a t i n g of " s u b s t a n t i a l non-compliance" would be 
subject to enforcement actions authorized by the Federal Deposit 
Insurance Act.XlO However, Ju s t i c e opined i n December 1994 that CRA 
di d not provide the reg u l a t o r s with the l e g a l a u t h o r i t y to use such 
enforcement actions to enforce CRA. 

TLie regufators also t r i e d to address the bankers' i n t e r e s t i n 
p o s i t i v e i n c e n t i v e s or |-u;otection against protest;;;; i n the appl .L c-a t: l o i i 
process i n t h e i r December 1993 proposal. The regulators attempted to 
c l a r i f y how various CF^ rai;ings would a f f e c t decisions on 
ap p l i c a t i o n s f i l e d by i n s t Lt:utions f o r expansion or r e l o c a t i o n of 
t h e i r deposit f a c i l i t i e s . In p a r t i c u l a r , absent other i n f o r m a t i o n 
regarding CRA performance, the proposal stated that 

an "outstanding" r a t i n g would be given extra weight i n reviewing 
appl 1 c.;i t i ons ; 
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a " :.:a t i s f ac t;o 1. y " r a t i n g would generally be consistent with approval 
o 1' t ll e (1 pi f.i 1. i c a 11 o ii; 

a "nee(.ls t;o iiii|jr.ove" ratn.ng would cienerally be an advi^riie l a c t o r 
and, absent, demonstrai:ed improvement i n the i n s t i t u t i o n ' s CRA 
pet. formanci; or other c o u n t e r v a i l i n g f a c t o r s , wouf.d r e s u l t i n 
den i a l or ••onditic-na L approval of the .ippJ r c a t i o n ; and 

a " s u b s t a n t i . i l noncompl i...nee" r a t i n g generally would be so adver:i..j 
as to r e s u l t i n deni a l of the appJ i c.it ion. 

However, community group comment.*:-! submi t t e d to the regulators on tin;.; 
me.;isiire stroiicpl.y fi ro t es t c-.-. I that i t c o n s t i t u t e d a safe harbor, and i. I; 
w.is dropped i n the October 1994 i:)ropos.;i.l . i:cc,;ii.i:;;o tli..-i rcigulators' 
pjroposeci measu t.'.-;:;- to rescd vc the enforcement concerns o l both bankers 
and community g i oup:.-; hav.-- bc.,;ii uns u c c e . t n L, these ••.•oncern.?. w i l 1 
1 i ke.L V cont; i nue . 

\10 Section 8 oL the Federai Deposit Insurance Act provides 
enforcement mechanisms to t;lie regul.atorss f o r v i o l a t i o n s o l bankirig 
.Piw. Among the iiiecliarri.sins are cease and desi s t orders and c i v i l 
n 1 o ri e y p e n .;i i t i e : : ; . 

CONCLUSIONS 
C ll a p t e r 

A.l.though the regul a t o r s have attempted to address tlie major prolilems 
with tlie iiiifj leiiic-.n t a t ion o l CRA identi.f.ied by the .;iffected parti.f-;;, 
the revised r e g u l a t i o n s wi Ll not s a t i s f y a l l of the sometimes 
c o n f l i c t i n g concerns of tliese p a r t i e s . For example, the revised 
r e g u l a t i o n s do nol: require the l e v e l of data r e p o r t i n g or disc l o s u r e 
that has been c a l l e d f o r by community groups, nor do they provide for 
more s t r i n g e n t enforcement actions for CRA. Altiiough many conununity 
groups see the revised CRA regul a t i o n s as an improvement over the 
current system, many also believe that they do not go f a r enough i n 
compelling i n s t i t u t i o n s to f u l f i l l t h e i r coirnnunity lending 
o b l i g a t i o n s . Some concerns of bankers also w i l l l i k e l y continue. 
Although the burden associated with documenting e f f o r t s and processes 
i s to be el i m i n a t e d , many bankers consider a d d i t i o n a l data r e p o r t i n g 
reciuirements to be burdensome. 

In a d d i t i o n , the r e g u l a t o r s ' success i n addressing the problem of 
examination inconsistency w i l l depend upon how e f f e c t i v e l y they 
implement the revised r e g u l a t i o n s . The regul a t o r s have recognized 
the need to improve examination consistency and plan to improve 
guidance and t r a i n i n g f o r examiners as they implement the new 
regulati.ons. 'I'Lie r e g u l a t o r s also attempted to strengthen enforcement; 
and introduce a l e v e l of c e r t a i n t y i n t o the enforcement process, by 
c l a r i f y i n g liow CRA r a t i n g s would be considered i n a p p l i c a t i o n 
decisions and f o r enforcement actions, but the e f f o r t was 
unsuccess f u f . 

THE REGULATORS FACE MAJOR 
CHALLENGES IN IMPLEMENTING CRA 
REGULATORY REFORMS 

C ll a p t e r 3 

The r e g u l a t o r s face s i g n i f i c a n t challenges i n suc c e s s f u l l y 
implement incj the revised Community r<e i. n ves tmen t Act (CRA) r e g u l a t o r y 
reforms, many of which they have had d i f f i c u l t y addressing i n the 
past. From our case studies, we i d e n t i f i e d several areas that are 
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key t o i m p l e m e n t i n g t he r e v i s e d CRA r e g u l a t i o n s . To min i m i z e t h e 
problems o f u n c e r t a i n t y and i n c o n s i s t e r i c y a s s o c i a t e c j w i t h CRA 
assessments, t h e r e g u l a t o r s w i l l , need t o (1) p r o v i d e c l e a r guidance 
and comprelien:;;.i.vc examiner t r a i n i n g t h a t address how examiners s h o u l d 
conduct performance-based .issessnients, (2) ensure t h a t data used tc 
.issess perfC)t;in:jni::.5 i s a c c u r a t e l.)y i i i c r 
';:ori:;: .i.:-: t; .-11 c y c, I: .ot.ion::: t-,;il:..ii l:o cnciiii:'--
d i s c l o s u r e i n pub Lie evaJ u.it i.on r e p o r t 
1 r I I ; i t u t .i o n:;; ' p c; j - f o t.- m a n c: e i. a I: i n ci s . 11 
.:ic-l.; nc.l W.I edge t l i . i t t:l-ie r e v i : : "d r e g u l . i t i f 

( 2 ) e n s 1.11; e t It a t d 
a s 11 ic] t: he |;i i; i o r i t 
.-|.a t; ,:i a i.:c u ra.: y, ;i 11 

oil 11 (1 w e:•: aTii i nc-1. .s 

;it:a used 
a fl d 

i (..0 imi 
de t e rm.i. i 

. : i d d i t i o n , t he rcMjula I;(;M;-S 
:;: w i l l i. n c r e a s e e :•: a ni i. r i i ; -

r e s p o n s i b i l i t i e s and may 
tec l i n i c i u e s and resour(.:es. 

Ii..;reby r e c j u i r e add.Lti.oriaL e:-:anii na t i cn i 

REGULATORS HAVE 
'I'PsIED '10 REDtJGE 
INCONSI STENCY 

PREV10U:.:LY 

UNCERTA1NTY AND 

o Ll a p 1; e r 1 

Tlie r e g u i . a t o r s have p r e v i c m s l y t r i e d t o address the clia 11.enges of 
a c h i e v i n g g r e a t e r c e r t a i r i t ; y and cons;Lstency i n compliance 
e x a m i n a t i o n s . Some o f the d i f f i c u l t i e s ; t h a t have l i i n d e r e d past 
e f f o r t s w i l l .Likely c o n t i n u e t o c h a l l e n g e t he r e g u l a t o r s as t;hey 
implement the r e i j u l a t o r - y r.-i forms. These d i f f i c u l t i e s have i n c l u d e d 
t l i e s u b j e c t i v i t y i n h e r e n t i n examiners' i n t e r p r e t a t ; i o n o f vague CRA 
s t a n d a r d s , f r e q u e n t s h i f t s i n t h e r e g u l a t o r y focus o f e x a m i n a t i o n s , 
and d i f f e r e n c e s i n t h e l e v e l s o f examiners' CRA compliance e v a l u a t i o n 
e x p e r i e n c e and t r a i n i n g . In a d d i t i o n , inadec^uate i n f o r m a t i o n and 
d i s c l o s u r e aboul: i n s t i t u t i o n s ' CRA performance and t:lie b a s i s f o r 
t h e i r r a t i n g s have c o n t r i b u t e d t o concerns about e x a m i n a t i o n 
c o 11 s i s t e n c y . 

Althoucih t l i e rev.i:;:ed CRA i .-.-c| LI 1 a t i.oris are more object.i.ve and 
performanc":e-b.ised, examiners w i f l have t o c o n t i n u e t o e x e r c i s e 
d i s c r e t i o n m i n t e r p r e t i n g t he CRA s t a n d a r d s . D i f f e r e n c e s i n l e v e l s 
of examiner e x p e r i e n c e w i l l a l s o c o n t i n u e because of t h e r e c e n t 
h i r i n g o f a d d i t i o n a l CRA examiners by some r e g u l a t o r s over t h e past 2 
ye a r s . T r a i n i n g w i l l be p c i r t i . c u l a r l y i m p o r t a n t d u r i n g 
i m p l e m e n t a t i o n , as a l l CRA examiners w i l l need comprehensive t r a i n i n g 
i n new e x a m i n a t i o n s t a n d a r d s and proced u r e s t h a t r e g u l a t o r s w i l l be 
i s s u i n g . Moreover, a c c u r a t e and a c c e s s i b l e data w i l l c o n t i n u e t o be 
c r i t i c a l f o r e f f e c t i v e r e s u l t s - b a s e d assessments. F i n a l l y , 
e x a m i n a t i o n c o n s i s t e n c y w i l l be judged by t h e p u b l i c t h r o u g h t he 
i n f o r m a t i o n on i n s t i t u t i o n s ' performance p r o v i d e d i n t h e e v a l u a t i o n 
r e p o r t s . The success o f the CFtA r e g u l a t o r y r e f o r m s w i l l u l t i m a t e l y 
depend on how e f f e c t i v e l y tfiese i s s u e s a r e addressed by r e g u l a t o r s i n 
i m p l e m e n t i n g t l i e r e v i s e d r e g u l a t i o n s . 

EXAMINA'lION GUIDANCE AND 
TRAINING COULD ADDRESS 
CAUSES OF INCONSIS'l'ENCY 

Chapter 3:1.1 

The r e g u l a t o r s s t a t e d i n the r e v i s e d r e g u l a t i o n s t h a t t h e y i n t e n d t o 
ensure c o n s i s t e n c y i n assessments by p r o v i d i n g more guidance i n 
m i n i m i z i n g unrn-icessary s u b j e c t i v i t y , i m p r o v i n g examiner t r a i n i n g , and 
i n c r e a s i n g i n t e r a g e n c y c o o r d i n a t i o n . 'these g o a l s are c o r r s i s t e n t w i t h 
the s u g g e s t i o n s made by bankers and examiners i n our case s t u d i e s and 
i n p u b l i c comments t o the [.^reposed r e g u l a t i o n s b e f o r e they were 
f i n a l i z e d . However, we a l s o found t h a t t he r e g u l a t o r s ' p r e v i o u s 
a t t e m p t s t o ensutce c o n s i s t e n c y by r e v i s i n g t h e i r e x a m i n a t i o n guidance 
and t r a i n i n g procjrams have not ac h i e v e d c o n s i s t e n t i m p l e m e n t a t i o n . 

We found from our case s t u d i e s t h a t i n c o n s i s t e n c y r e s u l t e d i n p a r t 
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from examiners l i a v i n g had .coniiiclcirabic-: d i s c r e t i o n .-ind a i i s e s s i n g 
i n s t i t u t i o n s d i f f e r e n t l y be-cause they focused on d i f f e r e n t p a r t s o f 
the e :•: a in i n a 11 o n (:j u i. cl a n c e 
e v i d e n t i n examiners' as: 
d i s c r e t i o n , suc:li .;i:;; t he 

These d i f f e r e n c e s were p a r t i c u l a r l y 
ssment of f a c t o r s t h a t invoJ verJ the mo:; 
::tors r c - l a t i i i q t o a s c e r t a i n m e n t of 

coniniunity c:r'idi.t ruieds iric 
procjt;ani:;i. 'I'o .i. .1. .1. us i: ra t e , 
been j iidcj i n g I; 11rs re.:i;;-;ona b.1 
s e r v i c e commun i. t l o s . Some 
s ll o u l d d e f i. n e t h o 1 r s e r v .1. i 

1 cloved opinion t of m a r k e t i n g and a d v e r t i s i n g 
one .'J I: L'he more., [ i r o l i l e n i a t i c l.actors lias 
e n e s s o f in:;; 111; u t i o n s ' de 1 i r i e a t i o n o f 111 e i r 
• bankers li.;ive been confused alicuit liow t;lioy 
:.-' c:omiiiunity bc?.cause tlie--/ receivc-d 

c o n f l i c t i n g d i r e c t i o n from exami.iiei:s. One bankei; s a i d t h a t he was 
t o l d by one e.xani.Lnrzir not t.o inc-lnde .loan p r o d u c t i o n oll.i.c-:es i.n the-; 
bank's d e l i n e a t e d communi.ty, but the next examiner t o l d liim t h a t tlK--
o f f i c e s s h o u l d be .included. Other bankers were asked by examinees t o 
change the s.i ze o f t h e i r d e l i n e a t e d communities and weice cont u.sed 
about whether t;|-i,- servic-e ..ii;ea de 1 i nca t: Lori .--•;lioiild be based on 
d c f . i r i i t i v e cjeociraphi.c boi md.i r.i es , .l.ocnti.oii of d e p o s i t f .;ic i ]. i t i e s , oi; 
where t h e preponderance o f loan.s we re l o c a t e d . Under the r e v i s e d 
r e g u l a t i o n s , c-,. ,;i ni .1. n e r s w i l l spend l.cjss t;.inie a s s e s s i n g t:he 
reascjnablenes:;: of .;in i n s t i t.i.iti.on ' s d i a l i n e a t e d s e r v i c e community. 
Ilowever, exami ners w i l l c o n t i n u f i t o use d i s c r e t i o n i n d e t e r m i n i n g 
w l i e t h e r an i n s t i t u t i o n .i t; b i t; r,i i; i L y e:.:c.l.Lidiis areas, p a r t i c L i . l a r l y low-
and moderate-income areas. 

Both bankers and examiners have c i t e d f r e q u e n t changes i n the focus 
of e x a m i n a t i o n s as a reason f o r i n c o n s i s t e n c y . From the time CRA was 
enac t e d i.n 1 977 t o 1989, th.-ire were not many changes i n the way CRJ\ 
was implemented by the r e g u i . a t o r s . llowevei:, d u r i n g the p e r i o d 1989 
t h r o u g h 1992, the regulator:.: i s s u e d s e v e r a l p o l i c y s t a t e m e n t s w i t h 
new ciLiidance r e g a r d i n g CR/\ e x a m i n a t i o n s . 

Among o t h e r t; h .1. ng.;;, a Ma vch 1989 st a t e m e n t focused e x a m i n a t i o n s on 
the p rocesses and e f f o r t s needed by L n s t i t u t i o n s f o r a 
we 11-manacjed CRA program. 

G u i d e l i n e s i s s u e d i n M.;iy 1990 focused on i m p l e m e n t a t i o n o f 
r e q u i r e m e n t s f o r p u b l i c d i s c l o s u r e o f CRA r a t i n g s , w r i t t e n 
examiner e v a l u a t i o n s o f i n s t i t u t i o n s ' CRA performance, and 
examiner use o f a new f o u r - t i e r e d d e s c r i p t i v e r a t i n g system 
mandated by the Financ:ial I n s t i t u t i o n s Reform, Recovery and 
Enforcement Act (FIRREA). 

A December 1991 p o l i c y s t atement e s t a b l i s h e d the need f o r 
i n s t i t u t i o n s t o an a l y z e the g e o g r a p h i c d i s t r i b u t i o n o f t h e i r 
l e n d i n g p a t t e r n s as a p a r t o f t h e i r CRA p l a n n i n g p r o c e s s . 

I n March 1992, i n an e f f o r t t o a c h i e v e c o n s i s t e n c y i n CRA 
e v a l u a t i o n s , t h e regu.l.ators p r o v i d e d guidance on the i n c l u s i . o n 
of n u m e r i c a l data i n p u b l i c CRA e v a l u a t i o n s , c o n s i s t e n t w i t h t he 
Fe d e r a l D e p o s i t I n s u r a n c e C o r p o r a t i o n Improvement Act (FDICIA). 

A d d i t i o n a l guidanc:e p r o v i d e d i n June 1992 s h i f t e d t he focus o f CRA 
e x a m i n a t i o n s t o perfcirmance or r e s u l t s , r a t h e r than t h e 
do c u m e n t a t i o n o f e f f o t t s . D e s p i t e the emphasis on performance 
over e f f o r t s , however, the same 12 assessment f a c t o r s , which 
were l a r g e l y p r o c e s s - o r i e n t e d mixed w i t h some l e n d i n g measures, 
c o n t i n u e d t o be used as t o o l s f o r measuring performance. 

A l t h o u g h the r e c e n t r e g u l a t o r y reforms w i l l once again cliange t h e 
focus o f e x a m i n a t i o n s , t h e comprehensiveness o f the re f o r m ' s d e t a i l e d 
r e v i e w o f t h e problems i n CRA e x a m i n a t i o n s and the o v e r a l l agreement 
t o focus on performance s h o u l d h e l p t o improve c o n s i s t e n c y and reduce 
che need f o r m.ajo.r chancjes i n the near f u t u r e . 

A nother f r e q u e n t l y c i t e d reason f o r in(::onsistency i n CRA e x a m i n a t i o n s 
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has been i n s u f f i c i e n t examiner e x p e r i e n c e and t r a i n i n g . Some 
communi ty g roups commented t h a t t h e r e i s no t a s u f f i c i e n t l e v e l o f 
e x p e r t i s e w i t h i n t h e r e g u l a t ; o r y community about what c o n s t i t u t e s an 
a n a l y s i s o f a coimttuni ty ' . s c r e d i t need.s, what c o n s t i t u t e ; - : a l o a n 
[ i rogram t h a t WQU.LCI a c t u a . l l y meet c r e d i t needs, how t innC'-consuniing ai 
. i n a l y s i s WCHIILI f i e , .and what i s .iciec(uate | : i e r fo rmance . Some bianki-irs 

a.l .vio comm..-11 r .-:d t h a t ex.iiii r 11.;.-r 
v.;i I. y l.).:isecl on t li.:^ cjfiarac:t e i; i 
|;..-i r t i CLilar l y l ie tween u rban . 

I i:i t i t: u t i Cil 
ltd i ..I.;i I; i. on: 

mc 

need t;o i.inderst;;irid hov: .:r-;:cli.t 
t i c s o f l-l i . i f i e c i f i . c cofrimuni t y, 
d r u r a l c o n m i u n i t i e s , and Liow 

t communi ty c r e d i t needs and t he i. r C1-;A 
r e n t 

I leed:-

V -

'i'lie e x p e r i e n c e l e v e l s of the examiners have v a r i e d cons.Lderabl.y among 
r e g u l a t o r s . The F e d e r a l Reserve Board (FRB) has had a s e p a r a t e core 
o f CRA compliance examiners s i n c e 19/9, w h i l e the O f f i c e o f T h r i f t 
S u p e r v i s i o n (O'I'S), t l i e Fecfcral Depos.i.t Insurance Cor|jo ra t: i o n (FDIC), 
.ind the Off.i.ce o f t;he C o m p t r o l l e r o f the Currency (OCC) est;abl. Lshecl 
such cores i n 1989, 1990, .;irid 1993, r e s p e c t i v e l y . From 1992 t o 1994, 
FDIC s i g n i f i c a n t l y expanded i t s compliance e x a m i n a t i o n s t a f f t o about 
300 examiners. From 1993 t o 1994, OCC i n c r e a s e d i t s examiner s t a f f 
d e d i c a t e d t o compliance ex.:iminations from 94 t o a p p r o x i m a t e l y 170 
examiners, w h i l e about 110 OCC examiners w i l l c o n t i n u e t o p e r f o r m 
b o t l i s a f e t y and soundness and compliance e x a m i n a t i o n s . I n a d c i i t i o r i , 
from 1991 t o 1993, OTS i n c r e a s e d i t s s e p a r a t e compliance e x a m i n a t i o n 
s t . ; i f f from 82 I: o 105 com|:i Pi ance examiners. 

'llie .riniount o f e:.:.;iniirie r t r a i n i n g a l s o has v a r i e d among r e g u l a t o r s and 
by experir-'ucc l e v c i l - - r a n g i n g from none t;o advanced t r a i n i n g s p e c i f i c 
t o CRA and the Home Mortgage D i s c l o s u r e Act (HMDA). Even w i t h i n 
r e g u l a t o r s , we were t o l d t h a t t r a i n i n g a v a i l a b i l i t y d i f f e r e d by 
r e g i o n or d i s t r Let and t h a t some r e g u l a t o r s supplemented classroom 
t r a i n i n g t h r o u g h n e w s l e t t e t;:;; or s e l f - s t u d y , computer-based cour s e s . 
A l t h o u g h most examiners In our case s t u d i e s s a i d t h e y h,ave had 
i n s t r u c t i o n on CRA assessments as p a r t of g e n e r a l e n t r y - l e v e l 
t r a i n i n g , many examiners commented t l i a t much o f the i . r t r a i n i n g was on 
the -job. T r a r n i i i c i needs that; examiners i d e n t i f i e d i n c l u d e d 

a d d i t i o n a l t r a i n i n g i n the use of HMDA and census d a t a ; 

r e g u l a r seminars or r e f r e s h e r courses t o p r o v i d e updates and 
guidance on r e g u l a t o r y changes; 

more advanced t r a i n i n g f o r e x p e r i e n c e d examiners; 

more t r a i n i n g on f a i r l e n d i n g laws and new d i s c r i m i n a t i o n d e t e c t i o n 

t e c h n i q u e s ; 

more focused t r a i n i n g on s k i l l s such as data c o l l e c t i o n , computer 
a n a l y s i s , and r e a d i n g p r o p e r t y a p p r a i s a l s ; 

t r a i n i n g w i t h a focus on l e n d e r s ' conununities, s a f e t y and soundness 
i s s u e s , anc) new e x a m i n a t i o n t e c t i n i q u e s ; 

r e g u l a r c o n f e r e n c e s or seminars where new and e x p e r i e n c e d examiners 
from d i f f e r e n t agencies can exchange i n f o r m a t i o n on e x a m i n a t i o n 
t e c h n i q u e s and e x p e r i e n c e s ; and 

l i x t e r n a l t : r a i n i n g t h a t i n c l u d e s p e r s p e c t i v e s of l e n d e r s ' and 
community grcTUps. 

Tho r e g u l a t o r s have acknowl edged t h a t t r a i n i n g Is i m p o r t a n t t o t h e 
success o f the ref o r m s and have i n d i c a t e d t h e i r i n t e n t i o n t o work 
t o g e t h e r t o improve examiner t r a i n i n g . Some examiners t o l d us t h a t 
t h e y would welccune more i n t e r a g e n c y tr, : i i . n i n g , which c o u l d h e l p 
improve c o n s i s t e n c y among r e g u l a t o r s . Past a t t e m p t s t o dev e l o p 
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interagency t r a i n i n g progr.ims Liave liad mixed succĉ is::;. Some 
regulator's explainecl tliai: interacjency t r a i n i n g d i d ncit always meet 
t h e i r d i f f e r e n t t r a i n i n g needs because some regulators had examiners 
st;r.i.ct;ly devoted t:c) '..:P,/\ .-.;ini|:d 1.1 nee examinations, while otiiers had 
examiners perform both s,il.c-ty and soundness and compliance 
examinations. Recently, PI-;B' s interagency t r a i n i n g has included the 
:5pcc: i a 1 i zed cour:;-;e on 11MD.'\ data .;ina 1 y:.:is . Gcsie ra 1. .1. y, however, eacli 
o l the reciulators h;is deve.loiied i t s own c:ore CR/\ examiriation t r a i n i n g 
|:)i'Ocgrams . 

The magnitude of the clianges i n t;he CRA reforaiis, cis wi^l.l. as the 
leSLi.ltinc) increase- i.n .;xaiiii.ner r e s p o n s i b i l i t i e s , c:reated t:he need l o r 
clear guidance and comprehensive t r a i n i n g f o r a l l examiners 
performing CRA examinati010 and thereby implementing the revised CRA 
rt-.gu.La t ions . (.:oi is 1 t ency in t r a i n i n g would lielf;) l;c; improve 
examination consistency ainr)nci a l l neriulator:;. Under the rev I sed 
t;ecju l.;i I; ions , e;.: tnii .L no i: s w i l l li,;iv.i- a d d i t i o n a l resiions .i.bi 1 i. I; ies i.n at:e.;is 
:;:uch ,;i:i analyzing performance i n f o r m a t i o n . l-'urther, examiners w i l l 
have to make;- "j Lidcjinerit s re.P.itirig to v.:irious ty|:)es of cominuriity 
development lending ancJ .i.iivestmeiit a c t i v i t i e s . Community groups have 
said these areas need b e t t e r examiner understanding. 

DATA ACCURACY REMAIN:: A 
PRO p. PPM 

Chapter 3: L 

The recent s h i f t to performance-based examinations should increase 
tlie r e l i ance on ci u a n t i f i e d dat.i to assess i.nst.i.tutions' perlormance. 
Inaccurate datii used by various a f f e c t e d p a r t i e s may lead them to 
i napp ropir 1 a t c; c-oiiclusioiis ..ibout; .in inst: i t u t ion ' s CRA performance. 
Bankers, r e g u f a t o r s , and c:cuiimurii l;y groups interviewed i n our case 
studies i c i e n t i f i e d corice rris about data c j u a l i t y t l i a t r e s u l t e d i n 
l i m i t i n g the usefulness of some data c o l l e c t e d . Some of the 
re g u l a t o r s have also acknowledged data q u a l i t y problems, p a r t i c u l a r l y 
w i t h 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 q u a l i t y of other 
kinds of data used to assess performance, l i k e other lending data or 
f i n a n c i a l s t a t i s t i c s . Moi:eover, the regul a t o r s do not have a uniform 
p o l i c y on what actions should be taken against i n s t i t u t i o n s w ith poor 
data q u a l i t y , and they have not been consistent i n the actions they 
have taken to d,--ite. 

Bank management i s p r i m a r i l y responsible f o r ensuring that data 
provided by the i n s t i t u t i o n are accurate, and examiners are 
responsible f o r v e r i f y i n g data accuracy during examinations. Bankers 
and e.xaminers i n our case studies commented that some data problems 
are due to unclear r e p o r t i n g requiremient s, d i f f i c u l t i e s i n 
determining c o r r e c t geographic codes, incomplete data, and human and 
te c h n i c a l e r r o r s . Among tlie four r e g u l a t o r s , FRB lias done the most 
d e t a i l e d a nalysis of HMDA data q u a l i t y . From March 1993 to February 
1994, the Federal Reserve D i s t r i c t Banks p a r t i c i p a t e d i n a survey to 
determine the q u a l i t y of HMDA data submitted by state member banks 
fo r the year 1992 by cross checking each i n s t i t u t i o n ' s HMDA Loan 
A p p l i c a t i o n Register w i t h i t s 1992 HMDA data submission. This survey 
confirmed FRB's long-standing concerns about HMDA data accuracy 
during t h i s time period. As a r e s u l t , FRB required one out of every 
f i v e banks t o resubmit i t s HMDA data f o r 1992. The most s i g n i f i c a n t 
e r r o r s found i n these examinations involved the loan applicant's 
reported income. Over hal l: of a l l income-related e r r o r s were the 
r e s u l t of banks r e p o r t i n g income fi g u r e s from u n v e r i f i e d a p p l i c a t i o n 
i n f o r m a t i o n . The other h a l f consisted mostly of c l e r i c a l e r r o r s . 
F1<B s t a f f said these higli e r r o r rat;es are because, i n most 
i n s t i t u t i o n s , HMDA r e p o r t i n g i s done by i n s u f f i c i e n t l y t r a i n e d 
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c l e r k s , w i t h l . i t ; t l e r e v i e w from more s e n i o r management. FRB amended 
the HMDA re g u l a t ; i.>on ( r e g u l a t i o n C) i n December 1994 t o h e l p improve 
HMDA data q u a l i t y by c l a r i f y i n g and s i m p l i f y i n g t l i e r e p o r t i n g 
requ1remen t s. 

O'lS o f f i c i . ; i l s s.i.i.d t h e y Iiave a l s o tal:eri a c t i o n t o .;irldress HMDA d.;]l;a 
c j u a l i t y probd cm:;; . l-'or 19':r2 d a t a , the di.r.ii;:tors of OTL; rc-gronal 
cddoi.ces sent l e t t e r s (.) f re|;irimarid t o i n s t; i. t ut: ion:;;--'wi t li t h e worsl; daf.; 
q u a l i t y . For 1'I'P;'. d a t a , t he F i n a n c i a L R e p o r t i n g D i v i s i o n sent 
d e t . i i l . ' i d l o g s c. li rc-qiort inc] .iccuracy and t i m e l i n e s s tc; t;he re g i o n a l , 
c o m pliance managers f o r ti.-ic. i n e x a m i n a t i o n s . I n a d d i t i on, an OTS 
o f f i c i a l n o t e d t h a t t he r e g u l a t o r s ' i n t e r a g e n c y e x a m i n a t i o n c o u n c i I , 
tlij;ough i.ts llMLiA :1 ubcommi L t; .je , li.;is in.ide r ei-'omme nda t i on.-;; t o iniprcjve 
the examinat i o n o f data q u a l i t y , which a r e l i k e l y t o be: r e f l e c t e d i n 
f o r t h c o m i n g rov.i.sed HMDA e:.:amination procedures. 

Pc.ior HMDA dat.-t q u a l i t y was 
rreports from our case stucl 
r e c j u i r e d t o re s u b m i t thei.r 
o f f i c i a l s s t a t e d t h a t t h e y 
pi=: rcen t o r cjrea te r er r o r r 
rec j L i l a t o r s d i d not have a 
be r e c | u i r e d . 'I'lie FRB a l s o 
i t supervise:? w i 1.1 be s u b i 
r u l e s t h a t ar'a .;-iir-rent:l.y i 
Call. Reports.\11. S i m i l a r l y 
t h a t i t r e c e n t l y adopted g 
p e n a l t i e s a g a i n s t i n s t i t u t 
d a t a . Only FDIC has actua 
s u b m i t t i n g t h e i r HMDA data 
taken by r e g u l a t o r s have h 
tl i e a f f e c t e d i n s t i t u t i o n s , 
r e l i a b . L l i t y a cross t he i n d 

mientioned i n some of t l i e e:-;aminat i o n 
.Les. Some o f t;hese i n s t i t u t i o n s ivere 
d a t a , w h i l e o t i i e r s were not;. FRB 
g e n e r a l l y r e q u i r e i n s t i t u t i o n s w i t h n 10 

.ite t o res u b m i t t h e i r HMDA da t a . Other 
s p e c i f i c p o l i c y on when r e s u b m i s s i o n s would 
r e c e n t l y announced t h a t t he i n s t i t u t i o n s 

ec:t t o t h e same m o n i t o r i n g arid enforcement 
11 p l a c e f o r o t h e r types oi: t:epot:ts, suc:li as 
, Ol'S s t a t e d i n i.ts comments t o t h i s r e p o r t 
Liidel.ines f o r the assessment; of c i v i l money 
i.ons t h a t submit l a t e or i n a c c u r a t e HMDA 
l. l y p e n a l i z e d i n s t i t u t i o n s f o r not 
on time.\12 While t;hese t;ypes o f a c t i o n s 

e l p e d t o i n c r e a s e HMDA data r e l i a b i l i t y f o r 
t l i e y do not ensure u n i f o r m or c o n s i s t e n t 

u s t r y . 

C u r r e n t c ompliance examinat.ion procedures i n c l u d e s t e p s t o check t l i e 
a c c u r a c y ancJ completeness o f HMDA da t a . S i m i l a r data q u a l i t y checks 
f o r any o t h e r data used t o assess performance would, i f e f f e c t i v e l y 
iinplemiented, h e l p t o ensure t h a t data used i n assessments are 
a c c u r a t e . Feu; example, prcHiedcires c:oul.d be e s t a b l i s h e d t l i a t rec_jui r'=-i 
e xaminers t o check f o r data d e f i c i e n c i e s d u r i n g e x a m i n a t i o n s . 
However, some examiners t o l d us th e y d i d not always have t i m e t o 
complete t h e r e q u i r e d p r o c e d u r e s and such a d d i t i o n a l procedures may 
i n c r e a s e e x a m i r i a t i o n t i m e . N o t w i t h s t a n d i n g t he p o s s i b l e i s s u e o f 
t i m e l i n e s s , i f data a c c u r a c y i s not checked by the r e g u l a t o r s d u r i n g 
e x a m i n a t i o n s , i t may not be viewed as i m p o r t a n t by t h e i n s t i t u t i o n s . 

\11 Such p e n a l t i e s would i n c l u d e c i v i l money p e n a l t i e s f o r 
i n s t i t u t i o n s t h a t r e p e a t e d l y submit l a t e , i n c o m p l e t e , i l l e g i b l e , or 
i n a c c u r a t e d a t a . 

\ I 2 I n June 1994, FDIC announced t h a t i t had f i n e d s i x i n s t i t u t i o n s 
f o r l a t e s u b m i s s i o n s o f 1992 and 1993 HMDA da t a . The f i n e s ranged 
from $2,000 t o .',-;4,000. I t a l s o announced t h a t o t h e r i n s t i t u t i o n s may 
have f i n e s imposed f o r l a t e o r i n a c c u r a t e r e p o r t s as i t s r e v i e w 
process c o n t i n u e s . 

BETTER DISCLOSURE IN PUBLIC 
EVALUA'I'lON REPORTS WOULD 
ENHANCE THEIR CREDI BILIl'Y 

The c r e cl i. b i l i t: y o f t li e r e v i s e d C fiJ\ e x a m i n a 11 o r i : 

Chap te r 3 : 1 . 

w i. 1.1. a 1. s o ci e p.i end u f j o n 
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f i l e e.xp.P:in.;i t i. cn:.-; ( i r o v i d e d i r i the pub.l.ic.: .-i va 1 u.;i t i o n re[;iorts about Liow 
r a t i n g s a ns d e t e r m i n e d . Coimnunity group.-.; c i t ed t h e i r p e r c e p t i o n t h a t 
examiners \-jeie .iiic:ons.LStent: and t h a t t l i e liases f o r r a t i n g s were 
u i i c f e a r from the i n f o riii.i I: i on p r o v i d e d i.n past c-val.u.it i.on r e p o r t s . 
They emphasj.Z'-d t h e import .nice o f the i n i b l i c e v a l u a t ion r e p o r t s , 
fiecause t l i . i : ; : i i t.-e|..o i: t :i .;i i--- i;lic. cj i;oi.i| v.: ' pr.i.iii'iry sourc:e o f i n 1: o rni.i t i c)n 
about in;-, t .L1111 I.ons ' CRA per tormance, and they vievyed t r a n s p a r e n c y 
aljout in:-;;t..i tut; ions ' l eiicl.i.iig performance as t:lie best i:orm o f 
r e g u l a t i o n . More s p e c i f i ca f l y , t l i e y c i t e d the need t o p r o v i d e more 
i n f o r m a t i o n i.n the [.nili.l .1. c e v a l u a t i o r i rc.|:jorl:s abcnt; i n s t i t u t i o n s ' 
ac.itual. l e n d i i i , ] per f ormarice inclu.3.i.nc] t;lie dal;a used t o sup-port 
c o n c l u s i o n s and c l e a r exi)l,;iriat; i.ons aPiout how an 1 ns t; 11 u t Ion ' s 
performance was assessed. Bankers have a l s o s t a t e d t h a t t h e y do not 
always u n d e r s t a n d the bases f o r t h e i r r a t i n g s . The r e g u l a t o r s have 
ackriowi.echied t l i . i t l.).;inkers and the-- |iul:d. i c w i l l l e a r n wh,;it i s e:-:pected 
under the i egulation;.; and judge whether e x a m i n a t i o n c o n s i s t e n c y has 
Lmpioved on t he b a s i s o f t h e r a t i o n a l e | provided by the r e g u l a t o r s on 
how t h e revisc'd r e g u l a t o r y :.;taiida rcf-;: h.ive been a p p l i e d t o d e t e r m i n e 
i. I Is 11 t; u t i.oris ' i -11; .1 ngs . 

A l t h o u g h t he revi.sed CRA regulci t ion:-: i n c l u d e d s p e c i f i c i n s t r u c t i o n s 
t o i n s I: i t Ll t lorr-s on what i n f o r m a t i o n must be .inc;l.uded i n the pub l i c : 
CRA f i l e s , t l i e y d i d not; address the c:onl;ent:s of l:he p u t i l i c e v a l u a t i o n 
r e p o r t s . We r e c o g n i z e t h a t t h e r e g u l a t o r s have taken s t e p s t o 
i n c l u d e more performance data i n pub.l i c e v a l u a t i o n r e p o r t s , as 
r e q u i r e d f.y FDLiL'IA. Hciwever, we b.;d.ieve the recp11 .iI;ot::s can b e t t e t ; 
denionst;r.il;e t.li..-ir iiove tow.ird:-: [;.e r f o i; iiia nee-fia sed Cl-;A e.--:amiria t i o n s hy 
dcsicininc] and sutuiii 11: i ng fM.il.d Lc C1-;A r.^j-orts t h a t e s t a l j l . i s h a b a s i s 
f o r the. q.i. veil e v a l u a t i.ons :;;upport(;d liy o b j e c t i v e data .;ina l y s i s and 
i n d i c a t o r s . Some r e g u l a t o r y o f f i c i a l s have i n d i c a t e d t l i . i t t h e y would 
l i k e t o d e v e l o p a u n i form i n t e r a g e n c y i;c-:port f o r m a t , but past 
intet.-agency e f f o i . t s t o dev - Lop u n i furm e v a l u a t i o n r e p o r t s have not 
succ:eerJed . 

INSUFFICIENl' RESOURCES '10 
IMPLEMENT REVISED CRA 
REGULATIONS COULD POSE A 
PROBLEM 

Chapter 3:2 

The r e g u l a t o r s Liave i n d i c a t e d i n the r e v i s e d 
examiners w i l l r e l i e v e some o f the burden on 
g r e a t e r r e : 3 p o n s i b i l i t y f o r areas such as ana 
Even wi.thout t h e additi.ona.L r e s p o n s i b i l i t i e s 
system, some o f t h e r e g u l a t o r s have had d i f f 
of c o n d u c t i n g CRA e x a m i n a t i o n s f o r a l l i n s t i 
e v e r y 2 y e a r s . I n a d c i i t i o r i , some examiners 
us t h a t t h e y have not liad s u f f i c i e n t time t o 
r e s p o n s i b i l i t i e s duri.ng e x a m i n a t i o n s . They 
r e s u l t e d .In one o f t i i r e e outcomes: (1) the 
ex a m i n a t i o n s was l e n g t h e n e d ; (2) the . I n s t i t u 
p r o v i d e nic^re .1. n fo rma t i.on or a n a l y s e s ; or (3) 
making commuili t y c o n t a c t s t o a:;;:ies:;: comniuiiit; 
completed. 

r e g u l a t i o n s t h a t 
i n s t i t u t i o n s by assuming 

l y z i n g data c o l l e c t e d . 
under t h e c u r r e n t 

i c u l t y meeting t h e i r g o a l 
t u t i o n s a t l e a s t once 
i.n our case s t u d i e s t o l d 
complete a l . l o f t h e i r 

s a i d t h a t t h i s g e n e r a l l y 
t i m e needed t o complete 
I: i o n :.i w e r e a s k e d t o 
s caim; .=i c t i v i t i e s , sue li a s 

y need.s, were not 

The r e g u l a t o r s have v a r i e d i n the resources devoted t o c o n d u c t i n g CRA 
e x a m i n a t i o n s , as shown i n c h a p t e r 1, t a b l e 1.2. U n t i l 1993, the FRB 
had the l a r g e s t CRA e x a m i n a t r o n f o r c e and the fewest number o f 
i n s t i t u t i o n s t o examine. Lt has g e n e r a l l y been a b l e t o examine a l l 
of i t s i . n s t i t u t i o n s w i t h i n ,.i 2-year time frame. FDIC has the l a r g e s t 
number of i n s t i t u t i o n s and i n c r e a s e d i t s CRA e x a m i n a t i o n f o r c e by 75 
p e r c e n t from 1992 t o 1993. FDIC, OTS, and OCC have not been a b l e t o 
examine a l l o f t ; f i e i r i n s t i l; u t i o n s w i t h i n a 2-year time frame. OCC 
does not a n t i c i p a t e b e g i n n i n g a 2-year e x a m i n a t i o n schedule u n t i l 
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199'7, wlien i t p l a n s t o have a s u f f i c i e n t number o f t r a i n e d examiners. 

A l s o , examiners t o l d us t h a t they d i d not always have time t o 
complete a l l recju.Lred procc.-dures or a n a l y s e s . .Some c-'xamiriers 
mentioned t l i a t , f o r v a r i o u i i re.;iSoiis, mak.i.iig community cont.act was ncif 
always a c c o m p l i s h e d . Exami ners were g e n e r a l l y encouraged t o make 
coiit.acts duLsi.nci e.acli caxaini iia I; i o n liut; :;;a Ld t l i e y o f t e n r e l i e d on 
p r e v i o u s l y g a t h e r e d i n f o i - m a t i o i i . Urider t t i e r e v i s e d r e g u i . a t i o n s , f h e 
examiners' r e s r i o n s i f 3 i l i t ; i e s f o r c o n s u l t i n g c-cjmmurii.ty sources v-;i 1.1. l;)c-
iiicrea:;;ecl. A n o t h e r area i n wli i c h examiriers w i l l be. e:-;p.oci;ed t o do 
moire i.s the a n a l y s i s of i n s t i t u t i o n s ' l e n d i n g p e r t ormance d a t a . Our-
C'ase s t u d i e s r r i c i i c a t e d t l i . i i " r e s p o n s i b i l i t i e s i n t h i s area were not 
always c l e a r arid were sometimes s h i f t e d back and f o r t h pietween 
i n s t i t Ll t i o ri s a n d e x a in 1 n e r s . 

Another re I a t c-d r e s o u r c e i;..;;ue i n v o 1 ves t he i mpl eiiu! n t a t .i on o f tin.-
r e c e n t l y passed l e g i s l a t i o n , the R i e g l e - N e a i I n t e r s t a t e Banking and 
Branc h i n g E f f i c i e n c y Act of 1994, t l i a t may i n v o l v e changes t o CR/-\ 
e x a m i n a t i o n s f o r i n s t i t u t i o n s w i t h i n t e r s t a t e branches. 'I'he ac_-t 
r e q u i r e s t h a t an i n t e r s t a t e i n s t i t u t i o r i ' s p u f j l i c CRA e v a l u a t i o n 
r e p o r t i n c l u d e a s t a t e - b y - s t a t e summary e v a l u a t i o r i of the CRA 
perfoirrnance f o r i t s branches i n each s t a t e . I n a d d i t i o r i , the r e p o r t 
i s a l s o t o i n c l u d e an e v a l u a t i o n of a bank's performance w i t h i n a 
m u l t i s t a t e m e t r o p o l i t a n area where the banks have branches i r i two or 
more s t a t e s w i t h i n t he are.;i. Tlie r e g u i . a t o r s are not c e r t a i n i f they 
would lae r e q u i r e d t o re v i e w a l l o f aii i n s t i t u t i o n ' s branches a t the 
same t i m e t o complete the CRA e x a m i n a t i o n . I f so, the re s o u r c e 
r e q u i r e m e n t s c o u l d be p r o b l e m a t i c f o r examining l a r g e i n s t i t u t i o n s 
l o c a t e d i n many s t a t e s w i t h many branches. The r e g u l a t o r s have not 
yet f u l l y Imp.leniented t he p r o v i s i o n s o f t h e a c t but s a i d t h e y are 
consider.Lng t h e i r p o t e n t i a l imp 1 i c a 11 cjns as th e y d e v e l o p e x a m i n a t i o n 
l.irocedures f o r the r e v i s e d CRA regu 1 .:i 11 ons . 

To address t h e i r CRA r e s p o n s i b i l i t i e s , t he r e g u l a t o r s , f o r t he most 
p a r t , have i n c r e a s e d t h e number of: CRA compliance examiners i n t h e 
l a s t 2 ye a r s . They have fewer i n s t i t u t i o n s t o examine due t o 
mergers, a c q u i s i t i o n s , f a i l u r e s , o r o t h e r i n d u s t r y c o n s o l i d a t i o n . 
Moreover, some o f t h e r e g u l a t o r s have begun t e s t i n g new procedures t o 
s t r e a m l i n e CRA e x a m i n a t i o n s and reduce e x a m i n a t i o n t i m e . While t h e 
r e v i s e d CRA r e g u l a t i o n s have a g o a l t o reduce bankers' r e g u l a t o r y 
burden, t h e y w i l l a l s o c l e a r l y i n c r e a s e examiners' r e s p o r i s i b i 1 1 t i e s . 
C u r r e n t l y , i t i s d i f f i c u l t t o de t e r m i n e e x a c t l y what r e s o u r c e s w i l l 
be needed anci tiow t h e regu.l.ators' c u r r e n t r e s o u r c e s w i l l cliange over 
t h e next 2 f i s c a l y e a r s . ' t h e r e f o r e , t he r e g u l a t o r s w i l l need t o 
c l o s e l y m o n i t o r i m p l e m e n t a t i o n of t h e r e v i s e d r e g u l a t i o n s and 
d e t e r m i n e i f f u r t h e r a c t i o n s are needed t o ensure t h a t examiners can 
meet t h e i r r e s p o n s i b i l i t i e s w i t h i n t he a p p r o p r i a t e t i m e frames. I f 
r e g u l a t o r y e f f o r t s are not; s u c c e s s f u l , examiners may be faced w i t h 
the s i t u a t i o n o f not p e r f o r m i n g necessary d a t a analyses or s h i f t i n g 
t h e r e s p o n s i b i l i t y f o r c o n d u c t i n g such a n a l y s e s back t o i n s t i t u t i o n s . 
Such examiner b e h a v i o r c o u l d reduce CRA e x a m i n a t i o n q u a l i t y o r 
i n c r e a s e i n s t i t u t i o n s ' r e g u l a t o r y burden. 

FDIC, OCC, and O'I'S o f f i c i a l s b e l i e v e t h a t e f f i c i e n c i e s w i l l be gained 
by b o t h bankers and r e g u l a t o r s i n i m p l e m e n t i n g t h e r e v i s e d r e g u l a t i o n 
t h r o u g h , among o t h e r t h i n g s , t he e l i m i n a t i o n o f process o r i e n t e d 
f a c t o r s and use o f more s o p h i s t i c a t e d s o f t w a r e i n e x a m i n a t i o n s . They 
b e l i e v e t h a t such e f f i c i e n c i e s , i n the l o n g r u n , may a c t u a l l y reduce 
th e o v e r a l l t i m e needed f o r CRA e x a m i n a t i o n s . FRB, on the o t h e r 
hand, suggested t h a t t h e r e g u l a t o r s ' c o s t s may i n c r e a s e i n a s s e s s i n g 
CRA compliance urider tLie r e v i s e d r e g u i . a t i o n s . 

CONCLUSIONS 
Chapter i3 : 3 
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'file success o f t:lie nei-jfy ad-ipted CRA retorms w i l l l i k e l y be judged 
l a r g e l y liy wlii-it:lier the r e c i u l a t o r s can address lincieri.nc| concerns 
about t h e c e r t a i n t y and c'ui:.jj s t e n c y o f CRA examinat ion.'.;. The 
rc-c|i.i l.:i t;o r.: li,;iv.: l i ; - i . | ..I i 1 iPi. • 11 I i. i r-:: i n m.r--l.iti.! I;liesi:- i;:Lia 1. 1 ei i-j.^s i.n tlrr-
p ast . Some ol Llii- ch;i I I s i v y r . wi I I L i k e l y cont Inue as t he regu l a t o r.s 
implement the i.nvised CRA i ••.gu I at.ion;-;-- i n c l u d i n g .L-x.imi i le r :s ' use o t 
(i.i.sc:retion, d i j - i ; , ; ; Lcnces i n examiner .ix|;.ie r i e n c e and' t r a i n i n g , d ata 
c j u a l i t y , r-at:i.iiqs j us t i 11 ca i; i o n s [ j r o v i c l e d i n p u t . l i c e v a l u a t i c i n 
r e p o r t s , -incl r e g u l a t o r y i-'rs-:ijurce l i m i t a t i o n s . 'lhe r e g u l a t o r s have 
i n d i c a t e d i n this r e v i s e d i.«-;qnlations t h a t they i n t e n d t o work 
toget:lier on i m p r o v i n g e:.:.;im i na t i o n guidance and t r a i n i n g t o ensure 
t h a t examiners c o n s i s t e n t l y i n t e r p r e t and a p p l y the new CRA 
:;;l;andards . I n aciciit.i.on, e:.;.inii ne t:;-; cannol; a d e q u a t e l y coriduc:t 
performance-baserj e v a l u a t i.:ns w i t h o u t a c c u r a t e d a t a . L o n g - s t a n d i n g 
concerns ,ibout; d.;ita c j i i c i l i t y w i l l i.ids.ly l;je i;educed o n l y i f the 
r e g u l a t o r s i d e n t r f y and en::ure t h a t t h e i n s t i t u t i o n s c o r r e c t 
i n a d e q u a t e d a t a f o r f u t u r e CIHA examinat i o n s . Examination c o n s i s t e n c y 
w i l l u l t i m a t e I y be j u d g c i l by the i n f o r m a t i o n and e x p l a n a t i o n s 
p r o v i d e d .i.n |;.ubli.;- e va .1. u.;i t i cn r e p o r t s on how jie r f or ma nee r.atincjs have 
been de t e LIII.L tied . F i n a l l y , by c l o s e l y m o n i t o r i n g t h e i r r e s o u r c e needs 
and t h e i r a b i l i t y t o accommodate t h e i r i n c r e a s e d CP.A 
r e s p o n s i b i l i t i e s , t h e r e g u I a t o r s may be b e t t e r a b l e t o ensure t h a t 
the r e q u i r e m e n t s o f t h e rev i sed CRA r e g u l a t i o n s w i l l be met. 

RECOMMENDA'lIONS 
Chapter 3:4 

W(-j recommend t h a i t ho head.-: oL FRB, FDIC, OCC, and uTS work t o g e t h e i : 
t o l a k e the.. JoMow.i.ng ,:ic-1 .i oi i:: t-o b e t t e r .irnure t l i e e f f e c t i v e 
i m p l e m e n t a t i o n of the i e v i sed c e g u l a t i o n s and c o n s i s t e n c y o t CRA 
exami na t i ons: 

Develop o r r e v i s e r e g u l a t o r y gui.dance and t r a i n i n g programs by 
c l a r i f y i n g liow examiners s h o u l d i n t e r p r e t t he performance 
s t a n d a r d s , and r e q u i r e t h a t a l l examiners r e c e i v e comprehensive 
t r a i n i n q necessary t o implement t h e new r e g u l a t i o n s . 

Improve d a t a a c c u r a c y by (1) r e q u i r i n g examiners t o assess the 
acc u r a c y o f data used i n performance e v a l u a t i o n s and (2) 
d e v e l o p i n g a u n i f o r m [ l o l i c y on what a c t i o n s w i l l be tak e n 
a g a i n s t i n s t i t u t i o n s w i t h poor data q u a l i t y . 

Improve d i s c l o s u r e s i n p u b l i c l y a v a i l a b l e e v a l u a t i o n r e p o r t s by 
c l e a r l y p r e s e n t i n g performance i n f o r m a t i o n and the r a t i o n a l e 
used t o assess i n s t i t u t i o n s ' performance a g a i n s t the r e v i s e d 
p e r f ormance-ljaseci e x a m i n a t i o n sl;andards . 

Assess agency r e s o u r c e s and e x a m i n a t i o n techni.ques t o d e t e r m i n e 
what r e s o u r c e s and tc'chniques are needed t o meet the 
r e q u i r e m e n t s o f the revi.sed CRA r e g u l a t i o n s . 

AGENCY COMMEN'I'S AND 0 
EVALUATION 

Chapter .3:5 

G e n e r a l l y , agency o f f i c i a l s agreed w i t h our r e p o r t message and 
recommenciat i.ons I; o h e l p ensure e f f e c t i v e i m p l e m e n t a t i o n o f the 
r e v i s e d CRA r e g u l a t i o n s . FDIC commented t h a t w h i l e i t agrees t h a t 
e.xamination c o n s i s t e n c y i.:.; a major p r i o r i t y f o r t l i e r e g u l a t o r s , w h i c l i 
i t i s p u r s u i n g t h r o u g h enhanced i n t e r a g e n c y t r a i n i n g , examiner 
judgment i s s t i l l c r i t i c a l t o i m p l e m e n t a t i o n o f the r e v i s e d 
r e g u l a t i o n s as each conimun.Lty and each i n s t i t u t i o n has unique 
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c l i a r a c t e r i s t i , c s t h a t must lie considered. O'lS commented that although 
the revised r e g u l a t i o n s st.i. Ll c a l l f o r examiner judgment, they 
provide f o r reasoned conclusions to be drawn from o b j e c t i v e data 
under a c l e a r e r sel; of perlormance standards. FRB acknowledged th.-J. 
one of the biggest challenges faced by the agencies i n the 
impleiiient:ation c-, f CPA i;;-; tlie origoinc) cliallenge t;o achieve tlie 
app roi;ir .1,1 te bo .La nee betwe.in desired cer'l;.;ii.nt:y .inci^ the rried f o r 
I 1 o:.:i b i l i t:y in i iii|-j.l ..-jmeiit a t ion t;o r e f l e c t unique i:-cminiiin .L t y banking 
c: r renins t a nc:c;s . 

Wi th regard to resource noi;ds f o r the regu 1 ators to i niplement the 
revised regulation.--:, FDIC, oCC, and OTS suggested that the revised 
r e g u l a t i o n s should reduce the o v e r a l l time devoted to CRA evaluations 
i n the long run due to t;lie e l i m i n a t i o n of proceeds orient;eci f a c t o r s , 
coupled w i t h use of enhanced, more s o p h i s t i c a t e d software that they 
are c u r r e n t l y i n t rociuci rig . OTS also sucigested t l i a t the sinall Ijaiik 
and s t r a t e g i c plan options may f u r t h e r reduce examination resource 
requirements. FRB, on the other hand, has publi c l y recognized i n i t s 
impact analysis of the revised regulat.i..;ns that 1 mp 1 eme n t a t i o n of \: ho 
r e g u l a t i o n s may increase r e g u l a t o r s ' costs i n assessing CRA 
compl la r\ce . \ 1 .i 

FRB and O'I'S responded to our recommendations by describing what they 
arc-,' doing or [d...m to do. ;;cjme of the actions include revised 
guidance and i n i t i a t i o n of t r a i n i n g programs (which covers 
interagency t r a i n i n g begun i n Septembe-r 1998), measures to improve 
data accuracy, b e t t e r supi.'orted conclusions i n p u b l i c CRA 
evaluations, and monitoring of compliance examiriation resources. In 
i t s e f f o r t s to improve data accuracy, FRB commented that i t i s 
e s t a b l i s h i n g eri f orcement: mechanisms. In a d d i t i o n , FDIC and OCC 
acknowledged th a t interagency t r a i n i n g and other e f f o r t s would 
f u r t h e r r e g u l a t o r s ' plans t;o improve disclosures i.n p u b l i c CRA 
evaluat i o n report;s by rJeveioping uniform and accurate CRA performance 
evaluations .̂md emphasizing the need to f u l l y support r e l a t e d 
conclusions. These actions, i f e f f e c t i v e l y implemented, shoulrj lae 
h e l p f u l i n enabling the re g u l a t o r s to f u l f i l l the i n t e n t of our 
rcicommendat ions . 

\13 "Final Regulator Impac;i; Analysis of Proposed CRA Regulations," 
Glenn Canner, D i v i s i o n of Research and S t a t i s t i c s , Doard of Governors 
ol: the Federal. Reserve System, A p r i l 13, 1995. 

VARIOUS INITIATIVES HAVE ADDRESSED 
BARRIERS TO LENDING IN LOW- AND 
MODERATE-INCOME AREAS 

Many p u b l i c and p r i v a t e sector e f f o r t s have reduced various b a r r i e r s 
to conununity I.ending i n low- and moderate-income areas. Through 
i n d i v i d u a l act:i.vi.ties and cooperative e f f o r t s , i n s t i t u t i o n s and 
community groups fiave used the f l e x i b i l i t y of the CRA s t a t u t e and 
addressed important c o s t - r e l a t e d b a r r i e r s and market impediments to 
enhance conununity lending o p p o r t u n i t i e s . While we d i d not assess 
i n d i v i d u a l i n i t i a t i v e s as a part of t h i s review, we present examples 
t h a t bankers, r e g u l a t o r s , and community groups we contacted 
considered to be successful techniques i n helping to lower costs and 
ri s k s f o r i n s t i t u t i o n s p a r t i c i p a t i n g i n community development lending 
s t r a t e g i e s . The secondary mortgage markets have also taken steps t:o 
broaden o p p o r t u n i t i e s f o r i n s t i t u t i o n s to s e l l community loans on 
those market.-;;. In a d d i t i o n to bankers c a l l i n g for c e r t a i n compliance 
i n c e n t i v e s , l.oi;-a.l., s t a t e , .md federal governments have provi.ded 
i n c e n t i v e s f o r liincJing i n .Low- and moderate-income •communities. 
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'Itie f e d e r a l bank r e g u i . a t o r s liave a l s o Ijeen a b l e t o p l a y a key r o l e i n 
v i t i e s by p r o v i d i n g 
f o r m a t: i o ri a f i o u t 
as e s t a b l i s h e d a 
e community .lendincj 
y f i i i - t ; l i i . ; r cf.;. V e .L c.|.. 
S, t l i e r e g u l a t o r s 

f a c i 11 t a t iiic] .1 ii;;-:t; i . t u t i o n s 
fo rums f o r e d u c - i t i n g l.iank 
s Ll c c e s s f Ll 1. 1 n L I; i i t ; i. v e i; . 
communi t y . i f f . i .1. L :•; i;) r < ic] ram 
.;ii id i.n v..;s t;iii.--i it; i n L t; .L.;i t i v.: 
t hese pLOgram;.; .md bett>-'r 
c o u f d enhancj.e t l i c i r r-of.;-

' comniun.Lty f ' l n d i n r i ac t 
..-rs and d i s sem i ri.:i t i iicj 1 
:i.;icli o l the r e g u i . a t o r s 

t o encoura<)e and promo 
.1 III' m g P;i 11 k>-; r : : . A: ; i ; h 

' -.lo rd i. ii.;i t. e t. 11'.j .1 r e I f o r 
in t ll i .s I <-jspeo: t; . 

BARRIERS 
LENDING 

MAi' INHIBIT COMMUNl'LY 

Chapter 4:1 

("oninien t:;; I i.-oin som 
c o n t e n t i c i r i o I. :ic;iii 
meet the c r e d L I; n 
l i m i t e d by tdie.. pc; 
r e l a t i v e l y hi.cjli c 
Many bankers t e n d 
a re 1. owe i;ed by i; t-
f i ri a II c 1 .a 1 1 o s s d i.i 
t r a II .s a c f. 1 rj n c o:;; t;:;; 
tie llicjher- th..iii l:o 
among o t h e r fac-to 
a s c e r t a i n t li e c r e 
p r o p e r t y i n c e r t a 
s i g n i f i c a n t b a r r i 
c omm u n i t y 1. e n d .i.n ci 
p r o f i t s f o r i t : ; ; ,-;; 
i s iDelieved t o tie 
e ."•: p e n d i t Ll r e s i: e p r 
tlii;oucjli iiicir.e | i r o l 
f a c t o r s i s the i s 
r e g u l a t i o n s , w l i i c 
i n c o n f l i c t w i t h 
r i s k s i n v o l v e d i n 

,1 c) L the l)..inkei.s w.; i ii t; e i; v i.evjed c:oi i f i rmed t:lie 
0 .mdusti'y o b s e r v e r s t h a t p r i v a t e s e c t o r e f f o r t s t o 
•ieds o 1" .Lciv-j- ,;ind mode i .;i t;e-.income: communities may fie 
rc:!-:pticin t h a t such lendinc! i s l . l k e l y t;o e n t ; a i l 
r e d i t r i s k and r e l a t i v e l y s m a l l p o t e n t i a l r e t u r n s . 
ed t o b e l i e v e t h a t the p r o f i t s o f such a c t i v i t i e s 
l . a t i v e l y l i i g h c r e d r t r i s k - - t h a t i s , t he r i s k o f 
e t o the |ios s i . b i l i . t ; y of borrower d e f a u l t - - a n d h i g h 

The t r - a n s a c t i o n c o s t s f o r coinmunity l e n d i n g may 
r ot;her c:c)mine r c: i. a 1 ci r consumer l e n d i r i g because o f , 
r s , a d d i t i o n a l t-i me and e f f o r t necessary t o 
d i twor i ; l i i riess of the borrower or the r e l a t e d 
i n low- or moderat:e-i.ni-;ome areas. Another 
er fac e d by bankers i s the o p p o r t u n i t y c o s t o f 

The fu; i.niary o b j e c t i ve of a bank i s t o maximize 
ha reho.lde rs . To t l i e e.--:tenl; t h a t community l e n d i n g 
i n c o r i s i s t e n t w i t h t l i . i t o b j e c t i v e , communi.ty l e n d i n g 

e s e i i t .lost 0|;iporturn 11 es t o achi e v e g r e a t e r r e t u r n s 
Ita f D l e ,;ict i. v i t . i . es . Clcr-ieiy a l i g n e d w i t h the cost 
sue of s a f e t y and soundness p o l i c i e s and 
h some bankers we i n t e r v i e w e d b e l i e v e are i n h e r e n t l y 
community l e n d i n g because o f t h e p e r c e i v e d g r e a t e r 
such l e n d i n g . 

THE PERCEPTION OF HIGH 
CREDIT RISK CAN BE A BARRIER 
TO COMMUNITY LENDING 

Chapter 4:1.1 

As e v i d e n c e d by our case s t u d i e s , a m a t t e r o f concern f r e q u e n t l y 
mentioned by bankers about community l e n d i n g i s t h e i s s u e o f h i g h 
c r e d i t r i s k , which r e p r e s e n t s one element i n t h e c o s t o f l e n d i n g . 
When a banker extends a l o a n , some p o s s i b i l i t y e x i s t s t h a t t h e 
bo r r o w e r w i l l not repay the lo a n or w i l l d e l a y payment. Bankers 
making a l a r g e number o f loa n s expect a s m a l l p e r c e n t a g e t o be 
n o n p e r f o r m i n g . To cover expected l o s s e s , t h e y may s t r u c t u r e t h e i r 
l o a n r a t e s a c c o r d i n g l y and a l s o v o l u n t a r i l y s e t a s i d e l o a n l o s s 
r e s e r v e s . \ 1 4 

The concern about c r e d i t r i s k i s u n d e r s t a n d a b l e i n t h a t community 
l e n d i n g i s made t o low- and moderate-income bo r r o w e r s who may not 
meet normal c r e d i t w o r t h i n e s s s t a n d a r d s such as d e b t - t o - i n c o m e r a t i o . 

However, a c c o r d i n g t o a 1'.P.l.l Federal Resei;ve r e p o r t t o Congress, \ 1.5 
a v a i l a b l e e v i d e n c e was i n s u f f i c i e n t t o d e t e r m i n e the e x t e n t t o which 
c r e d i t r i s k i s a s s o c i a t e d w i t h d i f f e r e n t income, r a c i a l , or e t h n i c 
c h a r a c t e r i s t i c s a c r o s s neighborhoods. 
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\14 An amount of c a p i t a l h e l d back from i n v e s t m e n t by a bank 
c o n s i d e r e d t o l;ie adequate t o cover estiiiiat:ed l o s s e s .In the l o a n 
p o r t f o l i o . 

\15 Report t o i h o Congress .;)ri (":omiiiunrty Development Lendimj l.)y 
D e p o s i t o r y I ir;: t 1.1; LI t: i o n s , Idic- Boa rcl o l GovivLTiors c)j. tlic- 1-';.-. Ic-r.-i 1 
Res'-irve System, (Washington, D. <::. : Oct. 1993). .-• 

'I'RANSACTION COS'lS CAN CREA'1'1 
A BAPtRIER TO COMMUNITY 
LENDING 

Cliapter 4 : 1 

111 e 

atecl 

11 • 

A s i g n i f i c a n t c-ost element In any type o f. l e n d i n g by an i n s t i t u t i 
i s t h e cost; o f c j r i g i n a t i n g , p r o c e s s i n g , and s e r v i c i n g l e u is , alsc-
known as t r a n s a c t i o n cost:s. 'I'ransacl; i o n c o s t s r i s e and l ; , i l l w i t h 
volume o f l e n d i n g . They i i o l u d e , among ot:lier c o s t s , expenses r e l 
t o e v a l u a t i n g an a p p l i c a n t ' s c r e d i t h i s t o r y and a b i l i t y t o pay o t 
t;he debt: as sclic-duled; ol;ii;aining app r a .1.:;; a .1 s and surveys o l pro|jor 
o f f e r e d as c o l l a t e r a l ; and p r o c e s s i n g .loan payments, i n c l u d i n g 
m o n i t o r i n g b o r r o w e r s who h.ive f a l l e n b e h i n d on tlie.i. r payments. The 
amount o f t i m e and e f f o r t expended on these a c t i v i t i e s may va r y 
considerab.L y from l o a n t o loan, depiend.i. tig upon the I; ype and 
c o m p l e x i t y o f the l o a n and c h a r a c t e r i s t i c s o f t h e borrower. 
G e n e r a l l y , t h e l a r g e r t h e l o a n amount and the s m a l l e r t h e t r a n s a c t i o n 
c o s t s , t h e more p r o f i t a b l e the loa n f o r t h e i n s t i t u t i o n . More 
s p e c i f i c a l l y , isi nee t r a n s a c t i o n c o s t s do not u s u a l l y r i s e i n 
p r o p o r t i o n t o the loa n amount, l a r g e r I.oans are g e n e r a l l y more 
p r o f i t a l a l e . 

A c c o r d i n g t o bankers we ir i t : e r v i e w e d , community loans are les s 
p r o f i t a b l e f o r i n s t i t u t i o n s than many o t h e r t y p e s o f loans because 
th e l o a n amounts are r e l a t i v e l y low, w h i l e l o a n t r a n s a c t i o n c o s t s are 
r e l a t i v e l y h i g h . High t r a n s a c t i o n c o s t s may be due t o g r e a t e r time 
and c a r e r e q u i r e d t o q u a l i f y b o r r o w e r s f o r loans by g a t l i e r i n g 
a d d i t i o n a l i n f o r m a t i o n t o h e l p b e t t e r i d e n t i f y t he l e n d e r ' s c r e d i t 
r i s k . A c c o r d i n g t o a banker from a medium-sized Texas bank, loans t o 
low- and moderate-income i n d i v i d u a l s are not p r o f i t a b l e because t h e i . r 
small, s i z e n e t s a low r e t u r n t o t h e bank's f i x e d c o s t s . 

REGULATORY SAFETY AND 
SOUNDNESS POLICIES CAN BE A 
BARRIER TO COMMUNITY LENDING 

Chapter 4:1 

One o f t h e percei.ved i s s u e 
l e n d i n g reduces an i n s t i t u 
t hose wfio b e l i e v e t h a t CRA 
r a t i o " mortgage loansMG .1 
t o i II c u r r i n g cj r e a t e r r i s k . 
community l e n d i n g has adde 
rer g u i r e d by s a f e t y and sou 
community groups liave s a i d 
u n d e r s t a n d many o f t h e t e c 
r i s k o f community l o a n s - - s 
w i t h s t a t e and c i t y f i n a n c 
i n s t i t u t i o n s t o :;;et a s i d e 
groups, and even comp.lianc 
examples i l l u s t r a t e noted 
p e r t a i n i n g t o s.;ifety and :;; 

; s u r r o u n d i n g CRA i s whether community 
;ion's s a f e t y and soundness. Tliere are 
r e g u l a t i o n s encourage " h i g l i l o a n - t o - v a l u e 
1 l o c a l communities, which c o u l d a l s o l e a d 

A c c o r d i n g t o some bankers we i n t e r v i e w e d , 
J c o s t s r e s u l t i n g from l o s s r e s e r v e s 
idness examiners. Both bankers and 
t h a t s a f e t y and soundness examiners do r o t 

hniques i n s t i t u t i o n s use t o reduce c r e d i t 
ch as, f o r example, the " l a y e r i n g o f loa n s 
ng."\17 As a r e s u l t , t h e y r e q u i r e 
oan l o s s r e s e r v e s t h a t bankers, community 
examiners may view as unnecessary. Two 

oncerns about the p e r c e i v e d problem 
undness. 
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