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testified at the public CRA hearings that members of the League
support strong capital regulations, but Congress and the
regulatbory agencies must recognize that current risk-based
capltal veqgulations hoave an unavoidable dmpact on an
institutrion's ability to fulfill comuunity nesds. The treatment
of (capital requiremcnts for) rehabilitation loans, apartment
Fhem touo "expensive™ in

Poansg, and equity porriclpations mak

capltal costs many institurions.
Doring CRA heavings in 1933, an official of a large at lonwide bank
statad thal over time her bank has learned Lhat community
development lending 1s not unsafe and that the bank's commurnity
development lending portfolios perform as well or better than
its general market Joans.  The banker pointed out that commnuniLty
development loans look different from so-called traditional
Loans in that the souices of cquity and debt-to-income or
loan-to-valite ratios are different, and the appraised value 1is
oflen no medsure of real value. Recognizing that these
variablos do not make for unsate community development loans,
the banker noted that such loans are viewed adversely from a
safcly and soundness perspective, and, thus, are more heavily
sserved against, more heavily monitored, and, at best, more
pensive to make.

During our review, we [requently heard concerns or complaints from
hankers about poszsible or perceived satety and soundness risks In the
implementation of CRA.  We did not independently verify the accuracy
of these clainms.

\16 A loan in which the amount advanced by Lhe lender 1s close to the
appraised value of the propurty. Generally, any mortgage loan with a
loan-to-valuc ratio above £0 percent is considered high and may
regquire mortgage insurance.

\17 State and city subsidy loang, grants, or other equity financing
that are used in conjunctien with bank loans to provide the right mix
of financing needed as an economic stimulus for a particular
business.

INNOVATIVE AND COOPERATIVE
INITIATIVES HAVE OVERCOME SOME
LENDING BARRIERS

—————————————————————————————————————————————————————————— Chapter 4:2

Various individual and cooperative efforts among institutions,
community groups, and others have provided the means to lower credit
risk and reduce transaction costs in community lending. Although the
lack of specific performance criteria in CRA has complicated
compliance and enforcement of the law, 1t has allowed institutions
Flexibility in designing and implementing programs to better serve
the credit needs in low- &nd moderate-income arcas. Bankers taking a
proactive approach have used the law's flexibility to create
innovative programs and strategies that allow them to expand lending
opportunities and increase or cultivate new markets. Also, those
bankers who gain experience or develop expertise in community lending
and make it a part of their normal business operations find that CRKA
obligations need not be perceived as a regulatory burden. Many
cooperative ventures have also permitted communilty groups UO play an
important role in reducing barriers to community Lending.

CRA FLEXTBILITY ALLOWS
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BANKERS TO ENHANCE COMMUNLTY

LENDING
———————————————————————————————————————————————————————— Chapter 4:2.1
Bankers who are committed Lo sevving the credit needs of thelr
communities have taken advantage of CRA's flexibility and carved oul
ways Lo make loans Lhat ot her bankers might not find attiractive.
Regulators have found, and our case studies revealed, that a morve
effective CRA program was generally evident when bank nunagement
exhiblted certain types of proactive approaches to CRA
implementation. These bankesrs took action to get their hoard membors
involved, reached out to mezmbers of the community to determine the
needs of their communities, developed wmarketing and advertising
strategies, and established sound CRA plans designed to address
community needs. The types of inltiatives implemented by bankers and
found by regulators to have effective CRA performance included
education and counseling seninars, communily outreach cefforts,
flexible underwriting standards or policles, participation in
government-sponsored lending programs, and implementation of special
programs offering unique products or using speclialized staff to
better meet the needs of customers. Also, some bhanking assoclatlons
have developed programs Lo inform bankers of these different types of
initiatives.\18

In some

ses, greater financial and staff resources of Lacger
institutions have allowed rthem Lo creats designated CRA departments
that can devote time to developing and promoting various unigue
product lines to attraclt consumers. However, some smaller or rural
bankers who serve predominantly low- and moderate-income areas, by
necessity, have succeeded in meeting CRA goals during thelr normal
course of busine with customers. Considering their clientele and
the special needs Lhat many require, these bankers have found that to
make a profit and satisfy community needs, it was necessary for them
to create specialized programs and develop flexible policies. Some
examples of the types of programs or initiatives that bankers have
implemented to meet their CRA goals are presented in table 4.1.

Table 4.1

Examples of Community Lending
Initiatives

Type of institution Type of community lending initiative
Large, urban Boston Initiated a leadership role in programs that
bank provide affordable housing and rehabilitation

projects in low-and moderate-income areas.
Fank's chairman was one of the founders of the
: chnsetts Bankers Housing Partnership,
which has provided willions of dollars for
affordable housing in its 10-year history.

Suburban, medium- Developed a "second look” program, which
sized Illinois bank praovides that any denied application from an

individual within its delineated community
receives a loan officer review the next day.

Small, urban Dallas Developed products ailmed at the low-and
bank moderate-income market. The deposit product is

a low cost (minimal balance/service charge),
low-volume checking account designed to help
individuals establish a credit history by
enabling them to write a few checks a month. A
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loan product was developed in conjunction with
some local groups, and it enables individuals
wilh no prior credit history to obtain secured
consumer Loans.

Small, rural Promoted Falr and increased access to cvedit

California bank wiithin the community by: advertising in
Spenish, having o flexible (no minimun) loan
amount, expanding the types of products

ol fered (i.e., credit cards, speclal eqguity

Lines, Small Business Administration (5BR)

fovins) and evaluating loans so that seasonal

cmp Loyees were not disadvantaged,

Larde, urban Promored credit access through Jts Loan agent

Catitfornia bank Spcrallons . For ewample, Lt has special agents
soliciting 9% percent loans (O percent down
povient) . Pank also has outreach coordinators
Ln Bhe community who uniformly try to

cernine the needs and how they can be met.

Source: Information obtained Lrom GAO case studies.

\14 For example, the increasod emphasis on CRA has prompted the
American Bankers Associatilion, 4 national trade association ol
comnercial banks, to estabilish a Center for Community Development.
The primavy purpose of thoe center | to provide informatlion and
technical stance to ils members to help them achieve their CRA
grals.  Most of Lhe center's activitbies have focused on aducational
efforts, such as publi ingoan educalkional gulde and a compendimum of
community lending agencies and organizational contacts.

INITIATIVES TAKEN TO REDUCE

CREDIT RISK AND TRANGACTION

COSTS FOR COMMUNITY LENDING
———————————————————————————————————————————————————————— Chapter 41:2.2

Bankers use various mechanisms to lower credit risk and transaction
costs on community loans. ‘They have found that losses can be reduced
by screening out the riskieslt applicants and by supporting successful
applicants before and afrer loans are extended. Two approaches that
bankers use to help keep credit losses on community development
lending to a minimum include (1) screening, counseling, and
monitoring borrowers and (2) risk-sharing arrangements. Cooperative
efforts also help to share costs, so costs for individual bankers may
be reduced.

SCREENITNG, COUNSELING,
AND MONTTORING

Based on roundtable discussions, many bankers agree that thorough
applicant screening, applicant education and counseling prior to loan
extension, and diligent monitoring of borrowers after loans are
granted help lower the risks of lending in low-income areas and to
low-income borrowers. Bankers and other organizations that support
lending use various techniques to soreen potential borrowers,
including home buyer and zmall business education, credit counseling,
and extensive direct contact with loan officers.\19% Many institutions
provide technical assistance and grants to nonproflt housing
counseling groups and community groups Lhat help with loan packaging.
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The groups screen potential borrowers, help assemble documentation,
and make sure that applicants meet the institution's underwrliting
criteria.\20

They also help market and promote loan programs and minim.oes
institution prouve

ing codtn. These activitieos are done to allow the
Dankors to becoms Lamiliar with Lho applicants and thel o communylbe::

\19 As an example, complelion of a prepurchase home-buyer educatilon
program 15 a requirement for loan applicants who wish to participats
in the Federal National Mortgage Association (Fannie Mae) and Fedenrul
Home Loan Mortgage Corparation (Freddie Mac) community home-buyer
programs. The sessions, which are conducted by cither a mortgage
lender or o nonprofil gronp, cover information, such a:z applying to

a mortgage, hudgeting household expenses, and shopplng for,
inspecting, and maintaining a home. The purpose of the redquiLement
is to mitigate the risks of lending within the community home-buyer
programs.

\20 Some community groups with whom we spoke have been active dn
providing credit counseliny to help low- and moderate-1ncome
consumers prequalify for loans and show them how to effectlively
maintain their lcan payments. During our study we learned that the
Association of Community Organizations for Reform How, & community
group, was givon a grant by a large, urban thrift to service and
counsel laans rinanced through a property rehabilitation progranm
initiative.

SPREADING RISKS THROUGH
CONSORTIA
—————————————————————————————————————————————————————— Chapter 4:2.2.2

Lending consortia may be either formal or informal, for profit or
nonprofit. Consortia often consist of institutions that pool lending
money or collect equity stakes for low- and moderate-income housing
and community development. The types of participants, bankers, and
funding involved vary from program to program. In all cases,
consortia allow institutions to spread risk and transaction costs to
avoid high concentrations of credit risk in individual projects or 1in
limited geographic areas. Risk sharing allows institutions the
opportunity to expand lending through various means to nontraditional
borrowers whose risk characteristics are difficult to quantify or
assess. For example, they can save member institutions time and
money by gathering information and developing expertise about public
and private subsidy programs, the past performance of real estate
developers and property management companies, and the characteristics
of targeted communities and local community groups. They can attract
staffs that are knowledgeable about matters such as underwriting and
property appraisal. Loan conscrtia also provide an opportunity for
smaller institutions to participate more in community development
lending, because such institutions, on thelr own, are less able to
bear the cost and develop the expertise for community development
lending.

Several of the bankers included in our review said that they have
participated in various consortia or multibank activities in meeting
their CRA goals. Examples of some of the consortia organizations
named by institutions in our sample review are included in table 4.2.

Table 4.2
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Examples of Lending Consortia

Orejanization
Calitornia Community
Relnvestnenl
Corpaoration {(Han
Francisco, CH)

Commmunity Investment
Corporation (Clhiicago,
L)

Savings Ansocialiions
Mortdgage Company, lna.
(Santa Clara, CA)

Southern California
Business Developuent
Corporation (Los
Angeles, CA)

Source:

INITLIATIVES TO ADDRIESS
BANKERS ' CONCERNS

Purpose of organization

Aononprofit morlgage banking consortium, which
wo created an 1989 by California banks to
increase quality affordable housing in
California. Since its creation, the 58 membor
onks have pooled over $100 milllion for
communlty lending.

An organization composed primarily of savings
Gmsociat lons, which provides mortgage funding
oo rehabilitate and purchase mulvtlfamily
browvsing .

PR

A company Lhab consists primarily of numerows
savings associalions which pool their
~cnources to fund a variety of housing
projects For the poor.

A multibank community development corporation
that was organized to operate in South Central
Los Angeles for the purpose of making loans
and eqgulity investments in small businesses
that do not qualify for conventional bank
financing.

GAO case studies and the Consumer Bankers Association.

ABOUT

SAFETY AND SOUNDNES!D

REGULAT TONS

————————————————————————————————— Chapter 4:2.3

Regulators and bankers have taken steps to address potential
conflicts with regulations designed to help ensure safe and sound

operations.

In January 1994, the Federal Deposit Insurance

Corporation (FDIC) adopted changes to its risk-based capital
standards that were intended to facilitate prudent lending for

multifamily housing purposes.

Similar action was also taken by the

other federal reqgulators. The risk-based capital final rule lowered
from 100 percent to 50 percent the "risk weight" accorded loans
secured by multifamily residential properties that meet certain
criteria as well a3 securitles collateralized by such loans. The
effect of this ruling is that an institution making or acguiring
these loans or securities can hold less capital than reguired in the
past under the risk-based capital standards. However, to be eligible
for the lower risk weight, the loans must satisfy certain
loan-to-value and debt service coverage requirements.

To ensure that appropriate and affordable financing can be provided
for community development projects, institutions have often found it
necessary to depart from traditional standards of credit extension.
We found bankers who created ways to make secure, profitable loans
while sharing costs and risks through their own individual
initiatives or by employing such techniques as government loan
Jguarantees, lntcrest rate subsidies, or blended-rate loans with
participation from public and private lenders. Examples of
individual pelicy initiatives used by institutions are included 1in

table 4.3.
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Table 4.3

Sib e Underwriting

Posliene:s
Type of Institutlion Pvpe of underwriting flexibijity
Large, urban LLlinols Decided that instead of selling leans Lo the
bank secondary markel, 1t would hold more loanz in

portlfolio in an effort to reach more Low-and
moderate-income applicants.

Medium, suburban Texas  Reviewed and changed underwriling standards s

thrift necessary Lo ensure wmaximum flesibility in
approving loans. Also, a minimum Loan amournt
13 not required.

Small, urban Worked with borrowers in making loans by

California thritt conzidering "mattress™ money, income from
renting a room, or winimal down payment and no
mortygage insurance.

Source: information obtalined from GAO case studic:.

BARRIERS POSED BY SECONDARY
MARKE'T STANDARDS AND SOMI
INTTIATIVES DESTGNED TO ADDRESS
THEM

During our review, we often heard complaints that secondary market
standards made it difficult for institutions to sell soime of their
more nontraditional loans that did not meet normal underwriting
standards. Similar complaints have been made at focus group meetings
sponsored by secondary market entities. The secondary market
provides the mechanism for existing loans, marketable securities, and
other assets to be sold to investors, elther directly or through an
intermediary. More specifically, the secondary mortgage market
represents the national market where residential mortgages are
assembled into pools and sold to investors. This market, which
originated with such corporations as Fannie Mae and Freddie Mac,
supplies additional liquidity to mortgage lenders.

The single most important contribution of the secondary mortgage
market is the creation of & national market for resale of residential
mortgages. This ensures that mortgage originators, regardless of
where they are located, have access to pools of capital managed by
pension funds, insurance companies, and other institutional buyers of
mortgage-backed securities. Home buyers are assured an adequate
supply of mortgage financing as the secondary market sales provide
lending institutions with a constant source of new funds to make more
home loans. Banks receive CRA credit for originating loans to
particular low-income communities or individuals whether they sell
the loans in Lhe secondarvy wmarket or hold them in their portfolio.
Our interviews with bankers disclosed several concerns pertaining to
the secondary market underwriting standards that some bankers
believed pose a barrier and tend to restrict lending in low- and
moderate-income areas. One primary concern was that institutions do
not want to deviate from the secondary market standards because they
want to be able to sell all their loans to the secondary markets. As
one of the reqgulatory officials noted, 1f the secondary markets will
not accept a loan, an institution is forced to keep the loan in its
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portfolio and assume the mavkel and interest rate risk for the full
life of the loan. Therefore, some institutions look for loans that
do not have any nonconforming provisions or any guestions about

collateral.  oOthoer concerns ralsed included the following:

A threife reqgolatory offrcral noted that one ol the secondary market
standords thar can redoce flexibility ig the requirement that no
more Lhan 36 percent of Fhe borrowern's salary can be used for
loan paymenl:s, [n an aresn with high housing costs, such as Lhe
San Francicoo Bay avod, these standacds are very Limiting. He
said many people alioady pay 40 o 50 percent of Lhelr salary
for 1ent ancd are preobkably able to continue to pay a hiyh
percentage Ln house payments.

A bank managament of ficial of a large urban Chicago thrift said
Fhal Fannic Mae formolas or ratios represent the industry
standard; however, he noked that he was nolb awalre of emplrical
evidence thalt an applicant who does nob meet these ratios cannot
service Uhe delbt,

INITTATIVEDS DESTGNED TO

ADDRESS SECONDARY MARKET

BARRTERS
———————————————————————————————————————————————————————— Chapter 4:3.1

Some of the players in the secondary market have begun to recognize
the problems associated with the underwriting standards and have
initiatives under way thal are intended to help alleviate some of
these problems. We did nol assess the effect of these inltiatives as
part of Lhis rteview. Fannie Mae and Freddie Mac have both announced
initiatives in recent years to purchase loans with underwriting
guidelines or payment terms that do not meet thelr more traditional
loan purchase programs. Congress has encouraged these corporations
to support low- and moderare-income loans by setting specific volume
goals over a Z-year period, which began in 1993. For example, for
all the loans they purchase, 30 percent of the units financed must be
for low- and moderate-income borrowers, 30 percent must be located in
central cities, and $3.5 billion ($1.5 billion for Freddie Mac, $2
billion for Fannie Mae) must finance loans to low-income and very
low-income home buyers.\21

In announcing its initiatives in February 1994, Freddie Mac cited the
potential effect of these initiatives on mortgage lending in inner
cities as well as its efforts to broadly redefine creditworthiness.
Officials of Freddie Mac stressed the fact that the clarifications do
not represent a lowering of its standards but an effort to dispel
misconceptions among originators of mortgage loans. ‘Through meetings
with lenders, appraisers, mortgage insurers, and others, Lhe
corporation was able to identify more than a dozen underwriting
issues that were causing originators to needlessly deny credit in the
belief that @ome particular factor would make a loan ineligible for a
Freddie Mac pool. For example, numerous people thought that Freddie
Mac did not want to purchase any loans extended to borrowers with one
or two 30- or 60-day delinguencies in thelr credit histories. While
recognizing that such a history could indicate a bad risk, Freddie
Mac officials said that they now tell lenders that they may focus on
the borrower's history of housing payments as well as consider
explanations for the delinguencies. Acknowledging that the
initiatives could reduce the quality of loans in its pools, [reddie
Mac officials plan to vigilantly monitor the performance of the
loans.

Tn March 1994, lannie Mae announced its $1 trillion plan to help
finance affordable housing loans by the year 2000. Significant among
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the ll-initiative program were 2 initlatives, 1 involving the
clarification of guidelines and the other testing an approach for
underwriting loans, which were intended to help break down the
barriers pertaining to secondary market criteria. [n clarifying the
guidance, Fannie Mae offirials tried to ensure that the underwriting

quidelines are clear and tlexible and are applied cqually to
Qveryone. Tooensnre appropriato wee by Landers, Fannde Mac plans Go
maintain oo oconstant dislogne with mortgage Tenders to Ldenti Dy Bl
loan charact erictics and underwreiting procedures 10 Chinks need

clarification;

develop a conprehensive Lralnlng progran for moutgage industiy
underwriters;

develop casy-to-use rotoronoe tools Cor underweiters, oaluding
o to Fannie Mae guldellines;

on-line acc

establish regional hotlines that lenders can call for instant
guldance on underwriting;

eslablish an internal Fannie Mae loan review boacd to review loans
initially rejected by its underwrilters; and

make an automated underwriting system availlable te lenders that
e arbificial inrelligenae Lo analyze loans, onsure

20

will
consislency, and free up Cime for underwriters to work on

complex applications.

dative, Fannie Mac announced Lhs
periments an new underwrliting

Additionally, through & separate init
commitment of $5% billion to conduct
approaches designed to probe and test ways to underwrite loans to

make credit more accessible to minorities, low- and moderate-incoms
families, central city and rural residents, and people with special

(

housing needs.

\21 The Federal Housing Enterprises Financial Safety and Soundness
Act of 1992 established the 30-percent target goals and called for
the Secretary of Housing and Urban Development to establish interim
goals for each enterprise (or the Z-year transition period, which
began in 1993 and 1994,

GOVERNMENTS HAVE PROVIDED

INCENTIVES TO ENCOURAGE

COMMUNTTY LENDING
—————————————————————————————————————————————————————————— Chapter 4:4

In line with the administration's emphasis on retforming CRA and
improving community development, several governmental agencles or
entities have initiated activities, or revised guidance governing
ongoing programs, to enhance community investment in low- and
noderate-income areas. Many of these program activities are geared
towards rebuilding communities within inner cities and small, rural
areas by providing affordnble housing and facilitating small business
lending.

STATE AND LOCAL EFFOMTE TO
‘ ENCOURAGE COMMUNTTY
DEVELOPMENT LENDING
———————————————————————————————————————————————————————— Chapter 4:4.1
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Some local governments have sought Lo encourage community lending in
underserved areas by recognizing and rewarding institutions that
denonstrate performance and commitment in helping to meet the needs
ol residents o these areas.  Such rewards might result in better
service delivery Chrough bLranch expansions or increased inveszlments
on cdepouils, Uone srate governments rogulee commitments 0o community

Lelnvestnenls before out-ol —stale instibutions cug operate in theiy
localitics.,  They premise entry on o standard of mét new benefits to
the =tate, such as increased in-state lending and investments. A
California County Board ol Supervis approved a community
rolnvestment policy that wonld rank institutions on the basis of
thelr performance in making loans to minorities and in depressed
neighborhoods .  Those ranked in the top half would then reap the
benetits of the county's inveshmeonlt busines:a.

!

To encourage commini by reinvestment and development, Some
municipalities condition thelr placement of deposits upon the
institution making npecliio Ly of loans. For example, in Chicays,
institutions must file reports on thelr residential and commercial
lending in the Chicago metropolitan ares before they can qualitly 1o
the city's deposits.  Similarly, during our case studies, we learned
that the city of Roston has a Linkage Program that ties deposilk ol

city funds bo oo dnstitoteon’s CRA rating. A Boston national bank
branch loc i in oo depressed area of the city was rewarded with a $5
milllion deposit by the cibty.

States also encourage community development through deposit
subsidies. For example, Towa's State Treasurer's Office offers
several "linked deposit™ programs that support below-market rate and
and agricultural loans. Jelow-market rate deposilts
are plac itutions that, in turn, use them to match fund
lower rate loans, with a sproad over the deposit rate. 'This approach
provides two unique, highly targeted programs through participating
Towa institutions. One i3 rargeted for minority- and women-owned
small businesses and provides below-market rate financing for a
variety of business purpos The other is focused on helping
diversify lowa's rural economy and increasing employment. It offers
linked deposits as incentives for institutions to fund below-market
rate loans for horticultural and agricultural projects that involve
products not typically found on Iowa farms.

siness
> with ins

small b

FEDERAL EI'FORTS AND

SUGGESTED INCENTIVES HAVE

HELPED INFLUENCE COMMUNITY

DEVELOPMENT LENDING
———————————————————————————————————————————————————————— Chapter 4:4.2

Federal eflorts to encouradge community development lending have
included government subsidized programs, changes in regulatory
requirements, and legislation promoting investment incentives, some
of which correspond with the suggested incentives offered by bankers.
Government subsidies, such az those provided by Small Business
Administration (SBA), can significantly affect the profitability of
lending by making it easier for the borrower to qualify for a loan
or, through a guarantee, cushion anticipated losses from a loan,
allowing the lender to set aside a smaller amount of funds against
this contingerncy. In accordance with the Financial Institutions
Reform, Recovery, and Enforcement Act (FIRREA), the Federal Housing
Finance Board (FHFB)--which regulates the credit advance (loan)
activities of the Federal Home Loan Banks (FHLB)--was reguired to
develop requlations establishing standards of community investment or
gervice for member institubions to maintalin continued access to
long-term FHLEB advances.\Z2 Through the Bank Enterprise Act (BEA,
P.L. 101-242) and the Riegle Community Development and Regulatory
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Improvement Act of 1994, (. L. 103-325), Congress took action to
increase financial services provided te underserved and distressed
areas and to low- and moderate-incomne individuals.

\ZZ2 The primavy credil miscion of bhe FHLBs 1o to cnlianae the
availability of residential mortgage credit by providing a readily
available, cconomical, and affordable source of funds, in the form ol

advances, to their member 1nstitutions.

SMALL BUSITNESS
ADMTHTSTRATTON
————————————————————————————————— e ——— = Chapter 4010200

ShA 1s an independent fedoral agency chartered in 189%7 to provide
financial assistance Lo =mall busi es. SBA makes divect loans to
horrowers who are unable Lo obtaln conventional [inancing,
participates in loans oriqginated by financial institutions, and also
quarantees loans (typically, a guarantee ol 85 percent of a small
business loan) made by institutions. This agency has eflorts under
way to foster small business community lending through various pilotb
programs or initiatives.

SBA has initiated o pilot puogram in several southwestern states Lo
test a new short-form loan applic

~ation, which should bensfit both
bankers and borrowers. Under this pilot, for leans under $50,000,
hankers must now provide SBEA with only a one-page document. Loansz
hetween 550,000 and $100,000 require the one-page summary document
plus the applicant’'s busineszs Lax returns for the previous 3 oyears, a
personal financial statement, and Che Institution's internal credit
memorandum. A national pank official said the shorter form decreases
the time it takes to finalize the loan from as long as 6 weeks to |1
or 2 weeks. Also, he said the shorter form makes borrowers feel more
comfortable about the applicatlion process to
make smaller loans becausce the previous paperwork made small loans
unprofitable.

The Rhode Island Area SBA Program has %13.1 million in initial
commitments for business loans of up to $50,000 with maturities of 1
to 7 years. The program was developed by SBA's Providence office and
the OUcean State Economic Uevelopment Authority, a private enltity.
Besides offering SBA guarantees, the program virtually eliminates
paperwork and "hand holding"™ burdens for institutions.

FEDERAL HOME LOAN BANK
SYSTEM

While the FHLE System\23 has sponsored special community development
initiatives in the past, the passage of FIRREA in 1989 has
contributed to the system taking on a more active leadership role in
the development of community lending programs. To encourage the flow
of funds into low- and moderate-income areas, FIRREA required the
FHFB to develop regulations that condition access to long-term FHLB
advances on member institutions meeting certain standards of
community support. Congress specified that the regulations were to
take two factors into account--an institution's CRA performance and
its record of lending to First-time home buyers. This provisicn
thereby created an additionzl CRA enforcement mechanism by tying an
FHLD member's access Lo long-term advances used to f[inance
residential mortgage lending to the institution's CRA performance.
FIRREA also established an Affordable Housing Advisory Councll at
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each of the FHLREz. The counclls are to meet periodically to advise
the FHLBs on low-income housing needs in each region.

Through its Affordable Mousing Program and Community lnvestment
Program, the FHLE system 1s to provide assistance to its member
institutions by supporting their CRA activitlies. 1f 15 to advance
funds or subsidize helow-market-rate loans originated for low-and
moderate-income Families and for businesses in lows and
noderate-income areas. The Affordable Housing FProgram is to provide
howe lending funds Lo support housing for people whose lncome does
sed BO percentt of an area's median income, and rental housing
funds where at least 20 percent of the units are occupied by
low-income tenants.  Lts Community Investment Program is Lo provide
home lLending funds to projects almed at individuals with incomes of

up to 115 percent of an arca's median income.

not @

25 A system of 12 vegional banks established by t
Loan Pank Act of 1932 which acts as a central credi
savings and loan lonstltutions.

he Federal Home
t system for

POSLTIVE INCENTIVES HAVE
TNOSUGGESTED 1O

ENCOURAGE COMMUNTTY

LENDTNG
—————————————————————————————————————————————————————— Chapter 4:4.2.3

To encourage institutions to lend to all parts of thelr community,
some bankers have suggested that CRA be replaced or supplemented with
financial subsidies or other positive incentives. Others have called
for modifying or supplewenting CRA with incentives such as (1) tax
credits, (2) deposit insurance credits, (3) streamlined or less
frequent examinations, (4) revisions of safety and soundness
requirements for CRA lending and (9) broadening the base of
institutions and organizations that can buy low-inceme housing tax
credits, and (6) permitting below market financing for community
development lending programs with supporting funds coming from EFDIC
or other regulatory premiums. Past, as well as current legislative
matters for congressional consideration have included some of these
proposals, as described in the next section.

RECENT LEGISLATIVE
PROPOSALS
—————————————————————————————————————————————————————— Chapter 4:4.2.1

Over the years, Congress has been concerned about how to provide
adequate financial services to distressed rural and urban areas
throughout the country. Tn the past, to address the problen,
Congress has enacted numerous legislative provisions, such as those
included in FIRREA, which created the Community Investment Program
under the FHLE system described earlier. However, because this i1s a
complex and far-reaching problem, Congress has continued to seek
workable solutions and recently enacted legislative provisions aimed
at enhancing community development in underserved areas. In 1991,
Congress enacted BEA, and, in September 1994, the Riegle Community
Development and Regulatory Improvement Act was passed.\24

BEA was designed to provide banking institutions with incentives to
offer more services to low-income communities. Originally, it was to
provide for reductions in the deposit insurance premiums that
institutions pay on deposits placed in lifeline accounts--checklng
accounts for low-income individuals. 1n addition to encouraging
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lending in poor communitie:s, the act was to establish a deposit
insurance premium credit system for lending or establishing branches
in these communities. Institutions engayed in such activities would
have their deposit insurance premiums redouced.  Although BEA was

d until passaye of the
Community Developwent Manking and Financial Institutions Act of [bhul
(COB Act) in September Luwd.  Along with the funding came
modiFications to BEA.  Tnstead of institulions receiving deposit
insurance rebates as provided under the orlginal BEA, rthe CDBR Act
calls for moncy Lo ba paid Jdirectly to institutions to provide
Financial incentives for Lending In low-1ncome communlitles The
fonding level for PEA was climinated L the vecently pos |
year 1995 rescissions aclt (PoL. OA=1%9) .

chacted in 1991, funds wore not author)

tion, the Ricogle Community Devolopmont
ot Tobd IR, 3474, dncludes a b
of separate logralative proposaly that were added as Qi procesdesd
through the legislative process.  The CDE Act (known as ritle 1 of
the Riegle Community Development and Regulatory Improvement Act)
creates a fund for forming and espanding community development
financial institutions (CHDFL) by providing financial and technical
assistance L[or development services, lending, and lnvestwent in
distressed urban and rural areas. The acl authorizes $382 million to
be distributed over a 4-year period, under the administration of an
independent board.  One-third of this amount hes en earmarked to
fund REA. Financial assisrance mway be provided as loans, grants,
equity investment deposits, or credit union shar on A
competitive, matohing basgi ITnstitutions, local and state
governments, and other comnunity organizations may form community
partnerships wirh CDFIz to work cooperatively to revitalize
communities. Assistance must be matched dollar for dollar (allowing
a reduced match for CDFls with severe constraints on avallable
matching funds). Selection for assistance is to be be on several
factors, including community need and representation, ability to
leverage private funds, extent ol targelbing to lLow-income
individuals, and strength of the revitalization plan.

Sorving as Uhee oombrella Loyl
and Requlatory lTmprovemsonl Act

5 e

During the past several years, other legislative proposals have been
introduced (but not enacted), which offered various approaches to
supporting development in wconomically d tadvantaged communities.
Although the proposals shared the primary goal of revitalizing
low-income areas, they varied in the type and scope of assistance
provided, administration ol programs created, and other areas. For
example, the proposed Community Banking and Economic Empowerment Act
of 1993 (H.R. 1699), which was to provide money for loans and
technical assistance, had a goal of making credit and credit-related
services available to low-income families and others not adequately
served by traditional lending institutions. More recently proposed
legislation would encourage community development or reinvestment by
amending CRA. In a proposed amendment to CRA, the Community
Reinvestment Improvement Act of 1995 (H.R. 1211) seeks to enhance
the availability of investment capital for low- and moderate-income
housing in low- and moderate-income neighborhoods. The proposed
Microenterprise Opportunity Expansion Act (H. R. 1019, February
1995) sets forth criteria and describes how microenterprise loans\Z5
and grants would be treated as an investment in a regulated financlial
institution's community.

\24 Also, Congress has debared numerous legislative proposals to
amend CRA in an affort to reduce the compliance burden.

\25 Described by the act to mean a loan (1) to a commercial
enterprise with five or tew-r employees, with one or more of those
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employees owning the enterprise; (2) in amounts not less than $100
and not more than $10,000; and (3) the interest rate on which 1s
comparable wilkh the inrerest rate charged on secured commercial loans
offered by iLnancial anstitutions to thelr most preferied commarcial
cushomers,

REGULATORS HAVE DLAYED A KEY

ROLE IN FACILITATING

INLTIATIVES 70 TMPROVE

COMMUNITY LEMDING
—————————————————————————————————————————————————————————— Chapter 1:5

Through their varions consumer affalrs offices or outreach programs,
regulators havie establishnad a mechanism to encourage and suppoit
communLty developnent.  Many of thelr responsziblilitles and
promotional wflorts are carvied oult primarily through guidance,
cducational Tormms, information dissemination, and technical

assistancs act Lvibies,

The esxpericnce levels and the amount of resources the regulators have
devoted to their respective community affairs programs and operations
vary. The Federal Reserve Roard (FRB) and FDIC established programs
in 1920 and 1990, respectively, while the Office of Thrift
Supervigion (OTS) and the Office of the Comptroller of the Currency
(OCC) began staffing thelir programs as recently as 19940 Despite the
different levels of operation, development, and resources, all of the
regulaltory programs have a general goal of encouraging Cinancdial
institutions to increase Lhoe [low of credit to low- and
moderate-income applicants and areas. lHowever, the effectiveness of
the regulators' programs in providing community affairs activities ov
participating in community outreach efforts is largely dependent upon
the avallablility of resources.

INTERAGENCY REGULATORY

GUTDANCE HIGHLIGHTS

EFFECTIVE CRA PROGRAMS
———————————————————————————————————————————————————————— Chapter 4:5.1

One mechanism used by regulators to facilitate community lending is
through guidance highlighting "best practices" that are
characteristic of effective CRA programs. The regulators issued
interagency guidance in March 1989, acknowledging that an institution
that has (1) ongoing programs or methods to identify community needs,
(2) the ability to develop and extend products and services to meet
the credit needs identified through the ascertainment process, and
(3) a comprehensive marketing program that reaches all segments of
its delineated community will generally be in compliance with CRA.
The guidance further acknowledges regulators' belief that to securc
an effective CRA program, an institution's management should be
actively involved, maintain policy oversight, and reqularly review
the community reinvestment compliance program. Such actions can help
to ensure that the products and services offered and extended by an
institution (1) will meet community credit needs, (2) can be modified
when those needs change, and (3) will be available to all segments of
the community. The regulators also are to use the expertise of their
community affairs staff to counsel and assist institutions that do
not have good compliance programs.

FRE HAS THE MOST DEVELORLED
COMMUNITY AFEFALRS PROGRAM
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FRB, which has the most developed oulreach program, operates a
community affairs office (CAO) in each of its 12 Federal Reserve
districts. ‘he staffing level for this program has grown from 14 in
the wmid-19480s Lo a current level of approximately 70 cuployees.
According to an FREB official, the staff hired often have some
background in housing or the community development arvea. The
principal responsibility of the CAO iz to perform outreach work
whereln staflf contact peopls in Jocal governments.and Ccommunity
organizations to find out what types of unmeb neads exist in
different communities. The CAO staff develops education and
information programs to help mest the community needs identified.

Through interviews with FRI officlals, we learned that CAO staft ave
involved in various types of activitics that promolte cownunilty
outreach and provide support te examiners. ALl 1Y Federal Resarve
regions publish newslettars that disouss didfferent programs and
varions comman by deve

clopment  vasues, I addition Lo sponsoring
conferences and pulblishing newslattors, some CAO stall conduact
research and issue communilty profiles (which provide bankers with
information on pevceived credit needs, existing community development
initiatives, and programs within regions that might be duplicated on
a local level). Furthermore, they provide assistance to examiners by
maintaining a database of community group contacts and may help to
analyze home mortgage data. When an institution receives a less Lhan
satisfactory rating, the examiner is to refer the institution to Lhe
CAO staff for consultation and guidance. The CAO staff may transmlt
information on community noeds through examiner training or by
circulating written reports.

Being locally based, the administration of the CAO program ls left Lo
Che discretion of the individual reserve banks. Consequently,
although all of the reserve banks are involved in community outreach
activities, the methods used for disseminating information may vary.
For example, a ['RB official Lold us that an approach used by the
Kansas City CAO is to develop a road show presentation and travel to
designated areas and present the show. This approach allows
institutions and community organizations (which may be located in
small, rural areas with limited budgets) to take advantage of the
FRB's outreach efforts. The San Francisco CAO helped to develop a
state-wide lending consortia by convening bankers and experts. The
CAO in Dallas encouraged community lending by sponsoring geocoding
seminars and small busineszs lending workshops. These sessions are
designed to teach institutions how to analyze geographic data to help
ensure that the institution serves all areas of its community. The
Philadelphia CAO established bankers' councils, which are to meet
three or four times a year. By organizing a network of bankers into
Community Affairs Officers Councils, the Philadelphia CAO has not
only provided a forum for its staff to disseminate CRA information
and offer education but also provided a means for encouraging bankers
to come together to discuss issues and opportunities for reinvestment
in their communities. A FRB official pointed out that the primary
strength of CAOs is that they are effective in providing
communication forums.

FDIC ENHANCES STAFEFING FOR
COMMUNITY AIFAIRS
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FDIC has reached its goal of having at least three community affairs
(CA) positions (CA officer, CA assistant, and fair lending
specialist), in each of its eight regions. FDIC operates its
regional community affairs activities with a staff of 26 who report
to regional management with program oversight being provided by
headguarters. Similar to [RB, FDIC's staff has some background
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experience in housing and community development, and although the
program staff's operations may vary by region, they perform a variety
of functions, which are coordinated centrally. For example, the CA
officers provide Lraining and information fo examiners and develop
comuuni Ly reports sinllarn to, but less detalled than, the FRB's
community profsles. The fair Lending specrallst analyzes
home-—mortoags daba and handles consumer complainty.  FDLU
headaquarters otfice cocrdinates tunctions with coummnity atfalns
staff through guarterly mectings. Also, centrally coordinated
projects, such as oo recently published paper on Native-American
Lssues, may be directed by the Washington, D.C.  oflice. FDIC
anticipates that its newly created division of compliance and
consumer affalrs will allow the agency to broaden 1ts outreach
initiatives and be more responsive to consumers and bankers.

FMERGING COMMUNLTY AFFATRS
PROCGRAMS OF OCC AND OT8&
———————————————————————————————————————————————————————— Chapter 4:%.4

OCC wlans to have 12 community affairs staff working In conjunction
with its new compliance program. As part of this staffing goal, OCC
intends to have one community affairs officer located in ecach of it
district offices. The officers are to be responsible for outreach
and communicalion with community groups and other members of the
public. As of February 1995, staffing of these pozitions had not
been completed.

Although its community affairs program is in the early stages of
development, OCC has had a Community Development Division (CDD) to
(1) overses comnanity development corporations (CDC) and investment
prograns and (2) approve applications by national banks to invest Ln
CHCs\26 in accordance with the National Bank Act. The role of the
CLD is to provide polivy quidance to the OCC on community development
lesues that affect national banks, their customers, and banking
community and consumer organizations. The division 1is responsible
for (1) developing initiatives related to the creation of affordable
housing for low- and moderate-income individuals; (2) the provision
of technical assistance and financing for small, minority, and
women-owned businesses; and (3) the economic redevelopment of low-
and moderate-income areas.

In February 1993, the CDD published the 1992 Natlonal Bank Community
Development Survey Report, which highlighted the types of community
development activities in which national banks participate. The
report was distributed to more than 7,500 national banks, community
representatives, and other interested parties. The CDD also
publishes a guarterly newsletter, Community Developments, which 1is
desigred to provide national banks and others with information on
innovative bank community development programs, regulatory updates on
community issues, and news of federal and state programs that might
be of interest Lo national banks.

In February 1994, OTS announced the appointment of five experienced
senior staff members to fill positions in the consumer affairs area.
In making the announcement, OTS said that the appolintments are part
of agency initiatives emphasizing community reinvestment,
nondiscrimination in lending, and other consuner-oriented goals for
thrift institutions.

According Lo OTS officials, during 1994, the community affairs
liaison officers in each of its five regions were actively involved
in outreach and support efforts related to affordable housing,
community development, and related fair lending and CRA matters. For
example, these activities included (1) training programs for industry
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and staff, (z) assistance to institutions with poor CRA ratings, (3]
the establishment of a community contact database for examiners, (4)
meetings with local government agencies and community organizations
to ascertain community credit needs and community development
programs, (9) Looums: fov Fheift institutions and local community
organizations to discuss local credit needs and communi by development
programs for Uholft participation, and (o) policy work on regulatory
barrier and safety and soundness lssues related to-communily
development and af fordable housing. A Natlonal Community Affairs
Coordinator was sppointed in February 1995, in Washington, D.C., Co
oversee the function ol and coordinate the activities among the
reqgional community abfaivs Tial

SOnG.

OTS officials aleao noted Lhat in 1994, they issued o guide on the
federal laws and vegulations governing communlty development
activities oFf zavings a

sociations, entitled Community Development
Investment Authority. Lnoaddition, OTH officials said Lhey began o
new Lraining program tor salety and soundness examlnurs on
understanding and evaluating nualtifamily atfordablz housing
Loans/project:.

\26 CDCs are organizatbions funded by banks and bank holding companies
(HHC) which are authorized Lo make investments thal may not otherwise
be permitted for banks or LHCs. For example, CDCs may make equity
investments in local real estate and busine projects iLf such
investments result In public benefits, =zuch as economlic development,
jobs for low- and moderate-income individuals, affordable housing,
and capital for small business

es.

INTERAGENCY COORDINATLON

COULD BE ENHANCED THROUGH A

MORE SYSTEMATIC APPROACH
———————————————————————————————————————————————————————— Chapter 4:5.5

Coordination of community affairs activities among the regulatory
agencies is not something that is required by regulations or mandated
by legislation. In practice, however, much of the interagency
coordination of the regulators' community affairs activities that
occurs is done through joint training and meetings or established
councils. According to an FRB official, FRB holds many conferences
jointly with the FHLB Board and has cosponsored conferences with
FDIC. Now that OCC and OTS5 have separate compliance offices, FRB
anticipates working more closely with these two agencies. on a
regional level, FRB and other government agencies sponsor joint
interagency programs, such as training or conferences dealing with
community affairs issues.

Information is also shared through regulatory publications, such as
newsletters or community reports and community contact forms. Upon
request, newsletters and community reports containing information
such as community lending techniques and investment opportunities are
generally disseminated to the public and shared among the regulators.
During the examination process, 1f erwaminers find that recent contact
has been made with community representatives and the results
documented, examiners who are assigned to assess an lnstitution's CRA
performance in identifying and/or addressing community needs in that
same general neighborhood or community can save time by taking
advantage of information obtained from shared community contact
forms. These methods of intormation sharing are generally done on an
ad hoc basis. Consequently, the overall benefits to be gained by Lhe
regulators as well as the community may not be as far reaching as
they could be under a more systematic, coordinated approach to
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information shating.

Interagency coordination in the use of regulators' resocurces can
expand or broaden the = of these resourc 1 helping
bankers to understand and anplement various initlatives that have
proven successhul o in meating CRA gosls, while providing much needed
Credit Qusislance o comuumities Uhal way require revitalisation or
redevalopuwent . To the exlent that regulator:s cun-épply a sysbematic,
coordinated intovagsney approact to providing community oubreach
rhat arve commonly provided by oll regulators--such
——institutions, community

Service

i

J

comuini by contact information ov databases
groups, governmenlt entltles, and others who benefit [rom such
services could e more efficiently served despite the liwited
resources ob requlators.

CONCLULTONS

While some bankels percelve an inhevent conflict between safety and
soundness and CRA goals and are concerned about the secondary market
requirements and/ov higher transaction costs and smaller loan amount:s
associated with CRA lending, others have worked to overcome such
barvriers through individual and/or collective innovative and creative
initiatives. Bscause lending and community development in low- and
moderate—income d4reas often involve different and more complex
methods of financing, successful initiatives tend to require the
cooperative efforts and expertise of multiple financlal partners.

Given the recenl: emphasis on CRA reform and sparked by the need to
remove perceived barriers and provide additional compliance
incentives, program initiatives have been taken by the secondary
market, governments, and Congress to provide financial and other
incentives to promote community development and revitalization. The
banking regqulators have also played a key role in Laclilitating
community lending by providing educational forums and disseminating
information to encourage cooperative working relationships among
banks and thrifts, other financial entities, community groups, and
various government agencles In this current climate of CRA reform
and limited government resources, the regulators' role of encouraging
institutions to meet the needs of all segments of thelir delineated
communities will be a key factor in continuing and expanding upon
workable and successful CRA initiatives. Given the differences 1n
resource availability among the regulators, more systematic
coordination could help to better utilize limited resources and
enhance the requlators' role in encouraging community development
lending.

The varied positions taken by the affected parties further
demonstrate that the debate about how best to achieve the goals of
community reinvestment is both complicated and contentious. The
approach embodied in the current CRA statute uses the levers of
compliance examinations and application approvals to increase
community reinvestment lending. The new regulatlons are an attempt
to generate betlter results with less regulatory burden. However,
given the positions of the different parties, 1t is not clear that
the results will fully satisfy all of those parties.

MATTER FOR CONGRESSTONAL
CONSTDERATLON
—————————————————————————————————————————————————————————— Chapter 1:7

1f the concerns raised by the affected parties should persist even
after the regulators have had sufficient time to implement the
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consider

revisiting and

revizing the CRA statute to clarify its intent and scope, possibly
examining alternative strategies for reaching its goals. Such
strategies wight include fncentives Lo strengthen positive CRA

porformance by bankers and additional enlorcement

tequlators to discourage negative porformance.

AGENCY COMMENTS AND OUI
EVALUATTON

authority ftor

With regard to the "Matter for Congressional Consideration” FDIC und

OCC were concarned that congre
has passed for foll dmplemznbatl

prematura, and that further vevisions to

snoof Uhe

CRA

sional action before

suflicient time

revised regulations may e

without

(cedback on the

alfectivenass of rhe revioed requiations could undermine thelr

implementaticon.  OT3 noted that the agenc

conduct a full review of Ve revised rogulatlons b
are tully implenented.  Woe ayree that the regulators have made

extenslive effol

concerns raisced about the offectiveness

modified the walter for aongressional consideration

Congre
revisec

olrjectives of community reinvestwenl are

the CRA statule and regulationsz.

(See rigure an printed edition.)Appendi:

COMMENTS FROM THE FEDERAL FRESERVE
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| CRA ragulations in its deliberations as to whether the

served through

N L T T e e e e L e e k] Chap[-_elj
(5ee figure in printed edition.)

{See figure in printed edition.)Appendix 11

COMMENTS FROM THE FEDERAL DLEPOSIT

INSURANCE CORPORNI'TON

N R N T T T T e R Chapter
(S5e¢e figure in printed edition.)

(See flgure in printed edition.)Appendi= 1IT

COMMENTS FROM THE OFFICE OF THE

COMPTROLLER OF THE CURRENCY

o mmo— === ———rmS oo ST S=ES S =S =SS SSSs===sSS== =T EE= Chaptfz.[‘

4

4

4

2/15/99 5:10 PN



0690l 73

http://frwebgate.access.gpo.gov/eg...(xt&directory=/diskb/wais/data/gac

(Vs
7
6]

figure in printed edition.)

(See Figqure 1o printed odition.)

The following ace GAO's comuents on OCC's letter dated September 2,
14995,

GAO COMMIEENTS
—————————————————————————————————————————————————————————— Chapter 4:90

1. OCC concurs with us that Congress defer revisibing or revising
fhe CRA statute unkil after the regulators have fully implemented 1he
revised regulations, but OCC points out that we are not specific
aboul how much time is sufticlent for full implementation. We agree
with the regulators that they have made extensive efforts to addres:
the diverse concerns railsed about the ectiveness of CRA, but also
recoqnize that Lf Congre: identifies issues of concern, it may want
to revisit CRA to determine whether community relnvestment objectives
are being satisfied. We beolieve that the results of the regulators’
planned cvaluation of the revised regulations 5 years after their
implementation could be usFul For any reconsideration of CRA lssues
by Congress, bul also agree with OCC that the complaetion of a full
examlnat lon cycle would be needed for Congress to objectively assess
the adeguacy of the revised regulations to address industry concerns
and Congress' mandate for community reinvestment. We have,
therefore, wodified our maltter for Congressional consideration to
reflect the need for a sulficient amount of time ro implement the
revised CRA regulations.

2. 0OCC sugyes { that we ncknowledge the value of propeirly exercised
examiners' discretion and expressed the belief that the need for
training has not been heightened as we vreport. On page 60 of our
report, we recognize the fact that examiner judgment will continue Lo
play an important role in CRA evaluations, and we call for clear
guidance and comprehensive examiner training to achieve consistency
in examinations. Also on page 60, we changed our discussion on
training from its need being "heightened" to "created" to ensure the
revised CRA regulations are consistently implemented. Unless
examiners understand how to interpret and apply the guidance, given
differences in banking activities and community needs, examination
consistency may not otherwise be achieved.

3. On performance information, OCC pointed out that only FRB
received and checked HMDA data accuracy but that undev new joint CRA
examination procedures all agencies will check data accuracy. Our
discussion of the requlators' efforts to ensure that the institutlons
they supervise maintain and submit accurate HMDA data is based on our
understanding that the requlators are reqguired to do this during
compliance examinations. We believe that the regulators' experience
in this area suggests a need to establish clear guidance to examiners
for ensuring accurate data maintenance and reporting by institutions,
which OCC suggests will be provided for in the new joint CRA
examination procedures.

4. OCC does not, at present, expect lncreased examlner resource
requirements Lo be needed Lo implement the revised regulatlons due Lo
various efficlencies being introduced to the examination process. We
believe that morve sophisticared CRA analysis software and training
are examples of the resources required to assist agencies in
zuccessfully implementing an elfficlent CRA examinatlion process. We

2/15/99 5:10 PN



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

also agree that over time, experience with the revised regulation:
could result in =ome veduoction in the time required to do CRA
examinations, but at this ime it 1s unclear what effect this will
have on toral posources debicated to CRA examinations, compared with
what 15 requived under Lhe corvent requlations and considering the

additional responcibilitie: placed on examinors.

5. OCC Indichted in its comments that we overstabe the ilmpact of the
Department of Justice opinion on CRA's enforceability. Our

disc ion describes the Justice opinion, which resulted in the
regulators removing frem Che revised regulations provisions Lo use
tormal enforcem=nt actions for CRA compliance.

6. OCC polntad out that vransactlion costs and profitability for
community lendiog roquirs sophisticated models that take into account
all financial foctors.  We agrec with OCC and deleted onr statement
on page 70 about transaction costs and profitability since oo odid not

reflect all relovanl Cinancial factors.  The primary purpose of onr

discussion of transaction coste
that such coshs affcct wnstitutions' profitability and, thereby,
serve as a barrier to community reinvestment lending. We belleve
sophisticated model that takes into a R

le Lo present some pankers' Cconcern:s

<l

scount all financial facltors
affecting the profitability of community loans can best be developed
by a bank that knows the facts and clroumstances specific to the
products and services Lt ol fers to prospecltive borrowers.

7. 0CC questioncd the baszis for our claim that bankers are reguired
Lo sel aside additional loan lo reserves for comounity lLending
based on examiners' assessment of the safety and soundness of such
loans without fully undevstanding the related credit risk. The
discussion pertaining to lowun loss reserves as it relates to credit
risk management represent=s tLhe oplinions or views of some bankers and
community groups. On pages 70 and 71 of this report, we alttribute
this discussion to these parties as a safely and soundness concern
about CRA lending, and on page 71 we state that we did not
independently verify the accuracy of these claims.

(See figure in printed edition.)Appendix TV

COMMENTS FROM THE OFFICE OF THRIET

SUPERVISION
============================================================ Chapter /4

(See figure in printed edition.)

See comment 1.

(See figure in printed edilion.)

(See figure in printed edition.)

S5eec coumnent

(See figure in printed edition.)
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(5ee fligure in printed edition.)

The rfollowing are GAQ's comments on OTS' letter dated September 12,
1995

GAO COMMENTS
————————————————————————————————————————————————————————— Chapter 1:10

1. OT5 suggested we add & statement to round out the discussion on
page 3 of the execultive summary that the regulators acknowledge theso
three challenges and are worklng toge Fhem. We
bhelieve OTS' pouanlt is made through the agency responses and oun
comments bo Lhose rasponmen.

ther to address

2. OS5 pointed ocub that various sections of the draft report
indicate thal not all industry problems can be addressed through
regulations and suggested we provide a clearer explanation of the
problems addressed and not addressed in the revised regulations. We
acknowledge, on page 54 of the report, that the regulators' draft
regulations included provisions to use formal enforcement actions,
such as cease and desist orders, to enforce CRA compliance. However,
we also point oul that in December 19894, the Department of Justice
issued an opinion that CRA did not give regulators legal authority to
use formal enforcement actions to enforce CRA. We do not take issue
with the regulators' proposal nor do we take issue with Justice's
opinion. The result, however, is that the bankers and community
aqroups concerns about CRA entorcement were nol addressed 1n the final
requlations.

3. 0TS suggested that our statement thalt the revised regulations
have increased eraminer responsibilities, heightened the need for
comprehensive examiner training, and increased the amount of
resources needed to effectively complete examinations may be
premature due to the efforts OTS is undertaking to address those
issues. In our discussion of rescurce reguirements under the revised
regqulations, we point out that examiners have additional
responsibilities which may increase OTS' examiner resource needs. We
believe that more sophisticated software, training, and other similar
tools are examples of the additional resources that will be required
if regulators are to successfully achieve the anticipated
efficiencies in CRA examinations. The regulators are initiating
action to implement new procedures and make their CRA compliance
systems more efficient. However, it is not clear what impact such
action will have on examination time and resource needs.

4. OIS pointed out that the regulators have agreed to conduct a full
review of the revised regulations in the year 2002, 5 years after
they are fully implemented. We believe that the regulators' plan to
conduct a full review of the revised regulations is a positive step.
The results of this review could be useful for any reconsideration of
the CRA by Congress.

5. OTS expressed concern over our statement on page 19 that the fair
lending laws overlap with CRA. Our discussion of the fair lending
laws and their relationship to CRA has been modified. We detevmined
that the use of the term "overlap" may distract the reader from the
major point of the subsection, which is to point out that the
objectives of the laws and some of the toocls used to evaluate
compliance with them are similar.

6. OTS stated that our discussion of the OTS specialized compliance

710f73 2/15/99 5:10 PM
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exawination program did not accurately veflect the development of
that program. Discussion of the OTS compliance program on page 21
has been changed to reflect the sugagested clarification of the
proguam' s developnent.

T 0TS suggested Fhalb our cdascussion on o page 33 of the requlbatonrs!
use of cnforcement action: tor CRA vielatlons lmplies that the
regqulators should have Loahen more stolngent actions.  The purpose of
our discussion of enforcemsnt actlons is to objectively present Lhe
Facta. Tt does not attempt Lo make an oo sment of what reqgulators
should do.

8. OIS pointed out thal we incorvectly stated that it does nob trachk
information on enforcement actions that include CRA violations. We
changed our discussion of OTS' ase of enforcement actions for CRA U0
reflect the intormation provided.

Y., OTS was concorned that our discussion, on page 63, of Lhe
requlators' success in examlning thelr dlnstitutlons for CRA
compliance was misleading and did not sofficlently diflferentiate the
performance of the requlators in the same way as was done in othe
sections of the report. Our discussion of the regulators' success
examining institutions within a 2-year time frame was meant to make
the point that they have not been succ ful in examining all of
their institutions within thelr established time frames under the
current CRA regulations and that this problem could worsen under the

revised regulations in light of increased
The figures provided by 0TS in lts comments, that it completed 96
percent. of ity required eoaominations o 1992, 91 peroent in 1993, and

39 percent in 1994, in our view, support this polnt.

aminelr responsibilities.

MAJOR CONTRIDBUTORS TO THTS REPORT

\
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was done by the comrmittee in bringing
this matter to the Senate floor.

1. again, thank Chairman D'AMATO
for his skillful work in developing the
legislation to this peint and bringing it
to the floor of the Senate.

Mr. President, I yicid the floor.

Mr. GRAMM addressed the Chair.

The PRESIDING OFFICER. The Sen-
ator from Texas.

EMEAGRAMM. Mr. President, let me
add my’ volce to those who have con-
gratulated Senator D'AMATO and Sen-
ator SARBANES for this bill. I believe
we have put together a good bill. 1
think 1t iz a dramatic {mprovement
over thae House bill. It does. for the
first time, in an effective manner begin
to look at capital requirements and
gafety and soundness, azd, in doing 8g,
it will dramatically improve the qual-
ity aad regulation of crédit unions all
over the country..l think those who ara
part of the credit union movement
want people to know that their depos-
its are safe, sound, insured, regulated
and protected in the savers’ interest.

Second, the bill, for the first time,
begins to put appropriate limits on the
amount of busineas losna ‘that credit
unions can make There are those who
believe. and I happen to be one of them,
that.credit unions were chartered ta
provide consumer credit t0 their mem-
bers as part of a cooperative effort. A
dramatic: movement  of credit. anions
into commercial - lending would cir-
cumvent the whole {ntent of the credit
union movement, and in My opinion, it
would be a negative factor. on. the
progress of the credit-union movement.
In thie. bill,. we for the firat time set
limits on the amount of credit union
.asgets that can go .into commercial
loaps. That ia a very positive stepn.

We deal with the common bond issue,
dnd we settle once and for all the prin-
ciple that every American ought to
Lave the right to join & credit union—
pot any oredit unton—but join a credit
union within an appropriate field of
membership. it my view, and I belleve
that we acbieve this with this bill, that
it should be possible for every Amer-

{can ¢itizen to flnd an appropriate fleld.

of membership by which he or she can
associate with others, and have the op-
portunity to join a credit
affiliate with that credit nnion if they
choose to do 1t. :

thiz bill. T am a stroDE SUPPOrter of the
bill. I {ntend to vote for this bill, but
there is one provision im the bill to
which I am-very strongly opposed.

" In thia bill, for the firat time ever; we
begin
direct credit unions as to how they-will
ase their members’ money. In this bill,
for the first time ever, weo begin the
process- of telling - oredit unions that
the government is golng. to allocate
some of a credit union’s resources to
promote & “public. purpose,'’ even
though it may not-be the purpose of
credit union members. I believe that
“not only 18 this very bad and dangerous
publie poliey, but 1 think the logle of it

to have the Federal Government
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{s totally lnapplicable to credit unions
and the credit union movement.

The name—It 1s a wonderful sounding
name for a program that has nothing
to do with any one word in the name—
{s Community Reinvestment Act. In
this bill, for the flrst time ever, we
apply in three different ways this Fed-
eral mandate and ¢redit allocation to
credit unions. -

Let me explain why, despite all the
arguments you can mak® on the merits
ar demerits of- the Community Rein-
vestment Aot, why it does not belong
on this bilL S oo
~ Credit unians are woluntary, private
assoclations. They are nonprofit orga-
nizations. They are tax-exempt argani-
zations. They represent g collective ef-
fort of members. to pool thelr savings
with a common -objective. - They pool
thelr savings and they lend to each
other, tha members of thé eredit union.

. In doing so, they: perform & cooperative
eredit. function.. In many. cases, they
- provide credit that would not be avail-
able, certainly at rates that would oot
be available, in mapy cases, to the con-
gumer. o .

They are not.in the busineas of pro-
_moting any broad, general .purposes,
auch s the general welfare of the coun-
try.or the-community.They ara small,
private associations that are organized
tor the purpose of promoting the wel-
“fare of thelr members. The whole pur-
. pose is to-pool nickels, dimes and dol-
jars to bulld a cash base that can be
. lent ‘to membery :for ‘things “such as.
buyling & new car or new truck, buying
anew tractor. . - . v i

The. objective of ihe credit union is
to promate the interest of credit union
members.- It 18 not a for-profit organi-
zation, and there.is no logic'to -apply-
ing to it a provision of 1aw where the
Government adds an additional man-
date that the credit unlons should di-
rect the .money of .those members to

. .support some end other than ‘the well-
being of the people who put up the
money-in the first place. :

Let me axplain how this works, and 1
want to read you 8ome language—in
my mind, shocking languag
been included in this bill in the Houss,
and language that I belleve ghould be

ArifeR and T femoved: T

in the bill, the House has set Up this
requirement for a Federal mandate and
capiral allocation that goes by the
name of community reinvestment. I
will talk in-a moment as to why this
provision bas nothing to do with com-

nunity or reinvestment.

This bil] rnandates that credit unions
conform to thia-Federal capital alloca-
tion. Here is how it is deflned, and here
i3 basically how it works: .

In three differsnt places, we have a
reference to it in the bill. The Arst wWay
that the bill would measnre whether &
eredit union is complying with this
Federal mandate allocating thelir mem-
bers’ hard-earned money is on page 58
in new section 215. In subsection (b), 1t
is set out that credit vndons have to
comply with this comqununity reinvest-

o—~that has.
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ment. and that in doing 50, they will he
regularly evaluated by the Federal
Government, and their record wlill be
looked at to see if the eredit unlon is
“providing''—I want you (o remember,
that is “ing'"—". . . providing affard-
able credit union services Lo all indi-
viduals of modest means . .. within
the field of membership of the credic
nnion. . . . ¢ .

In other words, in this section, the
Federz]l Government will evaluate
whether or not this credit unlom. in
making loans, in allocating the money
of the peaple who have joined the cred-
it union, 18 providing affordable serv-
ices—and I don't know how you deflne

affordable.’” I think I know how you

define “providing:” you test whether
they are actually doing it, although ]
could imagine .Bome .very interesating
and intrusive «nethods of testing that
the regulators might conjure up. But

.the test of *“‘providing’’ can be & very

rigorous teat, since the standard 1s pot
whether the credit union is offering it
gervices, {t 18 not whether they are try
ing to do.it. They are required to do it
They are to be “providing’'—you ar
evaluating whether they are ‘.. pro
viding affordahle. credit union service
to,all individnals of modest medns . -

within -the fleld. of membership of th
credit unfon.”™ - -

‘You need .to .understand, fleld ¢
memberstdp and membaerskhip are Iw
different things. A redit unjon consic
ers itpelf. successfnl if it {5.able to ge

about .20  percent of the people wh

could join that credit unlon to join {

So. that in’ any- field of membershi:

* normally about 80 percent of the peop.

in the field of membership who were b
vited to jofn the credit unlon, wha we.
{ovited ‘£o .put.up- thelr money, sa
#No, I.don’t want O joln your cred
union: I.don't waut to pul my mom
into your credit union.” But the fr
provision of this bill requires that
credit union, to comply with this le
on Federally mandated . capital alloc
tlon, must be.‘. .. pravidicg affor
able’’—and where are thess Serms é
fined? Nowhere—*‘credit union gervic
to.all individuals of modest means .
within the fleld of membership.”

Now, I do not believe we ought to
forcing credit ~unfon members, who T
up their own morney, O provide se:
ices to peopie that bad an opportun.
to join the credit onion bub decided 1
to foin it. I think that violates !
whola spirit of the credit union mo
ment becanse a credit union is a c0
arative, and If you want credit un
gervices, you join the credit union. ¥
participate in putting up ‘the cap!
and you-apply for loans or servi
from the credit union.

The aecond evaination hasg to do ¥
community aredit unions. And tb
are credit unions that serve ai en’
community. This second provision
quires that credit unlons. are “‘m
ing"—not trying to meet—and Dl
note, the law does not say thal
woffer'” services, that you offer caff
able'’ services, whatever that mean
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all people of modest means within your
fleld of membership. The law requires

. . that you “provide” it.

Now, the second reference is,- that

ou are “meeting the credit peeds and
credit union service needs of the entire
flald of membership of the credit
upton.” That {3 on page 58—'"the entira
field of membership. * * =

So again, you are in a community.
This little credit union is providing
services to people In a town with 5,000
people; roughly 20 percent of those peo~
ple have joined the credit union. But
this law requires that they provide ‘‘af-
fordable” gorvices—whatever that
means—to people who did not even join
the credit union. How can that-be
right? Clearly, 1n my opinion, it cannot
be right.

Now, the third case, very similar to
the first, except the language geta even
more grandiose. Imagine writing 4 Fed-
eral law where you can threatan the
deposit insurance of a credit unton and
put it completely out of business. If it
does not have Federal deposalt insur-

anca, it 18 oot going to be able to oper--
ate. This law applies to bhoth Federal

- credit unions and State credit unions,
as long as they receive Federal deposit
insurance.

Listen to this langunage.. You have
regnlation to see if the credit union is
vgatiafactorily’'—satisfactorily, mind
you—‘providing,” ‘‘affardable’—I do
not know how you define these terms.
I have discussed “‘providing.”” The cred-
it nnion is actually doing it. It iz not
“affering’” services; it is “‘providing’”
them, sarvices are being accepted and

recalved. ot ‘just offered. “Satdsfac-

torily” is an undefined term, satisfac-

tory to whom? ‘‘Affordable’ is unde-.

fined and undefinable —that the ‘‘cred-
it nnion'is satiafactorily yroviding af-
fordabhle credit union services to all In-
dividuals of modest means within the
fleld of membership of the credit
union,” whether or not they join the
credit union in the first place.

Mr. President, this proviaion does not
belong in this bill. Thia provision iz pi-
racy. This provision came about be-
canse we have a crisis in the credit
union movement because of the court
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banks, and if this bill passea un-
changed, they will be extorting Te-
sources from credit unions. Here 18 how
it works. And I am going to give you
some examples. And you are going to
be shocked by these examples,

What happens is that periodically
you have this evaluation that is made
public, aud whether or not the evalua-
tion ls satisfactory, you have a group
of peopla who show up {rom varlous or-
gaaizations to tell you how to use your
resource for their benefit. ACORN is
very active in this effort, and there are
many other orgadizations, it I3 a grow-
ing industry—they show up at the bank
and -they say, *‘You're not rmeeting
your CRA reguirements. And here are
some things we want you to do. And if
you'll do these things, then we will say

that you're meeting these reguire-

ments, and we will stop protesting for
now."” :

It works like this. You have a bank
who may have & perfect record on CRA
requirements, but they want to merge
with another bank. Even though they
may have never bad anything other
than ' an exemplary rating, protesters
can enter the process and challenga the
merger on tha' grounds of commumity
reinvestment and cost the banks mil-
lions of dollars because of the delays

-fhet thelr proteats cayge.
Now, let me give you two examples of

where this has occurred.

‘The first 1 will refer to happened In
1989 i1 California.  And let me aay, Mr.
Prestdent, it i{s bard to get banks to
talk abaut this. I.recently spoke to the
CEO of a rmajor Fortune 500 company,
and.] mentioned to him an effort I am
sapporting, an effort Scnator SHELBY is
undertzking to provide CRA relief for
small community banks. When I men-

.tioned CRA, he said, “It's extortion.”
It I called him up and asked, “Could Y

use your name?”’ how many-peaple who
are being extorted want their name
used? They do not. They are afrald to
have their name used. When & CEQ of a
Fortune 500 company in America is
afraid to say his mind publicly. to ex-
pose extortlon, something is wrong in

Now, let me give you my examples

ruling, a crisis which requires congres-
slonal action. And what those In the
House, who put this provision in the
b1ll, have, In essence, sald is, that in

order to resolve your crisis, you have

to pay tributs. And the tribute you
have to pay {8 that we are writing a
provision of law which says that every
year you will be evaluated by & group
of Federal bureaucrats who will deter-
mine whether you are satisfadtorily
providing affordable credit unlon serv-
ices to people who are no% even mem-

bers of the credit urion. And then they

will puhlish their findiogs. .

Now, what does this produce? What
this produces is a situation where you
literally—I am going to use sgome
strong language here; and I mean every
word of it—this produces a situwation
where literally you have professional
protesters who exrort resources from

and offér my amendiment, and then we
will dek :

QA%
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they_saught to:.mergeJopboaition was

Todged=under: the TCRA7 provi&ion

baniclng law: and o order for Yiéss Prod

testsa’to. be withdriwn: 80 sthat’ delays

you what they did. :
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the merger. That would be a vary inter-
esting inquiry.

Next, California First Bark commit-
ted that 60 percent of the employeesg
placed in middle and senior manage-
ment positions within the next 6 years
would be minorclties and women. and
finally, they committed to appointg
three minority and women directors.

That is what they had to do-in order
to get the right to merge with another
bank. Now, listen to this next one.

Sumitomo Bank of Californla—now I !
do” mot “kmow,”'but’ I guess that”
Sumitomo Bank is'a Japanese affiliate. )

I think 1t is rélevant. because I want /
- you-to pub.yourself in -this position. ’

Let'us assume that an Ohlo bank had 7
opened an affiliate in’ the Dominican

-Republic ' and 'that. séme  govelnment

agency there had sald that, *'You are_
not. meeting your CRA requirements.””

And then they published that, and then _ :

a groud of people came to the bank and

sald, “We want you to do some things ¥
s0 that we then will tell the govern-_?

ment "that you are mesting these re-
quiremnents.” [et’s see what. the things
were that our Government io effect
forced this bank to do. Let ma read to

)

r

No. 1, $600 milljon was committed to /09.

CRA-related . loans. No. 2, the bank
committed to spend 2 percent of in-
come on charity, nanprofit organiza-
tions, with two-thirds of the maoney
going to inner-city development, this
being cash, grant money. No. 3, the
bank committed to appoint minority
board members. No. 4, the bank agreed
to appoint a paid five-member minor-
ity advisory board to consult with
management. And, No. 5, the bank
agreed to give 20 to 25 percent of out-
side contracts to minority-owned ven-
dors. :

Now if that happened to an Ohlo
bank operating in the Dominican Re-

" public, what would you call it? I would

call it extortion. That is what I wowld
call it. I wounld call it extortion, eor
maybe even expropriation, a taking of
private property.

Now, how does something like that
hsappen? How it happens is that we let
peaple write into law provisions like
“‘gatisfactorily providing affordable

services,” which Ho oné oau dafime. Mo
gte this dgajn on Monday. . body kmows what it means, and if you

i,hn.ve' to comply—a regulator that 1s
Lwilling to let protess groupa file objec-
8. flons to banks merging, for example,
L ¥y simply the ability to hold that
.merger up—they are able to extort re-

BOUrces.

conld be ended and the merger'could’go”? Now, I could go on for quite a while

forward, here"{s WHAt'California’ Firet ‘and add to the list. For example, when

‘tributions, cas

Bank-sgreed” tor"One;” §§-[Hieréase pur-

chasss’ frofir - womien - aNA “MnOrity

owned ‘vendars’_to_ 20, pergent. of ‘pur-

Fohages WIGHS the next S yeard. Second,

“givé“charitable con-
the amount_of 1.4 péréent:of income in’
1989 and 1.5 percent of income in 1950.
Now, I do not know this, but i{ I were
2 U.S. attorney in that district, I would
o look and see If they gave those con-
tributions to the groups that protested

they . agrasd -to

i wanted to mer
.Chicago. But what do you think hap-
peied when they flled that merger?
_What happened was, they had & group
of protesters who showed up, who filed
28 boilerplate abjection which could be
awn up in 15 minutes by any lawyer
Y who deals in this area. [ am sure the
bank president said, “Well, we have an
exemplary CRA record.” The
protestors said, '‘We have objected to
your merger.”’
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So weeks go by. time goes by. and
this is the Woodstock Institute that
ohjected tn Chicago—I hetter be careful
to get the name right—yes. Ln Chicago.
the Woodstock Institute objected. So
what happens in such cases? The bank
ends up allocating the resources of Its
stockholders in order to eliminate the
objection just to be able to move for-
ward with its business.

Now. let me read a quote to just show
the arrogance of these people who we
are empowering under these laws. For-
give me-1f I get a little excited about
it. but it is the kind of practice T hate
worst. This comes from the proposed
merger of NationsBank and Bank of

merica. They have received outstand-
ing grade t in spite of their
uhprecedented billion CRA pack-
ages of loans and services o inner cit-
les, et cetera, CRA activists are ralsing

ests a st the mergerj One of the
‘activist leaders has sald the follow-
ing—remember, this s about ‘banks
that have exemplary CRA records, at
least according to the Government reg-
ulators who regulate this activity.
These banks hava exemplary records.
But here is whal the protester sald,
“We will close down their branches and
ensure they fail in California.” That iz
what they said. “We will close down
their branches and ensure they fail in
California. This 1S going to be a street
fight and we' re prepared -to engage in
ft.”

‘Do you know whar, this rerminds me
of? This reminds me of a lttle frnmi-
grant astoreowner. He and his wife and
three children are rTunning a_little

store, and these great big hoods come-

knock on his door. They come in and
say, “Somebody could do you some
harm. There might be peopls who could
come and break in your store, steal
vour goods, They might beat you up:
they might break your arm. But I will
tell you what we will do. If you will
pay us 5 percent of whbat you earm in
this store, we will see that; nobody
comes and breaks your arm.’

That i what this reminds meé of..

That is exactly what this. reminds me
of.
Now, I daon't like ‘the fact that it is

- —going on-—Some-day L will get rid of it._

Some day this ts going to be.gone. I in-
tend to speak out on this for s6 long
with such great pasaion that in good
time Congress 13 ultimately golng to
rise up and stop this. That is not likely
to happen here Eoda.y, but some day it
will happen.

What I don't want to-do {s, I don't
want to start this busineas with credit
unions. Now, [ am sure that. we. are
going to hear from someone who will

say credit unions don't support this

amendment. Well, the .credit unions
have been told,
Gramm amendment, and maybe your
bill won't get passed. You support this
amendment. and maybe the President
won’t sign your bill. You support thie
amendment, and maybe it will mean
endless delays.” Now, that is like say-
ing to someone aticking a gun to your

“You support the
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temple. saving, ““You feel good about
things. don't you?”

We will vota on this amendment on
Monday afternoon.

I don't want credit unions to have to .

be evaluated on whether or not they
are providing satisfactory, affordable
servi¢es to peaple who dldn't even join
the credit union.
AMENDMENT NO. 333§
(Purpose: To strike ‘frovisions requiring
ccedit unjons to use the funds of credit
- usion members to sarve persons not mem-
bers af tha ¢radit union)

Mr. GRAMM. Mr. President, as a re-
sult of not wanting that to happen, I
send this amendment to the desk to
strike these provisions, and I ask for
{ts immaediate consideration.

The PRESIDING OFFICER The
clerk will report.

} The bill clerk read as fonows ,

The Senator from Texas [Mr. GRAMM] pro-
passs an amendment numbeared 3336,

Mr. GRAMM. Mr. Preaident, I ask
unanimous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. Without
aobjection, it is 50 orderad.

The amendinent 18 a3 tullows: :

Strike section 204 of the bill and renumber
the sections accordingly, and beginning on
page 45. line 24, strike all through page 46,
_line 4, and redésignate subparagraph (E) and
(F) on page. 46 as subpa.n.eraphs (D) and (E),
raspectively. -

Mr. GRAMM, Mr Pre&ldem: it is my
understanding -this will ba the first
vota we have on Monday. It is also my
understanding that there will probably
be an hour set aside so each side will
have 30 minutes to debate the amend-
ment. Rather than stay around today
and debate it, I will use my 30 minutes
on Monday. -

I thank juy colleagues for thefr in-
dulgence. This is an important amend-
ment. We ought not to add these oner-
ous CRA provisious to credit .unions,
which are investor owned, which are

get up as cooperatives to gerve the peo-

ple who are members.

‘Imagine, for example, in New York
where you have a credit union that was
set up 80 cabdrivers could save their
money and lend it to one another, and
the loans, then, would be made to buy
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The PRESIDING OFFICER. The S«
ator from South Dakota.

Mr. JOHNSON. Mr. President, I r
to address the overall issue of the leg
lation before the Senate. H.R. 1151.

I want, {lrst, to commend Chairm
D’AMaTOo and the ranking memb
Senator SARBANES, for their help
this legislation getting to the floor {:
timely fashion.

1 will not address the isgue raised
my colleague {rom Texas. I know th:
are others who will want to talk abec
that At much greater length.

There {3 an underlying legitimate
bate there about whether.an indust
that benefits from Federal insuran
Federal regulation assuring that ind
try's stability and long-term viabill
should, i{n turn, have to commit ite
to malkdng investments back inta
own corununity or not. That deb:
can go forward. But -I want to t
“briefly about the underlying bill.

As we all; I ‘think, understand,
lowing the Supreme Court's decis
earlier this year, the credit un
membership of some 20 million cre
union members all across America ;
been in some jeopardy. There was !
tiglly legislation offered in the ot
body that was designed simply to ov
turn the Supreéme Counrt decision. ~
other body chose ot 'te do that. Ne
theless, they did reach & compror
bill- that” passed {n April on an o
whelmingly vote of 411-8.

Following that debate, and passag:
that legislation, the Senate Bank
Committee took up our version of cr
it union legislation, with the, unc
ata.nding that prompt. action was
fact, needed. But again, rather ti
si.mply chooslng' to overturn the
preme Court, decision and rather ti
simply ehooaing ta pass the legislat
passed {n the House, the Senate Ba
ing Comrnittee orafted its own vers!
strengthening slgnificantly the )
guage of that original H.R. 1151

Now, there 13 a compromise {nvol
here.. Most Members. in this body,
many. Americans, are members of t
credit urions and baulks. It {z imy
tant. that they both be viable, str
contributors to our national econo

a Madallion so -somebody camid owrn ~1t-hasalwaysbeen—and-it iz the nat

their own cab. i

Now, with CRA, the Faederal Govern-
ment comes in and says, “Hey, how
many loans have you made to people
who saren't members of your credit

- union who could have been—they are in

your fleld of membership, buk they
d{dn't choose to join your ¢credit union;
how many Medallions have you helped
them buy?"

So Joe Brown, who put money .iato
the credit unton. for 15 years, finally
gets to the point whére he thinks he
can buy his Medallion, but bacause of
this provision, the credit union has to
take Joe's money and lend 1t to some-
body who never joineéd the credit union,
never wanted to be in the credit union.

If you can defend that, good luck.

I yield the floor.

of compromises—that some will
away not enm‘aly satisfled, but, oh
other hand, we can reach that Bala
that will allow both the banking
credit union industries to go forwar
a fair &nd_ competitive fashion. ‘I
certainly, at least, 13 the goal of
legizlation.

So in the course of crafting this
we were able to arrive at bipart
agresments on the level of restrain
expansion of credit unions that o
to be put into legislative langn
There are some who would rather }
no restraint whatsoever; others we
rather have much greater restrain:
what definition of ‘‘common Bond
nsed. We did reach a level of restr
in our legislation that; for the
time, now exists. I think perhaps, 1
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Mr. President, so it is my under-
standing that after the defenge author-
ation bill is considered tomorrow, we,
1the early afternoon, will move to the
Mmternet Tax Freedom Act. There will
be a number of relevant amendments. 1
belfave they can be worked out, includ-
ing the Bumpers amendment. And I be-
lieve that we can move forward and re-

solve this very important bill very rap-

1dly. :

I thank my friends on bhoth aides of
the aisle. I understand there are
strongly held views. I belleve those
views will be given the consideration
.~ they deserve during the debate on this
Vvery important place of legislation.

Mr. President, I yield the floor.

Mr. GRAMM addresased the Chadr.

The PRESIDING OFFICER. The Sen-
ator from Texas, : .

FINANCIAL SERVICES ACT OF 1998

Mr. GRAMM. Mr. President, I came
aver this . evening to speak briefly
about H R. 10 and where we are in our
efforts to bring that tmportant bill to
the floor of the Senate. I want to ex-
plain to our colleagues the concerns I
have—those concerns are shared by
Senator SHELBY and by others—and ex-
plain the compromise that we have
proposed in the hopes that those who
are for this important bill will prevail
upon those who are holding back on
saching & compromise on a key iasue

the bill, and who by deing so are
<opardizing enactment of this impor-
taaut legislation. .

Let me try, as briefly as 1 can, to lay
ont where we are in terms of the par-
lamentary aitnuation, what the issue is
that 18 contested in this parliamentary

“"maneuvering, why that issue is so In-

portant to me, and what we can do, {n
my opinion, to resolve 1it.

First of all, thanks to the great lead-
ership of Senator D'AMATO in the
Banking Committee, we have put to-
gether a comprehensive Inancial mod-
arnization bill. While there are atill
parts, in my opinion, that need to be
changed, it 1= a good bill. There are

many- provisions-of the bill -bha.tf]:-»mw—mg—tbe—GRA—mqutrementa-.—’I’his-iﬂ—anf-Mrmd—md—bam forced to malke cash

port. I congratulate Senator D'AMATO.
I have to say that getting this bill
through the Banlking Committee with
as ltule time as is left {n the legisla-
tive session and bringing together most
of the disparate interests that are ulti-
mately represented, benefited or hurt,
in a bill like thia is ome of the great
legislative achievernents that I have
sean: I congratulate Senator D’AMATO
for his effort.

Unfortunately, I cannot and do not
support the bill in its current form.
. While there are many provisions of the
bill that I do support, and while I
would like to gses the bill become law,
and while If this problem could be dealt

ith I could step aside and allow the

1l to comea ta the floor af the Senate,
with. this problem now pending. I am
opposed to the bill.

Now, what 13 the problem? The prob-
lem has to do with a provision that
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souncs inacc:ant anough. In faet, per- lending momney in the co
haps iy sounds good to the ears of they serve. But when\Baak

some. That i8 the so-called proviglon announced a merger w
for community reinvestment. These even though Bank of Am
are provisions of 1aw that were adopted highest ratings of any bank in America
without 2 whole lot of debate in the in lending in the communities that it
late 1970a. The objeotive of these provi- sorved, professional plotesters came in
slons of law was to foroe bankg to lend and opposed the merger and demanded
money in the communities 'In which concessions from the bank. In fact, one-
they were operating. The assertion was ©f the spokesman for the protesters, ig
made that there were a lot of banks making demands on the bank that has

" unjustified intrusion into banking, in

"has become a vehi¢le for fraud and ex-

that were simply taking deposits an
using them in other areas of the coun
try and that, therefore, there ought t
be a provigion of law to require ban
to meet the lending needs of their local
communities. o

Now, the purpose of the Community
Reinvestment Act, or CRA, was ta ea-
tablish a procedure for an evaluation of
whéther or not banks were making
loans {n the communities where they -
were chartered or whether banlks had
slmply become deposit takers and were
taking those deposits and making
loans somewhere else or buylng govern-
ment bouds or whatever other activi--
ties they might he involved in.

I personally don’t think much of hav-
Ing the govermment require baniks to
use their ecapital in a particular way
pleasing to the govermment or some
goverument. functiorary. It sort of
strikes me as crony capitalism It is an

my opinion.

However, that is not what I have
been objecting to in connection with
this bill, nor {s this government-di-
rected capital allocation the only prob-
lem with CRA. The aspeot of CRA in
practice that I wish to dring to the at-
tention of my colleagues is that CRA

tortion. In faot, as strong as it may
sound, the Federal banking regmnlators,
through their da of appro ol a

plications, actually Stréngthen Eﬁe
HANJS [ U560 EITTH- I

Let me glve an example of how this
works and how 1t 18 abused Banks peri-
odically have to be evaluated for meet-

evaluation done by the Federal bank.’
ing regulators, at the conclusion of
which they give a bank a rating. When-
ever the bank wants to engage {n some
activity that requires approval of the
Fadaral Raserve Board, or of the Comp-
troller of the Currency—Llke opening a
new branch, merging with alother
bank—they have to make an applica
tion. Any person or group 6f persons
can file a protest to that -action in the
pame of CRA. They can do it aeven
though the bank may have an excellent.
rating in 188 last evaluation of its com-"
munity reinveatment activities.

For example, when Senator SAR-
BANES, who I8 & strong proponment of
this proviasion of law, talked about the
law, he pointed out that perhaps the
bauk that has done the ‘“‘best job” of
meeting community reinvestment re-
quirements was Bank of America, that
they have gotten sterling ratings for

the best CRA record of any bank in
America said;

We will close down their branches and sp-
sure they fall {n California. This 13 golng to
be a street fight and we are prepared ta ep-
gage in it. .

So hera i3-a bank, Bank of America,
that hag the best CRA rating of any
bank in America, and yet when they
apply to merge wo have professional
protesters come in and protest  and
threaten to delay their merger and ul-
btimately strilte concessions from this

Now, what
be

munities they serve, But what CRA has
turned into is a vehicle for extortion,
whereby banks are accused of not
meating the CRA requirements, wheth-
er they have an excellent CRA record
or not, but the protest are withdrawn
in exchange for agreeing with
protestors to meet a serles of demands,
and often these agrsements include
cash payments, thinly disguised as do-{-
nations. Banka are being required to
make cash payments to the profes-
sional protester groups. They have, in
the past, under duress in my apinion,
agreed to donate a percentage of their-
profits to the very institutions that
hava fllad protests against their ac-
tlons with the Federal regulator. They
have been forced, in my opinion, under
duress, into agreelng to quotas and set-
asides in hiring, in purchases. in pro

under a provision of la
that was supposed to encowage baanks
to lend in the communities that they
serve, we now hsave banks being ex-

payments which are little more. than
hribes, heling forced to set up quotas
and set-asides, being forced to give con-
hesafons to people who are "selling
Foods and services, being forced to
gree to hire and promote based on

ge other than merit. Needloas

ay, there a-gFOWing cohcern about
38 in America. That concern is re-
flacted In the Senate where we rejected
a proposal to extend this CRA require-
ment to credit unions. We also had
strong support to exempt small banks
from the CRA requirement. .
Now we have before the Senate a bill
that would try to promote a more com-
petitive flnancial structure in Amer-
ica, a goal I very much support and
have "advocated for years. So let me
make it olear, I am for legislation. But
unfortunately, the bill has four dif-

ferent provisions thaf dramatically ex-

pand CRA powers, and in essence, give
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the Faderal Governrent, for the first
time, the ability to impose penalties
on banks, and sven to impose penalties

_on nonbanking subsidiaries and affili-

ates, a3 well a3 create new hoops and
new hurdles that banks would have ta
Jump through to get certification as fi-
nhancial services holding companies or
Lo engage in certain activities in sub-
sidiaries.

What this would do s literally set up
the vehicle for billions of dollars to be
extorted from finaneial institutions in
America by people wha are professional

protesters. You can hire groups to g@‘ﬂﬂi

to your hometown and stage a profes

sional protest under the name of CRA, a

with the objective of extorting banks
aad forcing them to contribute, foreing

them to make cash payments, and fore- .

ing them to do things that are an em-
barrassment in an economy . that has

‘always been the freest, most homest’

-~

and most transparent economy in the
world.

Now, when we set out to write this
new major piece of legislation,; particu-
larly since {t came over to us from the
House of Representatives very late in
the session, it appeared. for a tima,
that we reached an agreement that in
this legiglation we would leave thg
CRA battle alone, that this bill woul
not be used as a vehicle either to ex>
pand or reform CRA. That s to gay
that people like Senator SHELBY and
nyself would not use the bill to try to

:peal CRA or reform it, something we
very much favor; but we asked those on
the other side not to use this bill to try
to expand CRA. That effort apparantly,
broke down, and we have in the

we are going to oppase tuis bill as long
ag these provisions are in tha bill, as
long as the bill is not neutral with re-.
gard to CRA. )

Now, I wagt to rnake it ¢lear that we
are willing to work out an agreement.
I want to go on record here today as to
what we nre willing to do. I Bee that
my distinguigshed colleague, the senior
Senator from Alabama, is here. Let me

‘Spaakr-for-both vf us ToT R mOment, ahd "

then I will let him spealk for himself.
We are willing to do either two
things that could expedite the consid-

)

éTation of thig BIIIL No. I, We are will-
{0 0 reach gp_sgreement whars Lhe
bill wonld be(sflent o community reiy-)
YastmentWe Would not seek to repeal
¥, we would not seek to reform it or
restrict it; we would leave this evil
where it lies. But we would requir
that 1t not be expanded. o
When I made this proposal in the
Baniing Committes, it reminded me of
Lincoln's position on slavery in the
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that proposal today, as much as T am
opposed to CRA and believe that it is
powerfully abused. If someocne is rep-
resenting the interests of banks or se-
curlty companies, or insurance compa-
nles, and they are for this bill, all they
bave to do to get this bill ,pefore the
Senate and in a positlon where it can
bacome law is induce the people who
want to expand CRA simply %o agree
with us to drop the CRA provigions
from the bill. Proponents of CRA won't
try to expand CRA. and we won’t try to
use this pill a vehicle to overturn those
hat already exist in law.

a.lte!'ns.r.ive proposal that
Frary ade in writing, both to the
minority members on the commifttee
and to the chairman, {3 a proposal that

says the following: the bill would gx-

pand CRA to d

al e formation of the new financial
8t under

N €r words, just as, ©
fofmation of a bank holding company,
CRA performance oan be evalnated in
connection with the creation of a fI-
nagcial services holding company. But
if we are going to expand CRA in that
manner, there are
that we want, and hat nei-
ther of these reforms I8 unreasonahla-
The first reform w

T8 ending in th
you serve. Under thisa-reform—we
d have alstrict prohibition against
ks, oagh pay

; dea that professional protesters,
as part of withdrawing their protost
and letting banks prooeed with their
buginess, would then he hired by the
bank In an advisory capacity to advise
them on various i{ssues conjures up {n
my mind the ‘‘protection” racket of an
earlier era, where the little merchant
had the gangstar come into his place of
business and. say, *“‘¥ou know, some-
body couwld come in here and do you
some real harm, and I am willing to
protect you." o
Now, some people -have said—belng

gritical of Senator SHELBY and . .my- ..

self—well, the banks aren’t complain-
Ing. Well, the plain truth is that many
of the merchants who were being ex-
torted by the gangsters were afraid to
complain. But it was wrong and we did
something about it. You can call up
the President of any bank-in Americe,
or any head of any Government regil-
latory agency and, if yon have their
confidence, ask them off the record, “Is
CRA, a8 it now -works, extortion?"
They are going to tell you, in all prob-
ability, that the answer is yes. -

8o what we want is a simple anti-ex-
tortion wrovision that rave that OR.A

.do one of two things—either drop al

S11179

The second change we want is emi-
nently reasonable, as wel]. It {8 that if
& bank i8 in campliance with CRW‘@
they have been exarmined for CRA and
they have been given a favorable CRA

rating, then they shéuld be deemed to "g’&
be in complance On_any-

€y want to do & 5 har
auce unt{] their next exar-

ation, a a bank to
cin get an excellent CRA rating, and
then they apply for a merger and CRaA
protesters come in and shaks them
down again {8 unconscionable to me,
and it is unreasonablae, I can’t, for the
life of me, ses how anybody could be
against an anti-extortion provision,
and I can't Bee how anybody could be
opposed to a provigion that says if you
have & passing rating on CRA wheg you
apply far a merger or an acquisition,
you are deemed to be in compliance
untfl you are reviewed again and get
another rating. o

Senator SEELBY and I have offered to

the CRA requirements and g0 on with
this bill, or expand CRA as we have de-
scribed, but together with a simple
anti-extortion provision and a slmple
provision that says if you are ig com- -
plance, you are in. compliance. g

Now, in the absance of an agreement
on thege issues, Senator SHELBY. I, and
others intend to resist, We are simply a
small number of Membears, and T under
stagd that there are many powerful in-

‘terests around America who have in-

tereat in this bill. T say that Senator
SHEELBY, I, and others hive a principla
in this bill. Our principle 18 that we are
against extortion, and we are not going
to be parties to expanding it. We may
not have the votes today to get rid of
it. We may qot have tha votes to purge
this -evil from the American financial
Bystem. But I think under the rhles of
the Senate we do have the power—I
hope we do—to prevent it from being
expanded.

I just want to say to those who have
an interest in this bill, if you wagnt this
bill passed, urge these who are on the
other side of this issue to look at our
reasonable proposal. The rules of the
Senate were established to protect the
rights of the minority. They were os-
tablished so that if a few Members falt
strongly about ‘something and they
were willing to stand up for their prin-
ciples and beliefs, it was hard to run
over them.

It 13 l{ke Washington said when Jef-
ferson came back from France, where
he had heen Foreign Minister to France
while the Constitution had heen writ-
ten. Jefferson asked Washington what

the Senate was for. His argument was,
1f van hava a Annas af Rarnraocantarivac

STOPPED
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which has passed this financial aervices
111, even if only by one vote—will be
ke this cup and it will catch the heat
and the fire of the moment; but the
Senate will be the saucer in which we
will allow the passions of the moment
to cool. That is what role Senator
SEELBY and I intend to fulfill a3 we ex-
ercige our rights. It may be that we ¢
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But before any of my colleagues
would think about voting for tha bill, if
{t comes up, H.R. 10, I think they ought
to ask themselves and ask their local
bankers, small bankers, the small di-
rectors and the officers {if they in
America support these measures that I
think are reprehensible, sugh as in-
creasad administrative enforcement

be run over and this bill can be passe \ authority

maybe not. I belleve that those wh
want this bill would be well advised to
urge Senator SARBANES and. Senator
MOSBFELEY-BRAUN, who &re 8o det
mined to expaod CRA—I think {t w

be advisable to ask them whether that
i8 worth killing this bill over. Can't
you just take = time-out on CRA and
leave it out of the bill? Or, if you can’t
do that, why not agree to a com-
promise whereby those who oppose
CRA are willing to let you expand f{t,
but you have to give them an antifraud
provision, and you have to give them
reasonahle enforcement, so that if you
are complying with the law, you are
considered to be complying with the
law?

I hope people who are for this bill
with thelir great economic interest will
call on those who are on the verge of
dling it in the name of CRA to be rea-
sonable and let us move ahead.

I say today that unless there be any
confusion from this polnt on, as ome
single Member of the Senate, [ intend
0 do everything in my power to im-
Jede thia bill unless these problems are
resolved. I intend to do everything {n
my power to use all the rules of the
Senete, no matter how long it takes,
no matter how difficult it may be. It
may be that Sepator SHELBY and 1, and
others, can be run over, but it may be
that the rules of the Senate are suffi-
clently . strong that with. our deter-
mined resistance this bill will dle un-
less some accommodation is given on
this i3sue.

1 urge those on the other side of this
{ssue—I am not talking about the ather
side of this body. I am talking about
the people who havae invested millions,
billions, trillions in banks, insurance

compaunies, seourities companiea-who

kpow in their heart that we are right
about community reinvestment—IL urge
them to call en those who are trying to
use this bill as a vehicle to expand
community reinvestment not to Idll
this bill over this igsue.

I yield the floor.

Mr. SHEILBY addressed the Chair.

The PRESIDING OFFICER. The Sen-
ator from Alabama.

Mr. SHELBY. Mr. President, I want
to flrat assoclate myself entirely with
the remarks of the Senator from Texas.
He was speaking very articulately for
himself. But he was also speaking for
me and a lot of other people, I believe,
here in the Senate when he was talking
about the problems with HL.R. 10. There
are a lot of good things {n H.R. 10. But
one of the most reprehensible things, I
believe, Mr. President, is the expansion
of the Community Reinvestment Act.
Senator GRAMM has gone to - great
lengths to explain that tomight.

Q&;ﬁ&z&e%;gzaim_nnniu-
reotors and oilicers of banks up to §1
ol & or Toncomplance.
That is not the law to .
Twa, that would make aotivities like
surance sales, or aleg,
subject to CRA compliance on all de-
0 ates on an on-
golng basis. That Ia not the law today:
find regulatory authority to shut down
any -affilfate within the holding com-

pany ust one epository
out o mpli-

ance. ) .

—~Juet think about this. These are

sweeplng, sweeping changes in the law
as we kknow {t today.

Senator GRAMM talked at length
about passing this banking reform
bill—and I think it has a lot of reform
in {t—and keeping CRA neutral; not
bother. or try to repeal the CRA law as
it exists today, although I perspnally
would like to; leave {t alone for an-
other day, but not to try to axpand it,
either. . .

Those are some of Iy CONCerns. -

Senator GRAMM and I have offered
and we are hoping -to npegotiate with
the proponents of this legislation for a
resolution to the problems dealing with

CRA issues. Wer thern one
~Prealdent, 1t wonld apply to the
companies the same CRA structure
that applies to the formation of bank
holding companies today. I don't see
anything wrong with that. It would be
uniform, and it makes a lot of sense.
Second, Mr. President, any financial

1natitution tha$ has been found to be in
compliance WItH CHA 1 §ts WGaE Te-

exam. shall be doemed to be In
a

CRA for
Zomee v

And, hink ﬁhlsisveryiixx—
portant—to put forth some language in
there dealing with antifraud,

antibribe, vislons, and to say basi-
cally tbat {t B?E]I be 1Tegal for any fi-
C) review evaluation or consider-
ation to give o)l @
€ or subsidy in c¢ash

ment. sales, purcheses,—or-other busi-
activities r than vities
valun undertaken by the finan-

cm—mﬁﬁﬁmmm

neM:thmmunities in
which the financial institution is char-
tered:—

This makes a lot of sense to me. [
think it makes sense that people would
focus in on this as we dehate this bill.

But I just want to again say that we
should go ahead if wa could knock out

g —
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aund make CRA teutral in this; go
ahead and work on the merits of H.R.
10, which are many, and try to do
something. If we can't, Senator
GranMv—and there will be others—and
1 are going to do eveyything we can to
protect our rights here in the Senate.

THE VERY BAD DEBT BOXSCORE

Mr. HEIMS. Mr. President, at the
close of business yesterday, Tuesday,
Septeamber 29, 1998, the federal debt
stood at $5.523,785,546,399 80 (Five tril-
l1ion, five hundred twenty-three billion,

_seven hundred elghty-five million, five

hundred forty-aix thousaand, three hun-
dred pinety-nine dollars and eighty
cents). - ’

One yealr ago, September 29, 1997, the
federal debt stood at $5,388,216,000,000
(Five trilliocn, three hundred eighty-
eight billion, three hundred sixteen
million).

Five years ago, September 29, 1993,
the - federal debt stood at
$4,387,836,000,000 (Four trillion, three
hundred eighty-seven billion, eight
hundred thirty-six million).. :

Ten years ggo, September 25, 1988,
the federal debt s8tood at
$2,5687,821,000,000 (Two trillion, five hun-
dred eighty-sevea billion, eight hun-
drad twenty-onae million).

Fifteen years ago, September 29, 1983,
the federal debt sbood at
$1,354,190,000,000 (Ope trillion, three
hundraed fifty-four billion, one hundred
ninety million) which reflects a debt
increase of more than $4 trillion—
$4,169,595,646,399.80 (Four trilllonm, one
hundred sixty-nine billion, five hun-
dred ninaty-five million, five hundred
forty-gix thousand, three hundred nine-
ty-nine dollars and eighty cents) dur-
ing the past 15 years.

MESSAGES FROM THE PRESIDENT

Messages from the President of the
United States were communicated to
the. Senate by Mr. Thomas, one of his
secrotaries. B

EXECUTIVE MESBAGES REFEREED
As in executive session the Presiding

“TOfficer Jald béfore the Senate messages

from the Preaident of the United
States submitting sundry nominations
which ware referred to the appropriate
committees. .

- (The nominations received today are
printed at the end of the Senata pro-
ceedings.)

EXECUTIVE AND OTHER
COMMUNICATIONS

The following communications were
laid before the Senate, together with
accompanying papers, reports, and doc-
uments, which were referred as indi-
cated:

EC-T237. A communication from the Chief
of the Regulations Unit of the Internal Rave-
nue Service, Department of the Treasury,
transmitting, pursuant to law, the report of
a rule entitled “Waighted Averags Interest
Rato Updats™ (Notice 58-48) raceived on Sop-
tember 28, 1998; to tho Comumittee on Fi-
nance,
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portant and would permit the forma-
tion of fAnancial holding companies.
These financial holding companies
would be abla to engage in any activity
that is determined to be flnancial in
nature or incidental to such finaucial
activities.

Thus, the holding company could in-
clude a comunercial banlk, securities
{irm, mutual fund or ipsurance com-
pany. Each entity within the holding
company would be regulated by its ex-
isting regulator. Thus, a commercial
banlt would be regunlated by its bank
regulator, whether that is the Comp-
troller of the Currency. the FDIC or
the Federal Reasarve. The sgecuritles
firm and the mutual fand would be reg-
ulated by the SEC and by the appro-
priste State securities regulators, and
the insurance company wonld.be regu-
lated by State insurance regulators, as
is now the case. So you have functional
regulation of each entity within the
new floancial holding company.

In adaition. the FFederal Reserve
would serve as the so-called umbralla
regnlator of the financial holding com-
pany. The Federal Reserve wauld have
authority to set capital at the holding
company level. It would have authority
to condoct examinationa and request
reports from subsidiaries of the finan-
¢ial holding company if it. determines
they are necessary to assess a material
riskt to the bank holding company for
its subsidjaries.

I think this balance s an effective
approach to protectving the safaty and
soundness of the flpancial system and
most independent observers, with re-
spect to safety and soundmess ques-
tioms, agree with that evaluation.

There are also important. consumer
protections contained in the legisla-
tion with respect to ths sale of unin-
sured finanajal products, and I am sure

~ we will have a chance to develoDd those
in some detail. )

Where we find curselves procedurally
{z the naxt vote, obviously. will be on
the actnal motion to proceed to the

bill. At that polut, the bill would then

be before us and open to amendment. I
suhscribe to the position put forward

. by the chairman of the committea that
Members ought to have a chance to
offer an amendment; we ought to have
reasanable debate on them and then
move to vota on them, one way or an-
other, and work through the legisla-
tion in that fashion.

It has been a long road to reach this
point. I think it is important to tiry

" mow to conclude deliberations on this
important legislation in an orderly aud
rational fashion, and I think the ap-
proach the" chairman has outlined cer-
tainly accormmodates that.

We hear stories or rumors that pec-
ple are out to simply try to delay this
as long as they caa in order to, in ef-
fect, sink the legislation. I very much
hope that doesn't happen. An awful lot
of work has gorne into bringing us to
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On the safety and soundness, let me
say I think the regulatory structure
put in place by this legislation is lm-

this point, as is reflected by the comn-
ments of the various parties who have
been deeply interasted and affected by
this legislation. I, frankly, think the
Congress now has an opportunity ta fi-
nally come %o grips with an issue—this
igsne 18 heing dealt with on an ad hoc
basis. No one thinks it should he done
that way. No one. AY:least I don't
think anyone. I don’t want to speak faor
all of my colleagues, but that is true of
all of the regulators, all of the com-
mentators. They ssy the way to deal
with this is to do 1t statutorily through
enactment by the Congress. 80 weo will
fust have to see a3 -we- move ahead

whether we can come to-closare on this .

important issue. I very much hope it
will be posasidle to do 30, Mr. President,
I yield the'floor.

Mr. GRAMM addressed the Chalr.
~ The PRESIDING OFFICER (Mr.
ENzI). The Senator from Texas. -

Mr: GRAMM. Mr., President, let m
begin by congratulating the chairman
of our comrnittee, Senator D'AMATO. I
have had an opportunity to .serve both
in the House aud in the Senate.. I have
worked with many great legislators in
that process. But I have to say that the
job Senator D’AMATO has done in put-
ting this bill together, in bringing to-
gether people with very different atart-
ing points to a unity among the vari-
aty of interests that are concarmed
about this bill, reprezents one of the
most outstanding and, I think, one of
the Tmmost miraculous legislative
achievements that I have seen In my
servica in the House and the Senate. I
congratulate him. I congratulate Sen-
ator SARBANES, the ranking member,
for his work. '

Certainly onr colleagues are right
whon they say that all the intarests are
for this bill, but I think it i3 fair to say
that Senator SHELBY and I are not here
today to represent any particular in-
terest or even the collection of all in-
terests. We are here today representing
what we believe {58 & fundamental prin-
ciple. Where I come from, when lnter-
eat comes up against principle, then in-
terast loses. ] ]

We have a fundamental issue before
‘63T balleve that perhaps tha gredtest
national scandal in America is not the
- scandal that i3 being covered every day
at the White House. It is a scandal
where 2 law 15 being used in such a way
‘as to extract bribes and ldckbacks and
in such a way as to mandate the trans-
fer -of literally hundreds of millions of
dollara and to misallocate billions and
tena of billions of dollars of credis. I
beHeve that this represents something
that should be stopped.

Perhaps some word of explapation
should be given. If the people who als
being extorted, if the people who are

why are we objecting? My response to
this i8 to point out that when the mob
was engaged in the protection racket,
the little merchant who was afraid gen-
erally did not object. But we don't gen-
erally accept that in America anymore
lEcause there have been police officers

being blacikmalled are not objecting,-

Foa323

October 5, 1998

and there have been prosecutors who
did object on their behalf.

Sexator SHFLBY and ] are hare to ob
ject on behalf of bankers and sma)]
community banks that, in many cages
are afraid to abject on their behals,

1 have related.to the Senate on many
occasions, and we are going to have an
opportunity to debate this at length,
the abuses uwnder tha Community Rein-
vestmment Act, or CRA. I want to make
a couple of points related to {t.

No. 1, the so-called Community Rein-
vestment Act and the provisions con-
tained in it was voted on only once in
the Congress. It was voted on in 1977 in
the Senate Banking Committae on a
motion to strip the provision from a
proposed housing bill, and that motion
falled on & tie vote, 7 to 7, in 19M,
which means for half of the Members to
vote to atrip the provision when the
Ropublicans were. in the minority,
thare had to be a bigartisan vote. .

80 far s I have been able to flnd,
that is the only vote tbat ever occurred
on this provision of law. .

The logic of this provision, which
came from the formar chairman of the
Bauoking Committee, Sepstor FProx-
mire, was to reqailra banis to make
loans in areas where they operated.
The concern expressed at tke time was
that banks weren't serving their com-
munitias, and, therefors, tha Govern-
ment took wpon itself to Impose on the
banks the necessity of lending {n their
local community. .

1 am not going to debate tqnight the
wisdorn or lack of wisdom of that, but
as I have pointed out on many occa-
sions, what hag happened is that CRA
has taken on a meanping that has noth-
ing to do with lending. —_—

It has now become common practice
in CRA for profeasional protest groupe
to protest a bank’s ‘‘community serv-
ice record’” and. in turn, use the lever-
age of those protests tu extract bribes,
Icickbacks, set-aaides in purchases and
quotas in hiring and promotion, none
of wbich has anything to do with CRA
acd the lending practices of banks in
the communities they sarve.

_All of this is ruade possible by the

~pagiing ‘Tegwlators in enforoing this

law, who respond to the proteats by
holding up action which banks wish to
nndertake and often are under. im-
mense pressure to undertalte once it
bas been announced. Professional
groups here {n Washington that you
can hire will go to youwr community
and protest against the bank, eved
dump garbage on the property. make
all kinds of statements, claims and de-
mands and, in turn, extract resources
for . themselves aund for others. So©
strong s the growing . resentrnent
against this provision of the law, thal
when propoments of the provision
sought to put it in the credit umiod
bill, it was defeated on the floor of the
Senate.

When consideration on this bill begar
in the Senate Banking Committec
Senator SHELEY and L and others, of
fered an agreement which was—this i
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o very contenticus issue, g0 let us call

a truce on it an leava {t alone for now.

I waat to repeal this provision of law.
I want to end this scandal I want to
stop this extortion. Others want to ax-
pand it, expand this provision of law.

(““Know‘lng that we wonld never be able
to

compromise on this issue within the
very limited time that we had to eénact
this important filnancial sarvices legis-
lation. I sought to come up with a solu-
tlon. And the selution was to treat i
a3 slavery-was treated by Abrabam
Lincoln in his campaign in 1860. That
was, where the evil existed, leave it
alone, but do not expaad it into new

ArBAS, )
- On thab basis, if we had left .CRA out

of this bill, we could have moved to-
gather, we could be at this momens

" united for this bill, and this bill, in my
opinion. would be on the way to becom- -

ing law: But that i{s not what has hap-
pened. o .
There has been great confusion about

" what is actually contained in the: bill.

So I want to take a few minutes and go

over what is In current. 1_a.w and what.

this bill actually does. , .

" In current law, there are really only
two provigions related to CRA. First,
baak regulators consider how & bank
has been meeting the local credit needs
only when & bank applies t0 open-a new

. bank, & branch or engage in a marger.

Second, bank regulators may deny ap-
plications for these activities based on
the record of the bank {n community
lending. That is the cuurent law.

. Based on this, all over the country
banks that have examplary records in
commmunity lending and that have re-
ceived the highest ratings o CRA are
routinely shaken down every time they
want to open a branch, every timeg they
want to start & new bank, every time
they want to engage {n a merger. They
end up having to make cash payments,
Kekbacks, establish quotas in hirdng,
‘and many other things, because the
regulator simply holds up approval of
the action, even though the bank may
hava a perfect record on CRA.

In fact, we discussed on the floor the
recard of Bank of Ameriea: It was
brought up by propounents as an axam-
Dlary hanlt in CRA. I polntsd out how
Profess{onal oteat ups had said
tmey Were E’O% t6 shut down the bank
in Callfornia when 1t sought to merge
with NatjonsBank if it did not make

_ fuore conceszlons to them.

Thoge are the abuses under the cur-

- regt law. Bot look what 13 added by

this bill. When you listen to ' pro-

Ponents of the bill,
Zo bill, it is ag if there are

In it. In fact, we just heard that the so-

- called community - gronps, whoever

they are, that .they did not get—
t?—they did not get enough of what
ey waunted. I submit they never get
ough of what they want nor will they
aver get it until we redistributs wealth
in E?merica._ oo .
ere
addeg, are the provisions that are

The firge i ' i
that we Provision added, the third

uld become & part of the law, is

(6(0)

provisions of any significance .
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"’ bat officers and dirdctors can be fned

up to $1 million per day for CRA non-

;:ompuanc&—-a totally new provision of
aw, .

ld The new fourth provizion that {3 pro-

Wosed: Banks can be fned up to §1 mil-

lon a day for CRA noncompliance,

N The fifth provisiom: cease and desist

w uthority for CRA noncampliance,

Sixth provision: the Federal Reserve
may place any restrictions ‘on aay
\Whanking activity for CRA noncompli-

ance. o .

Seventh provision: the Federal Re-
3erve may place any restriction on any
Insurance activity for'CRA nancompili-
ance. S el :

Eighth provision: ‘the Federal Re-
serve may place any restrictions on se-
curities activitles for CRA doncompli-
ance.

Ninth provision: the Federal Reserve
may place any restriction on any ather
activity .of tha holding company for

RA noncompliance. _ T

Tenth provision: Any violation by
any one bank in the:holding company
ggers-the penalties that I have listed
above against the entire company.

The eleventh proviston would place
in law sanctions affecting insurance
aales. ) '

The twelfth provision: CRA is applied
to uninsured, wholesale flnancial insti—
tutions.

If we have the abuse that we have
under corrent law with two stmple pro-
visjons that have no enforcement
mechanism whatsoever against & bank,
mless it I8 seelting to acquire a new
bank, to merge, or to branch, can you
imagine what will occur when the offi-
cers of a bank can be fined $1 million a
day for- noncompliance? Or can you
Imagine the perpetual akake down of a
national, nationwide bank, with 1,000
branches, whan the entire company re-
ceive those penalties if one branch is
found to be or accused to be out of
compliance? So this i3 a very, very big
isgge. . .

Here {3 where we are. We have rules

" in the Senate. And those rules were de-
signed to protect the rights of the mi-
nority. And basically, my position, and

)

Benator SHRLYY's poaition, is that the
Texpansion of CRA by these provisions
will' greatly increase the apportunity -

for extortion and kickbacks and the
imposition of coercive agreements,
such as those whereby companies in

the past have agreed to give protest.

groups a percentage of their profits,
have agreed to hire protesters as advi-
sars on dealing with these provisions of
Jlaw—things that turn your stomach
and that in any other ares would call
for prosecutors and would send the po-
Hice out to do something about it.

We are now condoning it by law with
very weak enforcement provisions, If
we have a §1 million-a-day fine, we are
going to have an explomion of these
kinds of activities.

I have talked to Federal Reserva
Board Chairman Alan Greenspan and I
have talked to the Secretary of the
Treasury about this whole problem
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area. And I have Proposed yet anothar

compromise. The easiest thin.

would be to leave CRA out of %h:o bigf
But T have recognized that the Presi-
dent has said that he would not support
leaving it out. We have colleagues wyo
would noet¢ support lea.ving 1t oug So
here 1s the cofpromise thag Senator
SHELBY and I want %o propose ag an gl-
ternative, ag another aption: Expapd
CRA tio the new finagcial seyvica hold-
ing companies so that the laws that
apply now to other banking entities
will apply in the same way ta the new
banking entities. But also add two pro-
vigions of 1aw {0 check abusea.

First, we want a simple, well-dafined
antiextortion. antiidckback provision
that focuses CRA on lending and not og
cash payments, or qQuotas, or set-
asides, or giving protesters a percent-
age of yonr profita for a certain yom-
ber of years. .

Second, if a bank is In compliance
with CRA in its last examination, then
that  compliance shonld mean some-
thing. It should remain in force nntil
the next. regularly  scheduled exam.

-Then we could end the double-jeopardy

situation where the aofficers and direc-
tors are in 2 position where they can be
extorted—even {f they bave a perfect
CRA record—the moment they apply to
open a new baak. to merge, or to open
a mew.branch, even though they have
an exemplary CRA record.

I we could do these three changes—
expand . CRA to address the requests
those wha want to expand it; joined to-
gether with those two chegks against
abuse, ona on bribery and extortion,
agd the other on eliminating double
jeopardy—I believe we could have &
bill,
Lot me make this clear. Obviously,
many people are for this bfll. All the
interests are for this bill. But there is
a strong principle at stake here, and [
am not for this bill. Senator SHELBY {s
not for this bill. We believe that using
our rights under the rules of the Sen-
ate we can probably stop this bill. We
will, if wa can, stop this bill unless
some gocommodation is made on the
effort to expand CRA. We will not let

_thia bill go forward with _these massiye

expansions in CRA power.

. We are In a position where one side is
not willing to let the bill go forward
with these massive expansions in CRA,
the other side says they will Ilil the
bill if these expansive provisions are
taken out. So that {8 where we are.

I want peodple to understand, if you
are for this bill, don't waste your time
calling Senator SHELBY and me. We
will not be moved. If you are for this
bill, call those who are for expansion of
CRA and ask thermq what iz wrong with

.a simple expansion of CRA and a sim-

ple amendment dealing with hribery
and extortion and a simpla provision
establishing that if 8 bank {s in compli-
ance, it i3 in compliance. .

I wrge those that are for this bill to
ot their views be known on this lssue.
I undsrstand some banks in this ¢oun-
try are willing to go on peylng these
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bribes and keep quiet about
there are other provisions

1t because
Qof the bill

ruoning and will rug
out. and this bill wil] die unless an ae-
commeodation is made on this i{ssue.

If you care abogt this bill, if you

next gession If we don't Pass it here
this week, but some people heolieve we
won't—what I am 3sying i3 for thoge
who want the bill now, there is one
thing you have

the axpansive CRA provisions.

- Flnally, let me 3ay even if you fx
CRA, the clock ig roning out, and if
you are going to fix it, you better do it
fast. That, I think, is the essence of our
message. .

yield the floor. .
/F\-‘%he PRESIDING OFFICER. The

Chalr recognizes the Benator fivm Ala-
bama. :

Mr. SHELBY. Mr, President, I win
take just a minnte tonight. I associate
myself with Senstor GRAMM. W
worked on this together 1n
Comrmittee agd we will be

this dill. This s
4 vary complicated bill. There are a lot

" of good things in it, but there are some
things that Senator GRAMM hzs rajgsed
and T will raigse as the debate goes
along that we peed to debate and we
nead to take out of this bill. I believe
Sensators are just being told basically
that this is a higtarical opportunity,
you must pasg H.R. 10.

Think about it tonight. We make his-
tory in this Chamber, the 17.S. Senatse,
every day. If we pass B R. 1o Just be-
caunse everyone on Wall Street tells us
to pasg H.R. 10, this will, {ndesd, be a
historical moment, But I don’t believe
that {s going to happen, not with a lot

~~0f:the grovislons-that -are mow in the” panding
bill '

"ITHR. 1015 89 great, why is everyone
reluctant to debate the bill? How come
the members of the Senate Banking
Comroittes wers not vermitted to read,
study, ar share the
mmexnt nntil the orning of the markup?
Is that the Way a Committee ig sup-
Posed to. function? What i3 hidden in

this bi11? :
TN tel! you one thing that 15 in this
uot one of the

bfil—s0 waell hidden,
bank trade agsociations -not

to do to get this bil, -
You will have to do something abousg oo
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GRAMM and I gert around a “‘Dear Coj-
league” abous g week and a half ago.
None of those asgsoclations realized

dollar-a-day civi] money
CRA noncompliance, _

didn't the associations realize
this? These 8ssoclations are caught up

penalties for

and neither have we. :
With less than g week to go in this
Congress, H.R. 19 18 being jammaed
through the Sepats. The
Dosed to be the deliberative body,

time,
forced to pay off the protast groups
Just in order to consummate the merg-
er.’ Make no mistake about 1it, this is
legalized extortion, one that the U.s.
Eovernment {s aiding and abetting.

The finagpcia] institutions who sup-
bort thia bill. are nged to paving off
ctonsumer groops, Nationsbapk anad
E&n.kA.merica. have committed 5350 bil-

on to

Hons are wsed to pa I
dme they want to do business.

That mzy be fige for Wall Street, but
is not fine for Main Street. Not
overy flnancial fngtitntion around the
conntry-has $360 billion to by off con-
sumer groups and labor unions.

Who do yay think Days for this legal-

d extortion? I'11 tell You who: all the
Yaying customers in this conptry, Ev-
erybody ig complaining about large in.-
stitutiong more and mora feas
at higher rates, ATM faes, late fees and
the Lkea. It takes g 1ot of fees to pay for
a 3350 billion CRA commitment.

Senator Gray and I have consizt-
ently. stated our positlon sgingce the

g Committee Arst held a hear-
Ing on H.R. 10 peveral months ago. We
not sesk to repeal, reduce or elimi-
nate the CRA as {t Stands in its carrent
mcm,-Bowwer.—we-wﬂ.’r_nongree' to ex-
¢ithar the 8COpe aor the en-
forcement agthority of CRA in B R, 10.

financial .
wootles t0 CRA. The interesting thing
about this i3 the woofles do not talte
depogits of leas than $100,000 ang arg
ROt infured by the Federal .Govern-
Inent. . .

I guesg, we conld roll over like al] the
banks before ws who have paid off the

titutions

. the Senate pracesd to vote

F.as/232

OCtOber

5, 199
Last weal, Senatoy G

this is & priacipled objectjon ??d
will not be bonght off by Wa;.ll s.
Wall Street doeg ROt have tpq
terest of Americans ip i
bill. The only thing they uaderg
dollars and centg,

of Maiy Street, o
Here 13 a message for Wall Straet, 1o
terms I hope they cap understa.nd_- Ir
you really want to pasg fnancqay mod.
ernization, in order

fafl. There may ve Some late nightg and
Btrong words, but I for ome, am Com-
mitted to ensuring this Hill wil] Dot be-
come law, .
The PRESIDING OFFICER. The
Tecognizes the Senator from: Ne-
braska,
UNANIMOUB CONBENT AGREEMENTS
Mr. HAGEL. Mr. President, on behalf
of the leader, I ask
that notwithstanding rule XXTI, that
on adeption

ou the motion tg Iroceed at 10 o'clock

of all Senators, immediately following
the adeption of the motion to proceed
to HR. 10, the cloture vote with re
8pect to S. 442 would occur under the
provigions of rule XXIT.

The PRESIDING OFFICER. Withont
objection, it ig 80 ordered.

‘Mr. HAGEL., My, Presideat, on behalf
of the leader, I further 'ask cogsent
that it be in opder for the ejority
leader, after notificatfon of the Demo-
cratle leader, to move Lo proceed to
any available appropriations bilis, cog-
ference reporte, or resume the Internet

The PRESIDING OFFICER, Without
objection, 1t 1s go ordered. -

ORDER OF PROCEDURE

Mr. HAGEL, For the information of
all Senators, in Ught of this agTes-
ment, the leader expects the Sepate to
resume the agriculture appropristions
conference Teport tomorrow morning.
In addition, tomorrow afternoon, the
leader ezpects the Senate to resmme
the Internet tay bill, Therefore, votes
could ocour with respect to that bill, as
well. A cloture vete an the Internet tax
bill will ocemr Wednesday at 10 a.mm.

] cloturs is {nvoked, the
Senate would then Tremain on the Inter-
et tax bill until disposed of. There-
fore, votes can be eXpectad throughout
the day and evening on Wednesday.

Having safd all or that, there will be

© Do further .votes this evening, and

Members can. €Xpect votes prier to

noon tomorrow.

I

0TS consent -
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REVIEW & OUTLOQK
Gramm’s Glass-Steagall Beef

Among the biggest pieces of busi-
ness to come before this Congress will
be bank reform, which means undoing
the Glass-Steagall Act. This past fali,
after thousands of lobbying hours
were expended by those seeking a re-
peal, Phil Gramm of Texas quashed
the whole project because he objected
to just one part of the legislation called
the Community Reinvestment Act. It
is a shame the Glass-Steagall repeal
didn’t make it. But Senator Gramin's
CRA concerns deserve attention. The:
issue here is drawing a line between
doing good and subsidizing a protec-
tion racket.

Back in the 1970s, Congress passed
the Act with the aim of training banks
to cease percelved racial discrimina-

tion in business and mortgage loans.

CRA gave four different banking regu-
lators—the Fed, the Office of Thrift Su-
pervision, the Federal Deposit Insur-
ance Corporation
ind the Comptrol-
er of the Cur-
rency—the job of
reviewing lenders' £
performance  in &
their communities.
Often these of-
fices didn't even do
their auditing to- g
gether, so bankers Bf 485
had to deal with up
to four regulators  FHil Gramm
making four sets of demands. Yet
CRA's power was considerable: Any
bank that wanted to merge with an-
other, expand or open a branch had to
get CRA approval, Banks were quick to
discover that CRA packages that in-
cluded handsome coniributions to
neighborhood nonprofits would win
them a passing grade. Extra commit-
ments by banks to establish quota pro-
grams for bank hiring also helped; so
did set-asides for minority business.
Let’s postpone the theoretical de-
bate over this sort of thing for a mo-
ment to just look at what the program
has become. CRA very much looks as if
it has evolved into a billion-dolar pay-
off scheme for regulatory approval.

-——

‘went

. In 1993, Sumitomo Bank of Califor-
nia received a “need to improve” no-
tice from the Federal Deposit Insur-
ance Corparation. So it promised to is-
sue $500 miliion in CRA-related loans
over 10 years and spend 2% of net in-
come on charities and nonprofits. It
also said it would give 20% to 25% of
contracts to minority-owned vendors.
This Is the way the world works now,
cynics might say. But the numbers
have risen beyond cynicism.

Tms year, mthm a month of their

A Travelers Group,
itihank and Travelersyannounced in
a press release commitment of

$115 billion, or double Citibank’s do-

: i ega-merger
they createda CRA package worth $350
billion over 10 years. A NationsBank
press release pointed out that this
amount “roughly equals the combined
total of all community lending goals
[commitments] made by the restof the
banking industry” since CRA's outset.

The new NationsBank -plan
promises $115 billion to build or fund
affordable housing, and $25 billion for
economic investment. First African
Methodist Eplscopallan Church of Los
Angeles sent its Tunua Thrash to tes-
tify at a July 9 Fed hearing that she
had “grave misgivings” about the ef-
fect of the giant merger on the church
community. Soon after the merger
through, Nationsbank an-
nounced it was giving $300,000 in com-
munity development money to the
Congress of National Black Churches.

By now the activists have the banks
trained to give at the drop of a hat—or
even before one. One of the most en-
thusiastic bits of pro-merger testl-

mony at a 19 d_hearing over the
union of(Norwest and Wells Fargo
came from ACCI ew Mexico,

which specializes in micro-loans. Anne

‘Haines Yatskowitz of the group con-

gratulated Wells Fargo for havmg
made a $200,000 investment in AC-
CION's Albuguerque efforts the year
before, even though, at the time, the
bank didn’t have much presence in Al-
buguerque. “There were no branches
in Athuquerque,” she went on to stress,
“yet Wells Fargo took a very proactive
role in supporting our program.”

Recently ACORN's Minneapolis
representative, Marcia Erickson, used
the occasion of 2 hearing on Norwest's
merger with Wells Fargo to berate Nor-
west executives for their “racist, clas-
sist performance.” ACORN represen-
tatives made similar charges, all this
past year, at hearings on the merger of
Nationsbank and BankAmerica, and
First Chicago and Banc One.

With the CRA's federal policeman
there to interpret the rules and punish
them for violations, bankers haven't
been frank in public about CRA for
years. As Harold F. Still, former presi-
dent of the Pennsylvania Bankers As-
sociation, wrote to Senator Gramm:
“Not long after passage 1 gave a
speech on the subject to some 400-500
Pennsylvania bankers. In my naiveté
spoke openly and frankly. Never hav-
ing been a spell-binding speaker be-
fore, I was amazed when, after the
speech, the entire audience rose and
applauded.” Yet, wrote Mr. Stil,
“never again did I speak publicly about
the Act, nor did any other banker. The
threat of action from the so-called com-
munity groups . . . caused all of us to
keep our mouths shut.”

Even the Clinton Administration
has had its run-in with the CRA Cul-
ture: When CRA fan Paul Sarbanes,
Maryland’s Democratic Senator, de-
cided that the Administration’s candi-
date for Comptroller of the Currency,
John Hawke, wasn’t enthusiastic
enough about CRA, he blocked confir-
mation. The Treasury ended up slip-
ping in Myr. Hawke with one of its fa-
mous recess appointments.

If the political system is going to
countenance this sort of shakedown,
there ought to be something substan-
tial to show for it. But even that’s not
clear. Fed Governor Edward Gramlich
pointed out in a thoughtful speech re-
cently that there is “very little rigor-
ous evidence” on the long-term effects
of CRA.

Senator advocates treating
CRA in & separate time. As
chairman” nking Com-

mittee, he's now in a position to make
that happen. It's time for a review.
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en. Phil Gramm, the new

chairman of the Senate

Banking Committee, last

week proclaimed that the
Community Reinvestment Act was
resulting in banks being compelled
to make “kickbacks and bribes” to
acuvist groups — a process Mr.
Gramm said “is little more than
extordon.” Mr. Grammm's denuncia-
tion could apen the door to the expo-
sure of some af the worst bureau-
crauc abuses accurring across the
land.

The Community Reinvestment
Act, enacted in 1977, was supposed
to prevent banks from taking
deposits in one neighborhood and
making laans in other neighbor-
toods. But since President Clinton
toak office, the federal government
has largely ignored the law and
instead relied on massive threats
against banks to force them to loan
more to favored groups. As former
Assistant Treagsury Secretary Paul
Craig Raoberts observed, “The Jus-
tce Department is simply trying to
establish by consent decree a sys-
tem of racial quotas in lending
regardless of credit risks”

The Community Reinvestment
Act has created ‘mechanisms by
which community groups can use
federal regulatory procedures to
shake it down. In order to get gov-
ernment approval to open a new
branch — or sometimes to even
open a new ATM machine —or to
merge with some other bank, the
bank must effectively get approval
from community activist groups.
Many of these groups are explicit
about their goal; Bruce Marks,
executive director of Union Neigh-
borhood Assistance Corp. in New
York City, describes himself as an
“urban terrorist.”

One of the mast active organiza-
tions nationwide is the Association
of Community Organization for
Reform Now — known by its
acronym, ACORN. As Doug
Bandow, author of “The Politics of
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Urban bank loan
shakedowns targeted

Envy,” notes, “"ACORN and its allies
usually demand money for the
protesting organization, below-
market interest rates on [oans to
businesses run by ACORN and its
officers, low-interest loans, con-
trolled by ACORN, in poor aresas,
minority hiring quotas, and cheap
banking service for selected
groups.” ACORN agents were
denounced for extortion in D.C. in
1992 after demanding cash contri-
butions from shop owners and
threatening them unless they

While the feds are
stormtrooping across
the nation’s banks, one
high-ranking official
confessed that the
terms they use to
conwict private banks
lack any clear
meaning.

bankrolled an ACORN project.
Federal CRA regulations invite
extortionate demands by commu-
nity groups. Jonathan Macey, a
Cornell University professor,
gbserved, “You see really weird
things when you look at the Code of
Federal Regulations . . . like feder-
al regulators are encauraged to
leave the room and allowing com-

_ munity groups to negotiate ex parte

with bankers in a community rein-
vestment context. .. . Giving jobs to
the top five officials of these com-
munitdes or shakedown groups is
generally high up on the list [of
demands]. Sg, what we really have
1$ a bit of Old World Sicily brought
into the US., but legitimized and
given the patina of government sup-
port” Edward Crutchfield, chair-
man of the First Union Corp., one of
the nation’s fastest-growing finan-
cia) organizations, denounced the
CRA process as “pure blackmal "

The Clinton admuinjstration used
a contorted interpretation of fair
lending laws to bring Chevy Chase
Bank to its knees for the crime of
not having branches open in loca-
tions where the Justice Department
wanted. The feds used the same
arguments in 1997 to punish

g
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Albank Federal Savings Bank for
not having branches or seeking
business in minority areas in the
Northeast. And the Justice Depart-
ment civil rights chief-Bill Lann
Lee has indicated plansto further
expand prosecutions against other
types of lenders. Atabanking meet-
ing last October, Mr. Lee sought to
intimidate the audience: “We're the
last people you want to hear from,
because when we call on your door
we're there with a case, and often a
big case.”

While the feds are stormtrooping
across the nation'’s banks, one high-
ranking official confessed that the
terms they use 1o convict private
banks lack any clear meaning.
Eugene Ludwig, comptraller of the
currency, admitted in 1994: "We
have begun a national debate over
the meaning of equal opportunity
in lending. Those who say they
know what it means — be they
lenders or borrowers, be they civil
rights advacates, industry consul-
tants, or members of the regulato-
ry community — are simply wrong.
Nobody has all the answers. The
Iaw is sketchy. The policy is evolv-
ing." Yet, even though regulators do
not know what the law supposedly
means, this has not impeded the
federal government from harass-
ing banks for as-yet-undefined
crimes.

Federal agencies should not have
the power to compel banks to make
more bad leans to politically pre-
ferred clients. The Community
Reinvestment Act should be
repealed “ and the feds should be
¢jected from the banking business.
The less politicians have to do with
banking, the more creditworthy the
nation will become.

James Bovard is the author of
“Freedom in Chains: The Rise of
the State & the Demise of the Citi-
zen" (St. Martin’s Press, February
1999). -
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Senate Banking Panel
Chief: CRA Payments

Amount to ‘Bribery’

@By DEAN ANASON

WASHINGTON — Escalating
the war of words over the Com-
munity Reinvestment Act, Senate
Banking Committee Chairman
Phil Gramm said the Jaw encour-
ages “bribery” and “extortion.”

“No bank should be allowed to
pay money in order to gain sup-
port in a CRA evaluation and no
organization should be allowed
to ask for money as a condition
for silence,” the Texas Republican
said in a Feb. 1 letter to President
Clinton relcased Tuesday.

The solution is to cutlaw these
payments, Sen, Gramm said. “By
remaving cash from the process, |
hope we can restore honesty,” he
said. “People who believe a bank is
doing either a poor job or a good
job should say so because that is
what they believe, not because
they have been paid to hold an
opinion.”

Sen. Gramm was responding
to a speech President Clinton
gave last week to the U.S. Council
of Mayors. The President ques-
tioned why banks object to the
CRA even though the industry is
earning record profits.

“I'll bet the town banker is
doing pretty well where you
live — in a big city or small
town,” he said Friday. “And yet,
unbelievably enough, when we
are proving it is working, the
Cominunity Reinvestment Act is
under attack again.”

Financial reform legislation
being drafted by Sen. Gramm is
expected to eliminate ecommunity
reinvestment requirements that
were included in Jast year’s version
of the bill. That change and sever-
al others could anger Democrats,
bankers, and insurance agents.

Sen. Gramm'’s bill also reported-
ly would permit cross-ownership
of banks and commerdial firms,
keep unitary thrift holding com-
pares intact, and permit securities
and insurance underwriting in the
operating subsidiaries of banks

with less than $1 billion of assets.

Though they cautioned the
details remain fluid, industry
lobbyists and Hill sources fami}-
iar with the plan said that it is
also  expected to eliminate
many — if not all — limits on
bank sales of insurance.

A Senate Banking Committee
spokeswoman confirmed that
Sen. Gramm is constdering letting
bank holding companies conduct
lunited commercial activities —
possibly capping these activities
ar 25% of revenue.

Sen. Gramm would prefer to deal
with Community Reinvestment Act
reforms separately, she added. How-
ever, if Democrats insist on some
CRA requirements for holding
companjes created under the bill,
Sen. Gramm would seek pro-bank
reforms such as limits on payrnents
to community groups,

But as Sen. Gramm mulls
major revisions, two House
Republican leaders warned Tues-
day that tinkering with financial
reform legislation could endan-
ger its broad support,

“Tilis is very highly fine-
tuned” and any changes could
c}ug away support in the House,
Majority Leader Richard K.
Armey told reporters after g .
speech. “You move one comma
and you are not going to pass jt.”

House Commerce Committee
Chauman Thomas J. Bliley Jr.,
also speaking to the Council of
losurance Agents and Brokers,
warned Sen. Gramm against try-
g to dilute CRA. “If he tries to
do that in the banking bill, he will
blow it up,” Rep. Bliley said.

Sen. Gramm and Sen. Pau] S,
Sarbanes, the ranking Democrat
on the comumittee, are scheduled to
meet Friday to discuss the legisla-
uon in anticipation of a draft being
released on Monday. A committee
vote is scheduled for Feb. 25,

Senate Banking's vote scheduled
for today on regulatary relief legis-
lation has been postponed until
Feb. 11. o

L
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JANUARY 12,1993, TUESDAY
SECTION: CAFITOL HILLHEARING
LENGTH: 7424 words

HEADLINE: NEWS CONFERENCE WITH SENATOR PHIL GRAMM (R-TX),
CHAIR, U.5. SENATE BANKING COMMITTEE

SUBJECT: SENATE BANKING COMMITTEE

AGENDA FOR THE 106TH CONGRESS

5286 DIRKSEN SENATE OFFICE BUILDING

WASHINGTON, D.C.

BODY:

SEN.GRAMM: (In progrese due tolate feed) -- too much process to basically
lloten and consult,

And inthat process, | have listened and consulted with Congressman Jim Leach,
who ie the chairman of the House Banking Committee. | met yesterday with Paul
Sarbanes, whois our very able ranking Democratic member of the Banking
Committee.

I have talked on several occagions and met at some length with Alan Greenspan,
chairman of the Federal Reserve Bank Board. | met with Secretary Rubin and
arranged yesterday to do one final meeting on the subject of the emerging
actionin thie commitiee. | met with each Republican member of the Banking
Committee. | aminthe process now of meeting with each and every Democratic
member of the Banking Committee.

Andwe are inthe process of soliciting the Input of every organization, every
businees orindustry, every group and every ¢itazen of America that is

affected by something within the jurisdiction of this committee; input as to
what we should do during these two years toimprove the quality of financlal
services, to improve the quality of public and private housing, to improve the
quality of mass transit, to expand the economic power of the United States, to
promote foreign trade and investment, to create jobs and growth and
opportunity. All of those things are within the jurisdiction of the Banking
Committee.

Having spent two months listening and consulting -- at the end of last week -
having officlal become chairman of the Banking Committee, | thought s was
appropriate today tobegin to talk about at least an outline of our objectives
during the next two yeare.

Obviously, the number-one piece of unfinished business from the [agt Congreas,
in fact from thelast 10 Congreeses, is financial services modernization,
Irememberin1985, when [was a new freshman senator, | had taught money and
banking toundergraduates at Texas A&M. | had taught monetary theory and
policy to gradusite students. | had written extensively on the -- (audio break)
--the Senate,

| thought the time had comein 19865 to modernize the banking laws of the
country. Those laws were writtenin the1920s and '30s. And the problemis not
that they are old; they are relatively new lawe compared to many laws that |
think are fundamental to the country. But the problemis that the financial
services industry has changed dramatically since the 1920s and '30s. And quite
frankly, the 19206 and '30e represented in America sort.of alow point in
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terms of basic understanding of markets and economics.

S0 I'thought it 1985 the time had come to change the fundamental banking and
financiallaws of the country. [had hoped that |would have an opportunity.

as afreshman member of the Senate, to participate Inthat activity, ahd it

has been a dominantissue since, even though we have never carried the ball
over the goal line.

lwant to publicly thank AlD"Amato for hie leadership in the last Congress. |

had an opportunity to serve with Al throughout my period of service to this
pointinthe Senate, and | think his finest hour as a legislator was the
desperate effort that he made tobring together H.R.10. 1 believe that ifin

the end we are successful this year in passing financial scrvices

mcdernization, as | believe we will be, | think Al D'Amatowill deecive

certainly some of the credit.

What has produced a situation where the banks and the insurance companies and
The securities comparnies have moved togetherinterme of reaching a common
interest really for the first time inthis debate has not really been the
persuasive personalities of members of Congress, it's not been any political
party, it's not been government. What basically has happened is that there has
beenh a fundamental change inmarket forces, there have been fundamental
changes in technology, and those changes inmarket forces, those changes in
teéchnology have moved Lo produce a consensus that a dramatic change is necded.
tam concerned that if we wait in terms of making those changes, that those
same forces that have produced a political consensus to act ontheseissues
will begin to produce in the market eystem distortions inthe market. [ think
we're already seeing that as numerous industries are moving to acquire thrift
charters as basically away of circumventing Glass-Steagall, as an effort to
Try to do through a thrift charterwhat they cannot do through a bank charter.
Solam determined Lo act and to act swiftly.

Itis my goal to report a financial éervicee modemization bill from the

Eanking Committee by the end of February. That is an ambitious objective. |
believeitis possible. lhope that we can doit on abipartisan basis. |

certainly am committed to work to try to achleve that goal. But it is

absolutely essential, In my opinlon, that we move forward; that we eeize the
coneensus that existed at the end of the last Congress. | have initiated a
process to meetwith every Republican, to go through the billin three

successive meetings to look at each and every provision inthe old HR. 10 to
determine which provisions have been gverrun by events, to determine what
heeds tobe changed. and to try toreach a consensus among Republicans. L have
recommended to Senator Sarbanes that the Democrats undertake a similar
activity, then lwould meet againwith Senator Sarbanes and basically sit down
with each and everyigsue and eeeif we might work out a consensus.

You can't ralse financial services modernization without talking about
community reinvestment. The Community Reitvestment Act was passed in1977. As
faras | can determine, there was only onevote ever taken on the bill; it was
arider provislon in a bigger blll. That vote was taken right here in this

room, and it was atievote. No other legislative action was taken on

community reinvestment. The law is a very simple, one-line [aw that basically
requires that banks -- or one operative line requires that banks make loans in
the communities where they colicct deposits. What has happened since that time

Fo11.23
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i6 there has grown an elaborate bureaucracy in several different government.

agencies, and this system has gone far afield from the initial intention of

Congress.

ITis hot my behef that changing the Community Reinvestment Act.Is essential

totinancial services modernization, but there is a desire among manyto

expand community reinvestinent provisions to apply to financial services

holding companics under the new bill. | have asked Chalrman Greenepan and the

experts who work on this issue at. the Federal Reserve Bark to work with this

committee to look to see if we can find a short-term resolution to the

concerns that have been raised about bribery and kick-backs where actual cash

payments are thade with the sole objective oups to
C’Wm[o” for a merger or any other action or.

to pay people hot totestify against such action.

Ithink there is a general consensus that the payment of cash toinfluence

people’s testimony is fundamentally wrong and i is tantamount to a kick-back

or a bribe. The questionis, How can we find the language to eliminate that

abuse without fundamentally changing the law?

A second question relates to how do you determine whether a bank s in

compliance and does it make sense to delay an application for a bank like Bank

of America, that has the best CRA record of any bank in America, even Though

one ortwo groups questionit and demand some sort of settlement from Bank of

America.

Solintend, under tny chairmanship, to have the Banking Committes take an e A Y rem —
extensive, déep look at community relnvestment. In th€ short Eerm We will try S - e (/M\
tofind a compromise that will allow us to move forward onfing C‘CDV\?‘FO ~Ye
modernization. In the lohg term we will take a look at the 4@ ow \ DV‘% <~ X~ o
it fas been used. | am asking the Federal Reserve Bank to undertake amajor < A WA VI PO,
study and survey, protecting the confidentlality of banks that participate in W

the survey, to try to build a database so that we have something to work from

inthie area.

There are four other arcas that | want to move onrelatively quickly. As some

of you are aware, we are -- hopefully, in the very near future, we wili settle

who will be the subcommittee chalrman. You have the list of the subcommittees

and their jurisdictions. We've made some substantial changes. My objective was

Lo guaranice that every subcommittee is substantive, that every subcommittee

has jurisdiction that some member of the Senate, or more than one, would like

toworkin this area. | think the reactionfrom Senator Sarbanes to these

proposals hae been positive.

We have an application by one senator, Senator Bennett, for awaiver so that

he can be a subcommitiee chairman. Heis chairman of a temporary committee

dealing with the Y2K problem. That committee will end at the turn of the

millenhium, or at least at the year we now claim is the turn of the

millennium. And in any case, it will create a situationwhere he would then

come back; askfor his right to be subcommittee chalrman.

It could meanmoving as many as three subcommitiee chairmen. We should have a
ruling on that soon.

Butitisdetermined that the International Subcommittee chairman will be Mike
Enzi. lhave asked Mike Enzi to begin perhaps next week -- if not, the week

after-- by holding our first subcommittee oversight hearing ot the Export
Administration Act, which has expired.l am hopefulinrelatively short order
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thatwe can hold a hearing, meet, and oh a bipartisan basis reauthorize the
Export Administration Act.

Last yearwe passed the Public Utility Holding Company Act. It was a

relatively non-controversial bill. It would be my goal to quickly pass it out

of the Banking Committee and then to challenge the Energy Committae to pace a
gimilar bill, so that we could marry them up and have an opportunity forthe
first time to conslder the deregulation of electric power generation. Such
deregulation could mean a 20 percent reductionin electric power rates for
American consumers, and that would have a bigger impact on the pocketbook of
American families than any tax cut that has been adopted by the federal
government since the 1981 Reagan tax cut. So [ think that is avery important
issUE.

We had a regulatory reformbill related to financlal Institutions, the so-

called Shelby-Mack bill. | have talked to Senator Shelby and Senator Mack.

They would like to move the bill inthe form that it existed -- In the last

Congrese. And | have commitied to them towork hard totry 1o seée that bill
quickly adopted by the Senate Banking Committee and see it move to the floor
forconsideration.

Senator Dodd and |in 1996 had a Wummmmﬂu_mat
basically changed every security lawin the country, to tryto modernize and
reducé cost, and expand availability of securities and services related to the . Y o
mman consumers, Senator Dodd and tbelieve it's
time to do that again, and we hope to do that in the first six morrths of this
Senate.

lintend to make the Banking Committee a major oversight committee inthe
Congress. | have belicved sincelcame To the Senate that we do a relatively

poot job -- and by "we." | mean the Senate does a relatively poor job -- In
oversecing the laws that we paes.

We spend tremendous energy and time paseing new laws, but we spend relatively
little time in overseeing those that are charged with implementing the laws we
pass.

Ihad the great opportunity to serve under John Dingell as a member of the
Commerce Committee when lwas In the House, John Dingell is the greatest
overeight and investigation chalrman inthe history of the Congress, and |
intend to take those lessons and toinstitute a major oversight and
investigation function within this committee. (ts first manifestation s the
fact that we will have an Oversight and Investigation vice chairman of every
subcommitice, 6o that we will have a personwho is charged with oversight of
all of the government agencies and all the programs and ali the
implementations of lawwithin the juriediction of that subcommittee.

For example, we passed a major IMF reform bill when we provided $18 billion to
the International Monetary Fund. That bill set out. changes in policy that have
tobeimplemented by the IMF. They objected to the changes, but my position
was, "It's great, if you don't want. to make the changes, you don't have to

take our money. But if you're going to take our money, you're going to epend

it the way we want it spent, andin fact, you're going to spend all the other
money you cominingle with our money to meet the criteria that we set.” | don't
think that's unreasonable, given that alot of Americans work awfully hard for
$1&.2 blllion. We will hold a major set of oversight hearings on IMF. We will

ask the IMF to appear before the committee and explain to ue what they have

WO ¥
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dotie initmplementing our policy We Intend to sec thoee changes made orwe
intend to move to take the money back.

We wlllhold major oversight hearings on HUD. We will hold major oversight
hearings onmass transit. | will ask the GAO 10 do a major study onmass
transitin America, looking at fixed and varlable cost, and caloulating in a
comparable way the level of subsidy that we are providing to the average rider
of mass transit. The jurisdiction of this committee has largely been exercised
onmass transit, and infact, on HUD, by appropriators. { intend to see the
committee take that jurisdiction back.

Weintend toiook at financial derivatives. We believe that financlal

derivatives arein the jurisdiction of the Banking Committee. We are concerned
about the actlon of bank requlators in our recent problems in New fork with
financial derlvatives,

Finally, let me say | am very proud that Wayne Abernathy, my long-time
staffer, has become chalrman of -- has become the staff director -- (laughter)
-~ he hae on anew suit today, so he locks like the chairman -- has become the
staffdirector of the Banking Committee.

A famous philosopher once said, "l noway can you get a keener insight into
the true nature of a leader than by looking at the people he surrounds himself
with." And | believe that thatis true, and lam very happy to have anybody
judge me by Wayne Abernathy.

Having covered alot of topics, let me stop and throw it openfor questione.
And iflcould, | am kind of stunned by the number of people that are here
today. Solet me take questions about banking and about the jurisdiction of
the committee. And then at the end obvicusly, if somebody has come all the way
overhere and sat through all that | had to say, they probably ought to have a
chance to ack aquestion.

Yes, sir?

QSenator, you talked about oversight hearings. And the House is planning new
oversight hearings on the National Credit Union Administration’s new rules --
dealing withmembershlp. You guy -- participated in the legielation last year,
Doyou see oversight hearings on this side?

SEN. GRAMM: We have -- | have asked the staff to beginto put material
together on the lawsuit that has been filed and the ruling that has been made.
And we will make a decision pretty quickly on that,

QDayou see credit unions, perhaps included in your Financial Servicee Reform
bill?

SEN. GRAMM: Well -- my objectlve th our Financlal Services Modernization bill
is to make financial services more available to American consumers and cheaper
thantheyhave ever been. And anything that will expand the avallability of
financial services or make it cheaper is potentially within the domain of the
bill.

e, 6ir? And thenl'll come up here.

QCouldyoutalk a little bit about your meetinge -~ (inaudible) -- with Mr.

Rubin and tell us where you think you might see eye to eye with the
administration and where you see some potentlal confliicts?

SEN. GRAMM: Well, as many of you knowwho have followed me overthe years, |
tend tohave very 6Trong views oh thinge. But the diepute between the Federal
Reserve Bank and the Treasuryis a dispute where | can see both argumente,
Having been a student of the Old Independent Treasury from the éecond
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secretary of the Treasury, who actually conducted monetary policy, It was
cleartome to beginwith, that. any secretary of the Treasury is going to be
very defensive of the monetary jurisdiction of the Treasury.

Ithinkwe have a dispute where the Treasury wants to maintain its ability to
controlmonetary policy through banking. The Federal Reserve Bank féals that
fyougivelarge banke the ability to use operational subsidiarics to expand
financial services versus a holding company, that they will always opt.to do
that because it's cheaper and thatin doing o, you incur greater financial

risk.

Now, that's one of the impasses thatwe face in trying to put- together a bill
thatcargothedistance.

Ihave metwith both of the principals inthis dispute, and F'm going to meet.
with Secretary Rubin again. | am hoping that we can find a middle ground. |
have such a potential proposal it mind, but. I'm still working on it and not

ready to talk about It today.

Yeeo, st

(Inaudible.)

Q Senator, what do you thittk the -- you talked about a temporary proposal or 2
temporary solution on the CRA questionin terms of financial modernization.
How would you outline that? What would it ook like?

SEN. GRAMM: Well, | think It would look like a provision that bans -- that
prohibite either the giving or taking of cash payments in return for elther
supporting or opposing an application for merger ther application where CRA is
the factor. it would basically judge it based onIntent. If the intent of the
paymentis to encourage people to support a bank action related to CRA, it
ought tobeillegal. If the intent of the payment is to encourage peopls not
tooppose a proposal based on CRA, It ought to be illegal. When somebody
appears before a government agency To express an opinion, it ought to be their
opinion. It ought notto be anoplnion that they are paid to have. 1 think

that corrupts the whole pracess.

Sowhatwe're really trying to do, and what L have asked the Federal Reserve
Bank to join mein, ie to tryto come up with language that would allow us to
isolate out and prevent a situationwhere some banks are making cash payments
to try toinfluence testimony and where some groups are basically profiteering
and engaging inwhat is little more than extortion.

| think we can do that without doing any harm to CRA and, Infact, where banks
are glving hundreds of thousande of dollare in cash payments to try to at
least appear tobe in compliance with CRA, if they took those same resources
and used those to greatly multiply their amount of lending, we could actually
get more of what we seek, whichis lending in the communities where banks are
located.

5ol see that reform as being a reform that will help us achieve the goals of
CRA thatwe set outin thelaw.

Yes, sire Yes?

QYou've mentioned oversight of the financial accounting standards for the
derivatives. Are youlooking at a bill or looking at some kind of legiglation
similar to what Senator Faircloth or perhaps hls counterpart in the House,
Scnator Richard -- excuse me +- Representative Richard Baker offered?
SEN. GRAMM: I'm not lagking at a bill right now. I'm simply looking to be sure
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we understand the problem, that we understand how good a job bark regulators
are doing. It appears tome thatin -- with our problem area in New York, we
virtually had the most sophisticated lenders fn the country that were making
characterloans. And 1 think that we have tolook at that. But ldon't -- I'm

not going to dooversight. always with a review -- with a view toward changing
law: I'm golng to do oversight with aview towards seelng if the current law

is being enforced. And where it's not being enforced, lintend to call on
government agencies to comply with the law.

Yes, sir?

QTwo questions. On the HUD oversight, what. will you be looking for? What are
your concerns? And secondly =-

SEN. GRAMM: On the oversight. -

QHUD oversight. And then the second thing is, there's been some talk that the
administration budget proposgal may include suggestions for Ginnie Mae
privatization. What were your thoughts on that?

SEN.GRAMM: Well, I'd have to see the proposal To have any thoughts onit.
Let.me give you an example of something that | think we ought to look at. And
lhaven't looked at the detalls onit, but many of you are aware that last
yearthe inspector general at HUD wanted to do criminal itvestigations in
several cities, and HUD and the administration made a decision that those
cities were too politically sensitive, and those investigations neverwent
forward. Now we're not going to have politics detertnine where criminal
investigations occur at HUD while 'm chairman of the Banking Committee. John
Pingell would never allow a Republican administration to do such a thing. So
we're going to take avery close look at that. And | don't want to eay too

much about it until we have all the facts, because 'm not sure what happensd.
It happened in the midst of the last election. I was not chairman of the

Banking Committee at the time, but | made a little note to myself that | would
remember it and that we would come back and look at it.

[think itls always good for the legislative committee to constantly do
oversightin an arca like HUD, which hae been an agency that has in the past
had many problems, that hae often needed continual encouragement to comply
with thelaw, and has been an agency, under both Republicans and Democrats,
that has had problems with fraud.

F.16-23
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part20f2

Yes, ma'amy

QDoyou envision holding a series of oversight hearings of the Securities and
Exchange Commission? And If so, what would you belooking for there?.
SEN.GRAMM: Canlget you to say that again?

QDoyou envision holding a serles of oversight hearings of the Securitics and
Exchange Commission? And if so, what would you be looking at there?
SEN.GRAMM:Well, we're going to reauthorize the Securities and Exchange
Commisslon at some point. | assume that we would hold at least a subcommittes
hearing onthe Securities and Exchange Commission.

One area that|continue to be concerned about is that we are collectiig three
times as much money infeee that areimposed on transactions, on securitics
markets and onthe traneactions invalving new issues, we're collecting three

times as much money as we need to runthe Securities and Exchange Commission.

Andbasically, we're Laxing Lo fund general government by taxing small
businesses that are trying to get capital to create jobs, and it's something
that | continue to be concerned about. And thisls sometiing that basically
happened as a result of the Appropriations Committee trying to get revenues to
fund programs they wanted to fund. | thinkit s falr to say that it will be

my objective to end the situation where appropriators basically pass
authorizing legislation related to the Banking jurisdiction.

Yes, maam?

Q Following up on CRA, where Is your information coming from on these improper
actlons? s it anecdotal information from banks?

SEN.GRAMM: Well, it's coming from, basically, the iook that we have taken at
the stafflevel here in Banking. We don't have very many good studles. We do
know that the default rate on CRA loans is about six times the default rate on
loaneingeneral. We do know that there hae beenin eome high proflle cases
situations where cash payments have been made. We believe that it is quite
commion, but the Federal Reserve Bank does not keep data on basically slde
settlements, so that under current practice, If a bank paid an organization a
million dollars to testify before the Federal Reserve Bank examiners in favor
ofthe granting of a merger, there would be no record on It, nor would it. be

illegal: orthe payment of a million dollars not to testify,

And l've yet to runinto anybody who thinks that it's proper, when we're
supposedly holding hearings to gather facts, to have witnesses that arc paid
to saywhat they're saying. It seetis to me that that clircumvents the whole
intent of the procesas.

But we have come upwith a dozen or so examples and what we're doing is asking
the Fed to do a major study. That ie more of a long- term program. In the

short term, lwould simply like, a5 part of the community -- the Financial
Services Modemization Bill, that If proponents of CRA want to expand its
coverage tofinancial services holding companies that we, as part of that,
dealwith this problem of cash payments, kick-backs and bribes.

Ye¢s, sir?

Q Senator, does that mean that youwould deal with the CRA issue before you
could pass out the modernization bill, then?

SEN. GRAMM: It meane that ! would like to come to a consensus, if possible, on
how we deal with CRA in Financial Services Modernization. The Banking

Fol0rdo
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Committee has made achange in CRA inthebill that Chairmani_each has
introduced. | ain hopeful that we can reach an agreementwhere we will either
treat CRA separately in a separate billwhich | could support.or, if the
proponents of CRAwant to expand it to include financial services holding
companics, that we dealwith the problem in terms of determiningwhaoisin
compliance and, secondly, deal with the problem of these cash paymeits to
influence witnesses in hearings related to CRA.

Yeah?

QDoyou anticipate there will be comprehensive reform of RESPA or the Truth
inLending Act during this session?

SEN.GRAMM:We dont have it on our priority list as of right now. We are
obviously soliciting input. fromvirtually everyone in America as to problems
theywould like to see us dealwith, and if -- as a result, everything ls

open, but.it.is not on our agenda right now.

Yes, sir?

QSenator, there's a half a dozen House and Senate committees that have been
looklng into this issue of technology transfer to China.ls this committee
goingto handle it? And how 80, as it deals with export. controls?
SEN.GRAMM: res. this committeeis going to handle it.

Q How?

SEN. GRAMM: Well. we want. to reauthorize the Export Administration Act. It is
within our jurisdiction, and we're going to make a decision about.it.

Andwe are certainly not going to give the jurisdiction to anybody else.

Yeah?

Q@ Senator, you said that your discussions with other members on the Financial
Services Modernization have been built around H.R.10. Do you eee major
structural changes in the approach that H.R. 10 takes coming out of this
process?

SEN. GRAMM: [ think there will clearly be changes. HR. 10 has been overrun by
events in some cases.

Ithink that as we go through with individual members of the committee that
there will be changes. | think we can makes the bill a little tighter. When you
arewriting a bill, as quickly ag we were writing it, you tend tohave alot

of redundancies Init, a lot pfthings that you don't have to have. 1 think

the simpler we can make it, the more certainboth sides of the debate inthe
Senate can be sure that thereis nohidden agenda.

So | think it can be simplified. | think it has been overrun by events in 6ome
cases. And | am going tolieten to the input of every member of the Banking
Committee. And as you know -- 60 many people wahted oh the Barking Conimittee
that we actually increased the size of the committee, So there are alot of
people tolisten o, and | am sure they'll have ideas.

QSenator?

SEN.GRAMM: Let me get everybody else. ls there anybody that has got a first.
question?

QYes. Senator Gramm, earlier you msntioned that huge fight over derivatives
that -- (inaudible) -- on the committee. There is a huge turf battle going on
among the regulators, as you know. The Comtmodity Futures Trading Commission
has put out some proposals. Do you -- intend toweigh in on that issue at all?
SEN. GRAMM: Well, we intend to assert our jurisdiction over financial
derivatives, And anything -- thatis leglslative related 1o it, we Inténd to
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be the lcader of.

We are going tolook at what éome have categorized as "pank regulator failure”
In problems we have had inthe recent past. And obviously, we are going to be
sensitive to this wholeissue. I those arcas related to futures that are
clearly within the jurisdiction of the Ag Cotmitice, weintend towork -
togetherwiththemon a joint basis.

Q Senator, have you tatked with Senator Lott about the timing of bringing a
Financial Services bill to the floor? And do you think that the impeachment
proceedings -- (Inaudible)?

SEN. GRAMM: | think my only problem with bringing thie bill to the floor at
the end of February would be that Lott might want to try to kiss me in public.
(Laughter.) Qtherthanthat, | don't anticlpate any probleme. (Laughter.)

| thinkit would be very well received by this Congress on a blpartisan basis,
ifwe had a major bill that could be considered early in this Congress.

- And I think, quite frankly, it's an opportunity that we ought. to at least

try to take. I've s¢t out an ambitious goal in trying to report the bill from

the committee by the end of February, but there's a big prize for doing that;
we could be the first major bill -- this could be the first major bill

consldered inthe new Senate «- it the new Congress, for that matter. And|
think that as the first major bill, [think there will be a strang incentlive

onthe parts of both the majority leader and the minority leader to move such
abill,ifinfact it came tothe fioor of the Senate. And so if we can take
advantage of that and give the Senate something important. to do early on, |
saythat's a plus.

Yes, ma'am?

QAs afollow on to that, Senator Lott has said that he wanted the Senate to
operate on a dual track. Obviously you're taking him at his word. But do you
think you're going to be able to get people’s attention when there's
distractlon by this Impeachment trial?

SEN.GRAMM: ldon't know. I'm kind of shocked at the number of people that. are
here today. Maybe you all just wanted to talk about something different.
(Laughter.)

But ) think | have the attention of the members of the committee. We are going
to hold a series of breakfast meetings to reviewin detall the contents of
M.R.10 and update it. We are going to hold a subcommittee hearing on Export
Administration probably next week. Soldon't eee -« we don't, go into session
onthe impeachment trials until .00, and we get paid from 7:.00 on in the
mornlng, 50 | don't see any reasonwe can't doit.

Other first.questions anybody's got?

Yeah?

QInH.R.10, are you going to keep the thrift charter restrictions that are
inthe D’Amato bill -- the resteictions on --

SEN. GRAMM: 1 do not oppose commerclal companies owning financial charters for
cither thrifte or banks. If it were left up to me, fwould remove those
provisions from H.R 10. My experience with commercial companies owning
thrifts In a period of erisis is that they have had a broad financial base.

they have produced institutions that are more stable than average, and | am
not inthe least bit swayed by the argument that commercial ownership of
financial charters s a bad thing.

What the final bill will logk like when Senator Sarbanes and | sit down

oY
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Together, ifwe canreach an agreement, | think that's an open question that
would have tobe decided.

But where lindividually stand onit. -- if General Motors wante to owh a bank
charter, myguess is General Motors would be a stable owner, and théy've got
substantial financlal assets that could inake the charter more stable, could
make deposite safer, and could be a benefit. But that's just my opinion. There
are other people who have very strong feelings on the other side of theissue.
And I'mgoing to sit down, listen to them, and try to put together a
blpartisanbill. Obviously, that's one of the things we're going to have to
dealwith

Yeah?

QSenator, onIMF oversight., are you confident. that IMF officials will appear
mthe committee? They seem to have --

SEN.GRAMM: [ think that they -- lhope they will. | beligve they will.

Yeah, first.questions. Do -- anybody elee qot afirst question? All right. Let
e start. over with seccond --

QSenator --

SEN.GRAMM: Thenwe'll quit when we get through this group.

QSenator, on CRA, you talked in favor of repeal of CRA last year on the floor
of the Senate. Are you still it favor of repeal, or have you softened your
oppositiontoitingeneral?

SEN.GRAMM: f do not support the government dictating to people how they uee
their assets. S50 my position ot CRA has not changed, nor Is it going to
change.

| am not proposing that we repeal CRA; | at proposing that we do something
about abuses within CRA. And | believe that if we deal with the abuses, that
the political support for CRA might actually become stronger.

But had | been here In 1977, {would have cast the tie-breaking vote against
CRA. But there are many things the government does today that would not have
supported, had | been here, and | learn to live with them, not joyfully, but |

do. And | recogrnize -- and | think it's animportant thing for a chairmanto
recoghize -- that | dott't have any monopoly onwisdom or good sense or
judgment.

QButyounolonger advocate the repeal of CRA?

SEN.GRAMM: Well, that’s not an issue that's before us now. It's not
something that ) am pursuing. But my position on CRAls well known. I've
spoken onlt. many times, and I'm sure that we will -« what.lwant todols

make a declsion -- | think a better way to anewer that is, we're golng to try
toreach ashort-term compromise on CRA as it relates to the whole financial
services modernization lssue. And thatwillmean a compromise related to these
twoissues I've discussed.

We will probably later this year or early next year begin a major effort to

look at CRA iteclf, and then we will make a decision as to what wewant tado
with The law and what ite effect has been, and is there evidence to
substantiate that there's discrimination inlending.

Youwould betieve that if there were discriminationinlending that the rates
ofreturnon loans, if you forced banks to change their lsnding in areas where
there had been discrimination, you would believe default rates would be lower,
youwould believe that the rates of profits would be higher because banke were
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acting non-economically, whichis the definition of discrimination. | £hink

the limited data we have strongly suggests that that's not true, but we don't
have enough data to make a final decision.

Sointerms of CRA, 'dwant tolook at the facts, thenwe'll make a decision
some day about what to do about. CRA. Eut my ehott- term objective is to try to
get CRA out of the way of financial services modernization. .

Yes, ma'am?

QWhen do you expect the Humphrey-Hawkins report. --

SEN. GRAMM: We'll be announcing that later. And the Humphrey- Hawkins process
Ithink terminatee thie year, so this could be the last. one we will have.

Yes, maam?

Q'res, youinvoked John Dingell as an inspiration to you. I'm wondering if you
have any thoughts on the last Texan to head a major Banking Committee, and
thatwould be Henry B. Gonzalez, who headed the House Banking Committee.
SEN. GRAMM: Well, Henry B. Gonzalez s a great man, a great. role model in our
state. Over the years he had some hostile things to say about me, butlam
proud that | never, ever said anything hostile about him, and I'm not about --
after all these years of biting my tongue, such that thereis actually one

part of it missing -- (laughter) -- after all these years, I'm not about to

deviate from that. i have found that if peopie say mean things about you and
yourefusetorespond, it makes it harder forthem to keep saying them.

Yes, ma'am?

Q Given the outpouring of reaction on the new "Know Your Customer' rules, are
you planning hearings on that?

SEN. GRAMM: We're planning to lock at that, yes. | think thereis sotme
evidence that.we have gone toofar. And belleve me, | hate drug dealers and
money launderers, and I'd like to grab them by the throat and not let ther go
togeta betrergrip. But when we're trying to ask banks to track how much my
motheris contiibuting to the church and how much your activities are, | think
it's just gone oo far, | think. Sowe're going to look at In sotie detail.

Yeah, let me take these three questions -- these four and we'll quit.

Yeah?

Q Should we interpret your comments on Humphrey-Hawkitis as in opposition to
the seml-annuval reports?

SEN. GRAMIM: Well, no. We've come to the end of the process as | understand it
-« (to staff) -- that's right, lsn't It Wayne? -- (returning) -- that this

will be the last one. We will announce it. As | lack at things we cught to do
andwork we've got to do, [ don't 6ee this a6 beihg very high on my priority

list.

Having said that,let me say that there are other members of the committee,
and if some of them feel strong about it, we'll look atit.But we had it ina

period where Cohgress felt it was important, andit has had its day. And éo
don't -~ it looking at the agenda that I'd like to pursue, | don't see it on

the agenda,

Now, as we Lalk to other members, that maychange.

Yes.

QJustonmutual holding companies, are you golng To support parts of the
legislation, portions of thelegislation, the financlal serwvice reform that!ll
allow insurers to form mutual holding companies? ls that something --
SEN. GRAMM: | don't -- haver't reached a judgment onit, the details of the
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for foreign _,'..,'Jr'sf | would like to draw atten-
tion to tha successes of the Christian Re-
formed World Relief Committee (CRWAC)
headquartered in Grand Rapids, Michigan.

in 1997, CRWRC received a USAID grant of
$75,000 for a Development Educalion project.
In collaboration with Bread for the World Instl-
tute (BFW), CRWRC used the money to fund
a national event which linkad imemational de-
velopment organizations with U.S. leaders
who were interasted in public policy, sustain-
able developmeant, and hunger. The event was
a huge success.

The Gathering, which took place in Wash-
ington, D.C. in June of 1897, was preceded by
a number of training materials and publicity
brochures and newsletters. Participants were
divided into one of three groups: Track |,
which involved over 300 people wha were in-
terested in poverty and hunger and wanted to
leam more; Track I, the “leadership corps™ of
those who expressed a higher level of interast
and would apply the “"milttipfer affect” in their
own regions after leaving the Gathering; and
finally, Track [Ii, the six foreign nationals who
were development practitioners working In
partnership with CRWRC overseas.

Attendance at the Gatherlng exceeded ex-
pectations, drawing over 500 people. The con-
ferenca was a time to share stories and leam
from others. According to the increase in
learning based on the results of a basaiine
survey given at registration and a follow-up
survay that followed the conference, each of
the three groups was impacted significantly by
new information. The fallow-up survey showed
that Track Il participants tripled In their leam-
ing and Track | showed a positiva Increase as
well. In addition, tha visiting intemational de-
velopers were abla to leam about the demo-
cratic process in the U.S. and the possibility of
ceating their own action in their own coun~
tries.

Other evidenca of leaming appeared In the
comments from participants after the Gather-
ing:

From Jean Claude Cerin, a development
practitioner from Haitl, and one of the inter-
national presenters:

There was a womnan In my small group the
first day of our meetings who felv forced 10
adopt intermational issues. (. ..] She gald
that's nov what she's concerned about, she's

CONGRESSIONAL RECORD — Extensions of Remarks

and has grown £o more than 10,000 employ- __+~"e Interesied in what's happenlng in her

Lo ‘\\ backyard, After going through the
\l‘mps and interchanges, she became 30
.Sted. She's interested 1n the malling
.. -3 publigh talks of folks at the Track II
-y} . :3ps 10 her local newaletter, and to be
/. 'unicaclon with international folks
/- .=\ ‘emall. $he said, "I'm able to cou-
T . s |nternational {ssues t© my own
. .| .\now.” She caught the connection,
. 'Ye are interconnected. [emphasia

~~ack Il participant: “Thanks again
-:-Mited leadership and courage in
... 'ging funding and hosting the

\

\:\;J It's a milestone in raising
sl

-+ \would like o emphasize the
.. u:-Lthis program and believe it
L ", ‘~<-public dollars ¢an go to serve
... -:ud poor when coupled with private ef-
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THE DEPOSITORY INSTITUTION
MERGER PLEDGE ENFORCEMENT
ACT (H.R. 4420)

HON. JOHN J. LaFALCE

. OF NEW YORK

IN THE HOUSE OF REPRESENTATIVES

Thursday, August 6, 1998

Mr. LAFALCE. Mr. Speaker, we find our-
selves in an era of mega-mergers among fi-
nancial institutions, and the trend is likely to
continue. There s some public concemn about
these mergers, and with a goad reason. Diver-
sified financial services companies olfer real
opportunities 1or consumers, including easier
accass to a larger array of tinancial services at
fower cast. But they also carry risks; higher or
hidden fees; intrusions UPON congumer pri-
vacy; and lndifference to community needs
and concerns on the pan of institutions with
only a tenuous fink to the local community.

Today | am introducing legislation intended
to help ensure that these larger conglomarates
remain responsive to community needs, [ulfil
their community reinvestment obligations and
honor their own community reinvestment

edges.

As part of the regulatory approval process
for merger applications, the banking and thrift
regulators are required to consider the finan-
cigl instiution's community reinvestment
record. It Is becoming increasingly typical for
finangal Institutions to annoumce slzealile f-
nancial commitments to provide loans within
low and moderate income communities in the
comext of lhese pending applications. These
pledges are typically intended to enhance the
institution's perceived performance; gain sup-
pant or approval for the application; and as-
suage public concem or—in some Cases—ie-
duce community opposition.

Let me pravide some examples, In the
NationsBank/BankAmerica merger, a CRA
commitment of $350 billion over 10 years was
made: $180 billion for small business: $115
bilion for atfordable housing; $30 billion in
consumar loans; and $25 billion In community
development investments. Citibank-Travelers
gnacunced a commitment of $115 billion over
10 years in small businass and consumer
loans: mortgages and community investmenis.
Washington  MutualGreat ~ Westemm/H.F.
Ahmanson committed to $120 billion in affard-
able houging, muttifamily housing, small busi-
ness and consumer 0ans,

ool

August 7, 1998

Thesa finangial institutions and othears are to
be congratulatad on the pledges they have
made. The commitments have been substan-
tial and wide-ranging. | believe they are seri-
ously intended and | have conlidence thay will
be pursued. But the publlc must have con-
fidence as well, and the current regulatory
oversight system does not pravide any.

These commitmants have typically heen for
ten years and generally involve sizeable, but
unspecitied pledges of credit for affordable
housing, business loans, consumer loans and
investments in community projects. Yet current
supervisory oversight under CRA focuses on
an institution's lending and investment activi-
ties during one-year periods only, and seeks
to determina whether tha institution is meeting
minimum required levels of community rein-
vastment, not the higher levels promised in
thesa commitments. Several recent sludies
have found that even these routina CRA ex-
aminations have been inadequate and that
CRA ratings are generally “inflated.”

The capacity to monitor the higher levels of
lendng and investment committed to m con-
junction with proposed mergers does not now
exist either among the regulatars or the com-
munity groups. As a result, the community in-
vestmant pledges we are now routinely seeing
cannot and will nat be measured ar monitored
over tima. But they must ba, if they are to be
more than empty promises. It is difficult for the
public and community groups to have con-
fidence that the generalized pledges of these
institutions  will take concrete and positive
shape within their communities if there is no
way to monitor pledge implementation.

Some of the regulators have suggested that
community organizations should enforce com-
munity investment pledges by banks. { fear
that may be unrealistic as few such groups
would- hava adequate enforcement capacity.
Moreover, it is difficult to anforce commiments
as highly genaralized as some we have seen.

Community groups are pressing for commit-
ments that invelve highly specific goals for im-
pravement In specific types of kending in more
namowly targeted communities. That approach
may have merit. Soma institutions have taken
It with subslantial success, while others are
strongly resistant.

My logislation attempts to strike a middle
ground. The bill would direct the Federal bank-
ing regulators to deveiop and maintain proce-
duras to monitor compilance with community
reinvasiment pledges made by financial insti-
tutions. In addition, it would:

Require the regulatory agencies to notily in-
stitutions when commitments are not being
met and make such non-compliance public:
and

Authorize the regulators to take an institu-
tion's recors of compliance with these pledges
into account in any future dacision-making re-
garding the institution.

The mmunity investment pledges being
made by financial instiutions are bacoming an
imegral element of the mega-merger trand.
They must be taken seriously by the regu-
Jators as well as tha institution which makes
them. Community groups and the public at
large must have confidence in the intagnty
and meaningfulness of thase pledges. The de-
velopment of a mechanism for monitoring
compliance can afford that confidence without
undue regulatory intrusion.

These pledges must be more than public re-
lations davices. lf public concern about the
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wave of mega-mergers i€ 10 be assuaged,

these commitments must show tangible results

in local communities. | beliave my bill will help

accomplish that important objective, and |

would welcome the suppon of my colleagues.
The text of the bill lollows:

H.R. 4420

Be it enacted by the Senate and House of Rep-
resentalives of the United States of America In
Congress assembled,

SECTION 1. SHORT TITLE.

This Act mmay be clted as the ‘‘Depository
Institution Merger Pledge Enforcement
Act’’.

SEC. 2 ENFORCEMENT QF COMMITMENTS MADE
IN CONNECTION WITH ACQUISITION
OHR MERGER APPLICATIONS.
section 16 of the Federal Deposit Insurance
Act (12 U.S.C. 1828) ta amended by adding &t
the end the following new subsection:

*(t) ENFORCEMENT OF MERGER AND ACQUISI-
TION PLEDGES.~=

“(1) IN GENERAL.—Each appropriate Fad-
eral banking agency 3hall establish and
meintain procedures for monitoring, on an
ongoing basla, compliance by any Insured de-
poaltory institution, bank holding company,
savinga and loan holding company, forelgn
bank. or any affiliate of any such person
with any pledge or commitment made by any
such person in connection with the approval
of any application by any sauch person under
subsection (G). section 44, secuions 2. 8, or 4 of
the National Bank Consolidation and Merger
Act, 3ection 3 or 4 of the Bank Holding Com-
pany Act of 1856, or section 10 of the Home
Owners' Load Act, including any pledge or
commitment.relating to comsmunity lending
and investrnent.

«(2) REPORT OF NONCOMPLIANCE.—Whenever
any appropriate Federal banking agency de-
termines that any Insured depository insci-
tution, bank holding company, saviugs and
loan holding company, forelgn bank, ar any
affiliate of any Such pergson 1a ialling wo
maintain oompliance with any pledge or
commitment referred to 1o paragraph (1) at
any time daring the effective period of the
pledge or agreement. the agency shall—

‘(A) motify the institution, company,
bank, or afflliate of such detarmination; and

(8) shall publish a notice of such deter-
mination {n the Federal Register.

+(3) NONCOMFLIANCE TAKEN INTO ACCOUNT N
CONNECTION WITH SUBBEQUENT APPROVALS.—If
an appropriate Federal banking =agency
makes a determination of noncompliance
under paragraph (2) with regard to any In-
sured depository Institution, bank holding
company, 3avings apd loan holding company.
foreign bank, or any affillatée of any such
person, the agency may take such non-
compliance Into account in making decis{ons
in the future regarding the institution, com-
pany. bank, or affiliate.”.

A TRIBUTE TO THE MEDFORD,
LONG ISLAND FIRE AND RESCUE
VOLUNTEERS

HON. MICHAEL P. FORBES

OF NEW YORK
IN THE HOUSE OF REPRESENTATIVES

Thursday, August 6, 1998

Mr. FORBES. Mr. Speaker, | rise loday to
salute the brave volunteers of the Medford
Fire Deparntmant (or their valiant efforts to con-
tain and extinguish a huge blaze at the
Gershow Recycling plant in eastern Long ls-
land, New York on July 23, 1998. | also com-
mend tha Medford Ambulance Corps volurteer
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members wha worked tirelessty at the scene
of the fire treating firefighters for smoke inha-
lation and heal exhauston even as black
smoke billowed around them.

A towering inferno erupted at the car recy-
cling plant in Medford on that Thursday at
around 3:45 p.m., emitting intensesheat and
flames until well into the next aftettioon. The
fire consumed tons of metal, petroleun and
rubber tires from scrap automobilas measuring
approximately Iwo acres wide and 60 feel
high. Tha Medford fire and rescue volunteers
were first to amrive at the scene of the blaze
and quickly unleashed tomrents of water to pre-
vent the flre from spreading lo nearby homes
and businesses.

The Mediord volunteers were able to con-
tain the infemo ta the recycling plant site while
awaiting mutual aid fom 73 fire departments
and emergency companies who responded ta
an Islandwide call for assistance. Thanks to
the unrelenting efforts ol the Medford fire-
fightars, no one was sarlously injured and no
bulldings or homes surrounding the recycling
plant were damaged. Yet, the Mediord Ambu-
lance Corps, along with several other local
emargency medical services, performed admi-
rably In treating 36 firelighters far heat ex-
haustion. minor cuts and burns.

The quick response of tha Madford fire and
rascue volunteers ensured the containment ot
the blaze and kept the fire from resulting in
tragedy. These voluntears work round the
clock at perfecting their firefighting and emer-
gency preparedness sidlls, and stand ready to
help their neighbors at a moment's notice.
They degerve our praise and heardeft thanks
lor anather job well done.

Mr. Speaker, | ask my colleagues in the
U.S. House of Representatives to join me in
honoring the brave volunteers of the Medford
Fire Department and Ambulance Corps and to
recognize their commitment and dedicstion to
protecting the lives of my eastem Long Island
constituents. We ara truly blessed to count on
these volurteers in our time of need.

PAYCHECK PROTECTION ACT

—

HON. MARK W. NEUMANN

OF WIBCONSIN
IN THE BOUSE OF REPRESENTATIVES

Thursday, August 6, 1998

Mr. NEUMANN. Mr. Speaker, | appreciate
this opportunity to briefly address tha House
about the Paycheck Protection Act. | regret
that tha campaign fnance bill approved today
does not eflectively prevent organizations from
forcing individuals to financially support cam-
paigns. Tha Paycheck Protection Act authored
by my fiend from Colorado, Congressman
Boa SCHAFFER, includes this fundamental prin-
ciple of American democracy. Despite my con-
cems that the Paycheck Protection Act's lan-
guage as originally drafted may not apply this
principle equally to unions and corporations, |
remain supportive of Congressman SCHAF-
FER's eflorts. Congressman SCHAFFER has al-
ready mada some improvements lo the bill
and | look forward to working with him in the
future.

E1571

ESTABLISHING A PERMANENT DI-
VISION OF CHIROPRACTIC SERV-
ICES IN THE VETERANS HEALTH
ADMINISTRATION—H.R. 4421

HON. LANE EVANS

OF ILLINCIB
IN THE HOUSE OF REFRESENTATIVES

Thursday, August 6, 1998

Mr. EVANS. Mr. Speaker, today | am intro-
ducing legisiation to authoriza the employment
ot doctors of chiropractic as full-time health
care professionals by the Depanment ol Vet-
erans Affairs and establish a permanent divi-
sion of chiropractic services in the Veterans
Health Administration. Joining me as orginal
cosponsors of the bill in the House are Rep-
resentatives PAUL KANJORSKI, DALE KILDEE,
Boe FILNER, JiIM MCDERMOTT, THOMAS MAN-
TON, NEIL AEBERCROMBIE, JOSEPH KENNEDY,
LuiS GUNEAREZ, ELEANOR HOLMES NORTON,
GEORGE BROWN, ManTIN FAOST, and CHARLES
RANGEL, ENI F.H, FALEOMAVAEGA, JAMES
LEACH, PATRICK KENNEDY, BENNIE THOMPSON,
and VIRGIL GOODE, JA.

Each day in the U.S. mora than one mitlion
Americans zeek the services of doctors of
chiropractic, receiving elfective, safe and ap-
proprlata care from highly trained, state li-
censed providers. Beneflciarias in federal pro-
grams such as Medicare, Medicaid and fed-
aral workers compensation, have routine avail-
ability to chiropractic services to meet their
health care needs. In contrast, the Department
of Veterans Alfairs has not routinely provided
vetarans access to this beneficial form of
heaith care regardiess of their spedilic needs
or personal wishes.

The research tecord comtinues to valigate
the use of chirapractic for a wide range of
conditions. Even tha U.S. Public Health Serv-
ice, through the Agency for Health Care Palicy
and Research, rates "manual manipulation” as
one of the top choicas for back problems in
adults because of its eflectiveness and low
cost. Chiropractic allers veterans a drugless,
non-surgical option—an option that is @ much-
needed addition to the care available through
VA,
in virually all other areas of the Federal
heatth-care dellvary system, Congress has
recognized the role of chiropractic care, there-
by ensuring that baneficiaries have a voice in
choosing health care options that are best for
them. My legistation will provide veterans the
same abifity t0 make health care choices that
best address their specific naeds.

It is time to end this long-standing inequity
in federal heatth care programs and give vet-
arans a real choice in their healh care. Our
vatarans deserve na less.

RAIL, SERVICE IMPROVEMENT ACT
OF 1998

HON. JERRY MORAN

OF KANSAS
IN THE HOUSE OF REPRESENTATIVES
Thursday, August 6, 1998

Mr. MORAN of Kansas. Mr, Speaker, rail
transportation has long played an kmportant
role in shaping the American landscape. In re-
cadqt years, however, this landscape has made
for difficut situations for shippers, railroads,
and farmers looking to move their grain 10 ex-
pan markets.
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To amend the Federal Deposit Insurance Act to require the Federal banking
agencies Lo monitor compliance by depository institutions and depository
institution holding cotmpanies with commitments made by such institu-
tions in connection with a merger or acquisition, and for other purposes.

IN TIHE HOUSE OF REPRESENTATIVES

Auaust 6, 1998
Mr. LalaLck introduced the following bill; which was referred to the
Committee on Banking and Financial Services

A BILL

To amend the Federal Deposit Insurance Act to require
the Federal banking agencies to monitor compliance by
depository institutions and depository institution holding
companies with commitments made by such institutions
in conneetion with a merger or acquisition, and for other

purposes.

I Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Depository Institution
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Merger Pledge Enforecement Act”.
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company, savings and loan holding company, foreign
bank, or any affiliate of any such person is failling
to maintam (:mnplia.l1ce"';with any pledge or commit-
ment referred to in paragraph (1) at any time dur-
ing the cffective period of the pledge or agreement,
the ageney shall—
“(A) notify the institution, company, bank,
or affiliate of such determination; and
“(B) shall publish a notice of such deter-

mination in the Federal Register.

“(3) NONCOMPLIANCE TAKEN INTO ACCOUNT
IN CONNECTION WITI SUBSEQUENT APPROVALS.—If
an appropriate Federal banking agency makes a de-
termination of noncompliance under paragraph (2)
with regard to any insured depository mstitution,
bank holding company, savings and loan holding
company, foreign bank, or any affiliate of any such
person, the agency may take such noncompliance
into account in making decisions in the future re-
garding the institution, company, bank, or affili-

ate.”.

*HR 4420 IH
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The Honorable Alan Greenspan The Honorable Donna Tanoue

Chairman Chairman

Board of Governors of the Federal Reserve Federal Deposit Insurance Corporation
20th and C Streets, N.W. 5S0 17th Street, N.W.

Washington, DC 20551 Washington, DC 20552

The Honorable julie Williams The Honorable Ellen Seidman
Acting Compuoller of the Currency Director

250 E Street, S W. Office of Thrift Supervision
Washington, DC 20219 1700 G Street, N.W.

Washington, DC 20552

Dear Federal Banking Regulators:

We are writing to express serious concerns over a pattern of banking regulators giving
high Community Reinvestment Act ratngs to banks at the same time that lending to low-
income and minority housholds is losing ground.

The latest Home Mortgage Disclosure Act figures show an 8.6% increase in the
number of African-Americans denied home mortgage loans and a 10% increase for Latinos. In
fact, the overall denial rate of 53% for African-American loan applicants means that black
households are more likely than not to be turned down for a home loan -- denying those
families a rung up the ladder of the American dream. Just as foreboding, the absolute number
of Latino home-loan borrowers actually declined by 2% over the last year.

Despite evidence of declining commitment to fair lending practices. banking regulators
gave CRA “non-compliance” ratings 1o only nine federally insured financial institutions in
1997 -- less than one quarter of one percent of all rated lcnders. Moreover, less than 2% of

rated lenders received a CRA raring below "satisfactory" in 1997. Almost identical rates for
these categories were handed out in the first half of 1998.

CRA plays a critical role in holding federally insured financial institutions accountable
in meeting the credit needs of their communities, including low and moderate-income
neighborhoods. But CRA can only be effectve in this critical role if CRA exams unfailingly
signal out institutions that are not doing a good job of meeting such credit needs.*

THIS STATIONERY PRINTED ON PAPER MAOE OF AECYCLED FIBERS
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Federal Banking Regulators
August 6, 1998
Page 2

CRA ratings over the last two years simply do not represent 2 tough-minded evaluation
of lending practices by our nation's financial institutions. Just six years ago, the percentage of
CRA ratings below "satisfactory” was 10% of the 5,600 institutions examined. The 2% level
of the last few years represents an 80% decline over this six-year period. According to such
numbers, our nation’s lenders have made a terrific improvement in their business practices,

helping families in low-income and munority communities all across the country become
homeowners.

But as we’ve pointed out, the lending facts tell a different story. How can so few
banks be held accountable for poor CRA performance when African-Americans are still more
than twice as likely to be denied a loan than a white applicant, and Latinos are 50% more
likely 1o be denied a loan than a white applicant?

Why are so many banks getting satisfactory ratings when lending to higher-income
borrowers increased three times as fast over the last year as lending to lower-income
households?

The simple truth is that the national homeownership rate for minorites lags the
national homeownership rate for non-minorities by over 20%. Given this huge discrepancy,
and recent HMDA data, it is not realistic to expect a sharply downward trend in poor CRA

ratings.

Therefore, we urge you to reevaluate and revamp your CRA examination process, to
hold federally insured financial institutions fully accountable for their community reinvestment
obligations.

Thank you for consideration in this matter.

Sincerely yours,
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THE WHITE HOUSE

SARAH ROSEN
SENIOR ADVISOR
NATIONAL ECONOMIC COUNCIL

(202) 456-2223 (Fax) _
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If this fax is incomplete or you need to give clearance information for a meeting,

please call Sonyia Matthews at 456-5351. Thank you.
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January 28, 1999

Sarah:

Here’s a revised “CRA Fact Sheet” for you to consider. It differs from the version you
sent over last night in a few material respects:

1.

We deleted the “What is CRA?” intro. We think that it isn’t necessary in this
document. There is no easy way to ensure that all folks will be able to reconcile the
statutory purpose that is linked pretty clearly to “credit needs” to the regulatory tests
that also include “services” as explained in the fact sheet. Further, the “redlining” link
fans the flames.

We added language that explains briefly how the regulation is tailored to specific
types of institutions by including different tests.

We added language about the applications process in the bullet relating to public
comment. We think this is pretty essential and not mentioning it looks like we are
hiding the ball.

We added a new bullet that touches on the increased importance/emphasis on CRA
since the early 1990’s - HMDA changes, public CRA ratings, etc, all things that have
raised sensitivity.

We combined the sections on community and small business benefits.

We deleted references to increases in minority lending. The CRA and the regulations
focus on low and moderate income persons and communities — not minorities, per se.
Inclusion plays into the hands of the “affirmative action” critics, and those who
already can’t separate fair lending from CRA.

We modified the discussion of small business lending. The “two-thirds” remark
concerned us somewhat. We weren’t sure how total small business lending was
measured. We assumed that it is SBA lending. If it is, then there is no comparison
between what is collected and reported under CRA and SBA loan figures.

There are also some editorial changes that are reflecied on the new draft.

Thanks,

Tim
906-5629
898-0230 (fax)

[ Y N N
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CRA FACT SHEET
How does CRA work?

¢ Federal bank and thrift supervisors assess each financial institution’s performance: loans
made, services provided, and investments made in their communities. The CRA
regulation tailors examinations to specific types of institutions by providing a
streamlined examination for small banks and thrifts (generally those with assets under
$250 million), a community development test for wholesale and limited purpose
institutions, and a strategic plan option for all institutions. Examinations are typically
done on 24 to 36 month cycles.

o Banks and thrifts make their CRA ratings public. The public can comment on an
institution’s CRA performance at any time, including before the start of scheduled
examination and in connection with the filing of certain types of applications such as
those for mergers and acquisitions, the establishment of a new institution, and additional
deposit facilities.

e Since 1991, CRA activities of banks/thrifts have received increased emphasis by the
public, regulators and institution management as a result of changes to the HMDA

reporting requirements, the public release of CRA evaluations and ratings, and changes
to the CRA regulations.

What are the benefits of CRA to communities and small businesses?

e CRA is helping to restore healthy markets in distressed communities and provide
homeownership opportunities for low and moderate income individuals:

¢  Since 1992, nonprofit community organizations estimate that the private sector
has pledged over $1 trillion in loans for homeownership and community
develapment in low and moderate income and distressed communities across
America.

« 1997 HMDA data show that lending to low and moderate income borrowers is on
the rise. For example, since 1993, the number of home mortgage loans to low and
moderate income borrowers has increased by 38 percent.

e In 1997 alone, commercial banks made $18.6 billion in community development
investmentas.

e In 1997, large banka and thrifts reported making 2.6 million small business loans for a
total of $159 billion. More than one-fifth of those loans were made to small businesses in
low and moderate income communities.

What are the benefits of CRA to banks and thrifts?

» CRA is good banking business.

» “Businesses that learn how to meet [community reinvestment] demand
profitably, and integrate it into their business lines, will gain a tremendous
competitive advantage.” Richard Rosenberg, former Chairman and CEQ,
BankAmerica Corporation.

o “CRA-related activities can help develop new markets, potentially profitable
business, and improve a bank’s public image.” Lawrence Lindsey, former
Governor, Federal Reserve System.

TOTAL P.B3
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THE DEPOSITORY INSTITUTION MERGER PLEDGE ENFORCEMENT ACT (H.R. 4420) --
HON. JOHN J. LAFALCE (Extension of Remarks - August 07, 1998)

[Page: E1570]

HON. JOHN J. LAFALCE
in the House of Representatives
THURSDAY, AUGUST 6, 1998

« Mr. LaFALCE. Mr. Speaker, we find ourselves in an era of mega-mergers among financial
institutions, and the trend is likely to continue. There is some public concern about these mergers,
and with a good reason. Diversified financial services companies offer real opportunities for
consumers, including easier access to a larger array of financial services at lower cost. But they
also carry risks: higher or hidden fees; intrusions upon consumer privacy; and indifference to
community needs and concerns on the part of institutions with only a tenuous link to the local
community.

« Today I am introducing legislation intended to help ensure that these larger conglomerates remain
responsive to community needs, fulfill their community reinvestment obligations and honor their
own community reinvestment pledges.

« As part of the regulatory approval process for merger applications, the banking and thrift
regulators are required to consider the financial institution's community reinvestment record. It is
becoming increasingly typical for financial institutions to announce sizeable financial
commitments to provide loans within low and moderate income communities in the context of
these pending applications. These pledges are typically intended to enhance the institution's
perceived performance; gain support or approval for the application; and assuage public concern
or--in some cases--reduce community opposition.

« Let me provide some examples. In the NationsBank/Bank America merger, a CRA commitment of
$350 billion over 10 years was made: $180 billion for small business; $115 billion for affordable
housing; $30 billion in consumer loans; and $25 billion in community development investments.
Citibank-Travelers announced a commitment of $115 billion over 10 years in small business and
consumer loans; mortgages and community investments. Washington Mutual/Great Western/H.F.
Ahmanson committed to $120 billion in affordable housing, multifamily housing, small business
and consumer loans.

« These financial institutions and others are to be congratulated on the pledges they have made. The
commitments have been substantial and wide-ranging. I believe they are seriously intended and |
have confidence they will be pursued. But the public must have confidence as well, and the
current regulatory oversight system does not provide any.

\\ 8/14/98 11:33 AN
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These commitments have typically been for ten years and generally involve sizeable, but
unspecified pledges of credit for affordable housing, business loans, consumer loans and
investments in community projects. Yet current supervisory oversight under CRA focuses on an
institution's lending and investment activitics during one-year periods only, and seeks to
determine whether the institution is meeting minimum required levels ol community reinvestment,
not the higher levels promised in these commitments. Several recent studies have found that even
these routine CRA examinations have been inadequate and that CRA ratings are generally
‘inflated.'

The capacity to monitor the higher levels of lending and investment committed to in conjunction
with proposed mergers does not now exist cither among the regulators or the community groups.
As a result, the community investment pledges we are now routinely seeing cannot and will not be
measured or monitored over time. But they must be, if they are to be more than empty promises. It
is difficult for the public and community groups to have confidence that the generalized pledges of .
these institutions will take concrete and positive shape within their communities if therc is no way
to monitor pledge implementation.

Some of the regulators have suggested that community organizations should enforce community
investment pledges by banks. I fear that may be unrealistic as few such groups would have
adequate enforcement capacity. Moreover, it is difficult to enforce commitments as highly
generalized as some we have seen.

Community groups are pressing for commitments that involve highly specific goals for
improvement in specific types of lending in more narrowly targeted communities. That approach
may have merit. Some institutions have taken it with substantial success, while others are strongly
resistant.

My legislation attempts to strike a middle ground. The bill would direct the Federal banking
regulators to develop and maintain procedures to monitor compliance with community
reinvestment pledges made by financial institutions. In addition, it would:

Require the regulatory agencies to notify institutions when commitments are not being met and
make such non-compliance public; and

Authorize the regulators to take an institution's record of compliance with these pledges into
account in any future decision-making regarding the institution.

The community investment pledges being made by financial institutions are becoming an integral
element of the mega-merger trend. They must be taken seriously by the regulators as well as the
institution which makes them. Community groups and the public at large must have confidence in
the integrity and meaningfulness of these pledges. The development of a mechanism for
monitoring compliance can afford that confidence without undue regulatory intrusion.

These pledges must be more than public relations devices. If public concern about the wave of
mega-mergers is to be assuaged, these commitments must show tangible results in local
communities. I believe my bill will help accomplish that important objective, and I would
welcome the support of my colleagues.

The text of the bill follows:

[Page: E1571]

Be it enacted by the Senate and House of Representatives of the United States of America in Congress
assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the “Depository Institution Merger Pledge Enforcement Act'.

8/14/98 11:33 AN
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SEC. 2. ENFORCEMENT OF COMMITMENTS MADE IN CONNECTION WITH ACQUISITION
OR MERGER APPLICATIONS.

Section 18 of the Federal Deposit Insurance Act (12 U.S.C. 1828) is amended by adding at the end the
following new subsection:

(1) Enforcement of Merger and Acquisition Pledges:

'(1) In general: Each appropriate Federal banking agency shall establish and maintain procedures for
monitoring, on an ongoing basis, compliance by any insured depository institution, bank holding
company. savings and loan holding company, foreign bank, or any affiliate of any such person with any
pledge or commitment made by any such person in connection with the approval of any application by
any such person under subsection (c¢), section 44, sections 2, 3, or 4 of the National Bank Consolidation
and Merger Act, section 3 or 4 of the Bank Holding Company Act of 1956, or section 10 of the Home
Owners' Loan Act. including any pledge or commitment relating to community lending and investment.

'(2) Report of noncompliance: Whenever any appropriate Federal banking agency determines that any
insured depository institution, bank holding company, savings and loan holding company, foreign bank,
or any affiliate of any such person is failing to maintain compliance with any pledge or commitment
referred to in paragraph (1) at any time during the eftective period of the pledge or agreement, the
agency shall--

“(A) notify the institution, company, bank, or afliliate of such determination; and
'(B) shall publish a notice of such determination in the I'ederal Register.

'(3) Noncompliance taken into account in conncction with subsequent approvals: I{ an appropriate
Federal banking agency makes a determination of noncompliance under paragraph (2) with regard to any
insured depository institution, bank holding company, savings and loan holding company, foreign bank,
or any affiliate of any such person, the agency may take such noncompliance into account in making
decisions in the futurc regarding the institution, company, bank, or affiliate.".
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Leticia Sierra
01/22/99 01:51:39 PM

Record Type: Record

To: Michelle A. Enger/OMB/EOP, Alice Veenstra/OMB/EOP

ccC: See the distribution list at the bottom of this message
Subject: FYI -- HR173 -- Community Reinvestment Improvement Act of 1999

The Community Reinvestment Improvement Act of 1999, introduced by Rep. Bill McCollum {R-Fla.) on January

The Committee on Banking and Financial Services, to which the bill has been referred, has not scheduled actio

HR 173 IH
106th CONGRESS
1st Session
H.R. 173

To amend the Community Reinvestment Act of 1977 to reduce onerous recordkeeping and reporting requireme
financial institutions, and for other purposes.

IN THE HOUSE OF REPRESENTATIVES
January 6, 1999

Mr. MCCOLLUM introduced the following bill; which was referred to the Committee on Banking and Financial S

A BILL

To amend the Community Reinvestment Act of 1977 to reduce onerous recordkeeping and reporting requireme
financial institutions, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States of America in Congress
assembled,

SECTION 1. SHORT TITLE.
This Act may be cited as the ~Community Reinvestment Improvement Act of 1999".
SEC. 2. MODIFIED EVALUATIONS.

The Community Reinvestment Act of 1977 (12 U.S.C. 2901 et seq.) is amended by adding at the end the f



section:
*SEC. 809. MODIFIED EVALUATIONS.

*(a) SCOPE- In lieu of being evaluated under section 804 and receiving a written evaluation under section 8
institution's record of meeting the credit needs of its entire community with respect to any calendar year sh
pursuant to this section if the institution--

(1) has not been found to be in violation of section 701{a) of the Equal Credit Opportunity Act, or any
provision of such Act, during the five-year period preceding such calendar year;

*(2) has not received a rating of "needs to improve' or “substantial noncompliance' from the supervisor
the most recent evaluation of the institution under section 807;

*{3) has not been disqualified from evaluation under this section by the supervisory agency pursuant to
of this section; and

*{4) has, as of the December 31 preceding the beginning of such calendar year, total assets of less tha
$500,000,000.

The dolar amount in this subsection shall be adjusted annually after December 31, 1998, by the annual per

increase in the Consumer Price Index for Urban Wage Earners and Clerical Workers published by the Bureau
Statistics.

*(b) MODIFIED EVALUATION- An institution which is described in subsection (a) with respect to any calend
shall, during such year--

(1) maintain internal policies to help meet the credit needs of its local community consistent with the s
sound operation of such institution;

" (2) declare in writing to the supervisory agency, at such time as the agency shall prescribe by regulatio
institution--

*(A) is an institution described in subsection (a); and
*(B) is in compliance with this subsection;

"(3) display any notices as required by the supervisory agency concerning the institution’s compliance
requirements of this Act; and

*(4) make available for public inspection the following information regarding the record of such institutic
meeting the credit needs of its entire community--

*(A) an identification of the community it serves;
*(B) a list of the types of credit offered by the institution;

*(C) public comments received during such year or any of the two years immediately preceding such
regarding the institution's service of the entire community's credit needs; and

*(D) copies of any declaration submitted under subparagraph {2).

*{c) Regulatory Evaluation-



(1) IN GENERAL- The supervisory agency shall conduct an evaluation of an institution's compliance wit
section in connection with its examination of such institution, or every two years, whichever is more fre

"(2) NOTICE- Upon commencing a compliance evaluation pursuant to the section, the supervisory agenc
provide public notice stating that it is conducting such evaluation of the institution.

*{3) PROCEDURE- In performing periodic evaluations of institutions pursuant to subsection (c) of this se
supervisory agency--

“(A) shall review the institution's existing business records and shall not require the institution to pr
documentation other than existing business records, and

*(B) shall review any additional information provided by the institution or other interested parties.

*(4) DISQUALIFICATION- In addition to any administrative enforcement action authorized under any oth
provision of law, if the supervisory agency determines after an evaluation under this subsection that the
not in compliance with this section, then the supervisory agency may determine that the institution shall
disqualified from evaluation under this section for such period as the agency may determine to be appro

“le) PENALTIES- In addition to any criminal or civil penalty or any administrative enforcement action authori
any other provision of law, if the supervisory agency finds that an institution has intentionally submitted fal
the supervisory agency or otherwise willfully violated the requirements of subsection (b), the institution shal
disqualified from evaluation under this section such period, not to exceed ten years, as the agency may det
appropriate.

*(f) DEFINITIONS-
*(1) “Institution’ means a regulated financial institution meeting the requirements of subsection (a).

"(2) " Supervisory agency' means the appropriate Federal financial supervisory agency of a regulated fin
institution.’.

SEC. 3. EVALUATION EXEMPTION.

The Community Reinvestment Act of 1977 (12 U.S.C. 2901 et seq.) is amended by inserting after section
added by section 2 of this Act) the following new section:

"SEC. 810. EVALUATION EXEMPTION.

" A regulated financial institution shall not be subject to the evaluation requirements of this title or any regul
under this title if--

*(1) the main office and each branch of such institution is located in an incorporated city or town, or an
unincorporated place recognized by the Census Bureau that has a population of not more than twenty-fi
thousand persons; and

'(2) the aggregate assets of the institution and any company which is a depository holding company wi
such institution (as defined in section 3{w) of the Federal Deposit Insurance Act) are less than $100,00

The dollar amount in this section shall be adjusted annually after December 31, 1998, by the annual percen
in the Consumer Price Index for Urban Wage Earners and Clerical Workers published by the Bureau of Labor

Statistics.’.

SEC. 4. SAFE HARBOR.



The Community Reinvestment Act of 1977 {12 U.S.C. 2901 et seq.) is amended by inserting after section
added by section 3 of this Act) the following new section:

"SEC. 811. SAFE HARBOR.

*Notwithstanding section 804(a}(2), an application for a deposit facility by a regulated financial institution s
denied on the basis of such institution's compliance with this Act if such institution in the previous twenty-

(1) has received a rating of ~Outstanding' or ~Satistactory' from the appropriate Federal financial supe
agency in an evaluation of the institution under section 807 conducted, or

“(2) has been found to be in compliance with section 809 in a regulatory review conducted under secti

unless such institution's compliance has materially deteriorated since such evaluation.”.

END
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Record Type: Record

To: Michelle A. Enger/OMB/EOP, Alice Veenstra/OMB/EOP

cc: See the distribution list at the hottom of this message
Subject: FYI -- HR190 -- Credit Opportunity Amendments Act of 1999

The Credit Opportunity Amendments Act of 1999, introduced by Rep. Bill McCollum (R-Fla.) on January 6, has

The Committee on Banking and Financial Services, to which the bill has been referred, has not scheduled actio

HR 190 IH
106th CONGRESS
1st Session
H. R. 190

To amend the Community Reinvestment Act of 1977, the Equal Credit Opportunity Act, and the Fair Housing A
the administration of such Acts, to prohibit redlining in connection with the provision of credit, and for other pu

IN THE HOUSE OF REPRESENTATIVES
January 6, 1999
Mr. MCCOLLUM (for himsel!f, Mr. ROYCE, Mr. PAUL, Mr. RILEY, and Mr. HILL of Montana) introduced the follo
bill: which was referred to the Committee on Banking and Financial Services, and in addition to the Committee

for a period to be subsequently determined by the Speaker, in each case for consideration of such provisions as
jurisdiction of the committee concerned

A BILL

To amend the Community Reinvestment Act of 1977, the Equal Credit Opportunity Act, and the Fair Housing A
the administration of such Acts, to prohibit redlining in connection with the provision of credit, and for other pu

Be it enacted by the Senate and House of Representatives of the United States of America in Congress
assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the " Credit Opportunity Amendments Act of 1999",



SEC. 2. AMENDMENTS TO THE COMMUNITY REINVESTMENT ACT OF 1977.

{a) RECORD OF MEETING COMMUNITY NEEDS TAKEN INTO ACCOUNT IN EXAMINATION OF
MANAGEMENT- Section 804(a) of the Community Reinvestment Act of 1977 (12 U.S.C. 2903(a)) is amend

{1) in paragraph (1), by striking *; and' and inserting "to assure the accuracy of the disclosures required
807.%;

{2) by striking “shall--' and all that follows through “assess' and inserting "shall assess’; and

(3) by striking paragraph (2}.

{b) DISCLOSURE REQUIREMENT- Section 807 of the Community Reinvestment Act of 1977 (12 U.5.C. 29
amended to read as follows:

*SEC. 807. DISCLOSURE OF COMMUNITY REINVESTMENT ACTIVITIES.

*Each regulated financial institution shall prepare and make available to the public at each office of such ins
deposits are accepted a written description of the lending programs and other activities of the institution w
designed to enhance the availability of credit in the community, including low- and moderate-income neighb

served by the institution.’.
SEC. 3. AMENDMENTS TO EQUAL CREDIT OPPORTUNITY ACT.

(a) REDLINING PROHIBITED- Section 701{a) of the Consumer Credit Protection Act (15 U.S.C. 1691(a)) is
amended--

(1) in paragraph (2}, by striking “or' at the end;
{2) in paragraph (3), by striking the period at the end and inserting *; or'; and
(3) by inserting after paragraph (3}, the following new paragraph:

*(4) on the basis of the racial or ethnic characteristics of the neighborhood surrounding the applicant's
business.’.

(b) AUTHORITY OF ATTORNEY GENERAL LIMITED TO REFERRAL CASES- Section 706(h) of the Consumer
Credit Protection Act (15 U.S.C. 1691e(h)) is amended by striking ~or whenever he has reason to believe o
creditors are engaged in a pattern or practice in violation of this title,".

(c) CLARIFICATION OF CAUSES OF ACTION- Section 706 of the Consumer Credit Protection Act {15 U.S.C
1691e) is amended by adding at the end the following new subsection:

* (1) DISPARATE IMPACT CASES- No provision of this title shall be construed as allowing statistical data wh
to show that the credit decisions of a creditor have had a disparate impact on various classes of credit appli
used as evidence, in any action under this section, that the creditor engaged in a pattern or practice in viola

without additional evidence that--
*(1) the pattern or practice actually discriminated against any person or class on a prohibited basis; and

*(2) the creditor engaged in such pattern or practice with the purpose or intent to engage in an activity
of this title.".



SEC. 4. AMENDMENTS TO FAIR HOUSING ACT.

(a) REDLINING PROHIBITED- Section 805(a)} of the Fair Housing Act {42 U.5.C. 3605(a)) is amended by ins
*or on the basis of the racial or ethnic characteristics of the neighborhood surrounding the person's dwellin
period at the end. e

(b} AUTHORITY OF ATTORNEY GENERAL LIMITED TO REFERRAL CASES- Section 814 of the Fair Housing
Act (42 U.S.C. 3614) is amended by striking subsection (a}.

{c) CLARIFICATION OF CAUSES OF ACTION- Section 813 of the Fair Housing Act (42 U.5.C. 3613) is
amended by adding at the end the following new subsection:

*{f) DISPARATE IMPACT CASES- No provision of this title shall be construed as allowing statistical data wh
to show that the business decisions of any person have had a disparate impact on various classes of individ
used as evidence, in any action or proceeding under this title, that such person engaged in a pattern or prac
violation of this title without additional evidence that--

*(1) the pattern or practice actually discriminated against any individual or class on a prohibited basis; a

' (2) such person engaged in such pattern or practice with the purpose or intent to engage in an activity
of this title.".

END
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Pathfinding

B Fighting like cats and dogs

The Congressional debate over whether to extend Community Reinvestment Act (CRA) coverage to
*woofies™ is a sign of the degree to which this issue is still polarized. and still able to make the political fur fly.
Even as Congress grapples with assimilating the Starr report and preparing for fall clections, work has
continued on banking reform. And, as this Fuir Lending/CRA Compass reports. i major theme of banking
reform is improving CRA.

But, what is improvement”? After more than two decades. there is still a profound schism in the way
conservatives and liberals view CRA. This year's legislative proposals are not about fine-tuning the law, shaving
marginal costs from implementation, or guiding the hand of regulators. This fall's debate goes straight to the
heart of what CRA should be, and how it should work. The two sides are not only disagrecing. They are
running flat-out in precisely opposite directions, toward visions of the law that are entirely incompatible.

Covering woofies

At this writing, the Senate Banking Committee has passed a bill compromising on how to handle so-called
wooties, or uninsured wholesale financial institutions. The compromise would cover only those entities that are
affiliated with banks, thus preserving the original, seminal idea of CRA—that it is essentially a quid pro quo
obligation tied to a banking charter.

However, the serious effort to cover nonaffiliated woofies reveals the extent to which CRA is becoming
severed from those conceptual roots. This drive to extend coverage makes strange bedfeliows. Community
activists want to bring nonbanking companies into the CRA net, and thus within reach for CRA-style protest
and negotiation. And significant clements of the industry itself, through the years, have similarly argued that the
playing field should be leveled. so that if CRA can’t be repealed. its costs and pressures should be extended to
nonbank competitors.

Meanwhile, the market, as it so often does, has simply bypassed much of this political debate. Banking.
itself, is being torn from its traditional, local community taproot by the forces of technology and competition.
As “banks™ increasingly take on new forms that deliver services anywhere, every way. it will be harder and harder
to make the core CRA obligation (o mect the credit needs ol the entire “local community™ mean anything.
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CRA is on a collision course with this reality. The woofic debate is just one crossing-gate warning of the
problems ahead in making this old law it the new market.

Barking or biting

Mecanwhile, the legislative debate is even more animated over whether to make CRA'S bite match its bark.
Community advocates supported a provision that would require financial holding companies. as they get new
powers. to divest themselves of subsidiaries i their bunking subsidiaries do not maintain satisfactory or betler
CRA ratings. [n other words, they want to make failure 1o perform on CRA carry penalties that really would
hurt. (The Senate Banking Commttee dropped this provision from the bill it approved—but it could come back
in a conference between the House and Senate.)

At the same time. in the same debate, conservatives led by Senator Phil Gramm of Texas are proposing hu
changes that would take the sting out of CRA. Under this approach, every bank with a rating of at least
satistuctory would be insulated from CRA protests ol mereer or other regulatory approvals. Since low CRA

ag
&

ratings are rare, and agency denials of applications on CRA grounds are much rarer, tear of protest is the thing
that puts the teeth in CRA today. Removal of protest feverage would eliminate a huge share of the risk arising
trom poor performance. As aresult. banks driven by risk avoidance rather thun commitment to the CRA market
would find their motivation greatly reduced.

This could be especially significant for the Targest banks, which often have outstanding ratings but still
typically sweeten their merger and acquisition plans with big community commitments to avoid the delays and
risks that the CRA protest process can engender. Loss of the protest lever would be i setback o community
advocates unmatched by any change in CRA'S two-decade history.

As this goes to press, these changes are not in the Senate comnuttee bill, and in fact, no bill may emerge

from this Congress. The issues. however, will not be going away.

_— ///u Ul h . he

Jo Ann S. Bareloot

Partner
Issues Outlook
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performance oriented and less focused on paperwork.
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For any branches with log<O-deposit ratjbs below the applicable fost state rajios, take appropriate re
. . . . . . . e -
action to bring their lendifie activity up to geeeptable levels, orat leastassure thyt these branches are mecting

. . T , -
the credit needs of (e communities m which lhtymulcd {the second super

Adjust interpd] policy and procedures
is performegrregularly, preferably at least annually.

is()l'_\/)‘.}t’(‘ﬁ).

< That this monitoring ol interstate branch loan-to-deposit riatios

® Financial modernization CRA provisions stripped

The financial modernization bill (designated HLR. 10) that is slowly making its way through Congress has
been lightened of some provisions that would have impacted compliance with the Community Remvestiment
ACt {CRA). The prospects for passage of HLR. 10 are unclear at this late stage of the 105t Congress,

Original CRA provisions

H.R. 10 is an omnibus banking reform bill addressing o wide variety of banking regulation issues—from
Glass-Steagall rescission 10 bank insurance powers—that include several CRA issues. As passed by the House
of Representatives, H.R. 10 would have made the following changes to CRA:

¢ Require that the banking units of a financial services holding company carn at least a “satisfactory™ CRA
rating before the new financial powers to be authorized by H.R. 10 could be approved for the holding
company. This section also would allow the Federal Reserve Board (FRB) to require divestiture ol a
subsidiary when its parent company does not maintain at least a “satisfactory™ CRA rating.

¢ Expand CRA 10 include all bank operations, including uninsured wholesale financial institutions (known as
“woolles™).

¢ Require banks operated by new. diversified financial holding companies (o provide Tow-cost (lifeline)
banking accounts.
Senatorial resistance
When this House-passed bill reached the Senate Banking Commitiee, two conservative Republican members
continued an anti-CRA fight they had begun during consideration of an carlier credit union bill. Senators Phil

Gramm (R-TX) and Richard Shelby (R-AL) insisted that H.R. 10 be stripped of all references to CRA. They
are opposed to any expansion of CRA and are even trying to force a roliback.

Senate Committee Chairman Alphonse D’ Amato (R-NY) forged a compromise that won the support of all
committee members, except for Shelby and Gramm, and passed an amended H.R. 10 by a bipartisan 16-2 vote.
The CRA provisions in the version of the bill passed by the Senate Banking Committee are:

¢ Require that the banking units of a financial services holding company earn at least a “satistactory”™ CRA
rating before the new financial powers to be authorized by H.R. 10 could be approved for the holding
company. The FRB would retain broad enforcement authority. but not the power to require divestiture of a
subsidiary when its parent company does not maintain at least a “satistactory”™ CRA rating.

¢ Expand CRA to include only woofies that are affiliated with banks.
The lifeline account requirement was stricken by the Senate committee.
Outlook

The chances that the full Senate ultimately will vote on linancial services restructuring legislation were
enhanced by the strong bipartisan vote in the Senate Banking Committee. However. the short time available
before the end of this Congress., the possibility of filibuster on the Senate floor, and the potential for extensive
floor debate on amendments—including CRA rollbacks Senators Gramm and Shelby say they will argue for—
limit the likelihood that financial reform will pass in this Congress. Then. it’s back to square one next year with
a new Congress.

October Y98 « 7
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B CRA ratings on-line

The Federal Financial Institution Examinations Council (FFIEC) created a centralized electronic access
function 1o search for the fatest Community Reinvestment Act (CRA) ratings of financial institutions regulated
by the Federal Reserve Board (FRB). the Oftice of the Comptroller of the Currency (OCC), the Federal Deposit
Insurance Corporation (FDIC). and the Office of Thrift Supervision (OTS). The site performs inquiries against a
population of CRA ratings from all four agencies. The database contains CRA ratings dating from July 1. 1990,
and will be updated quarterly.

The FFIEC Interagency CRA Rating Scarch (Rating Scarch) allows the user to choose selection criteria and
customize the search. The user may select the specific CRA rating, bank name. agency, examination method,
examination period, and asset size. The search may also provide a list of financial institutions under the selected
criteria and will sort by bank name. exam date. CRA rating. agency. examination method. asset size. or state.

The Rating Scarch page also includes a link 1o frequently asked questions on conducting rating searches, as
well as links o the individual agency web sites. The FRB site allows the user to ereate lists of institutions
similar to the lists gencrated by the FFIEC Ratings Search. as well as ratings of a particular bank over time. The
OCC site provides for clectronic access of CRA public evaluations. At the time of this writing, the FDIC and
OTS CRA scarch sites were not directly Tinked to the Rating Search page. The FDIC link posted a notice that
the page was moved due to server reorganization and offered a homepage link and subsequent acceess to public
evaluations. The OTS link did not respond.

The address o the Interagency CRA Rating Scarch is hup://www.Ificc. gov/eracl/erarating/main.cfnn.

“Any expansion in CRA Is going (o require some reform in the program.”

—Scenator Phil Gramm (R-TX) on CRA provisions
I
in the House-passed version of H.R. 10
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THE WHITE HOUSE

Office of the Press Sccretary
(New York, New York)

For Immediate Release
January 15, 1999

REMARKS BY THE PRESIDENT
TO THE WALL STREET PROJECT CONFERENCE

Windows on the World Restaurant
World Trade Center
New York, Ncw York

2:15 P.M. EST

In the past five years -- I'd like to say one thing about the banking community that
I think is important -- we've worked very hard to both streamline and strengthen the Community
Reinvestment Act. It was also under fire, has been under fire, still is under fire by some. That
Community Reinvestment Act has been on the books for more than 20 years, but 95 percent of
all the financial commitments made under the law in the last 20 years have been made in the last
five years. That's more than $1 trillion in long-term commitment to invest in people.
(Applause.)

And I might say, our banks are more profitable than they were 10 years ago. This
i1s not bad for business, this is good for business. [ guess the presence of the business leaders and
the Wall Street people here among the previous speakers ought to make that general point. This
is not a welfare program, it is not a charity program. We are not asking anybody to do anything
we do not think they will make money out of; and if they can't make money out of it we can't ask
them to do it. What we're trying to do is to create an environment and create the conditions in

which it is more likely that more people will take a chance. We believe they will be rewarded by
the chances they take. (Applause.)



FOR IMMEDIATE RELEASE Contact: John Longbrake
September 9, 1998 (202) 622-2960

STATEMENT BY TREASURY SECRETARY ROBERT E. RUBIN

The Administration has expressed strong oppasition to the Financial Modernization
legislation, H.R. 10, in its current form and has stated that the bill will be vetoed unless significant
changes are made.

A key issue in the current discussions about H.R. 10 involves the obligations of financial
institutions to serve the credit and other banking needs of low- and middle-income Americans.
Recent reports indicate that proposals may be considered that would undermine the Community
Reinvestment Act. I want to make clear that any efforts to undercut CRA, as well as any proposals
that would provide the opportunity for depository institutions to evade CRA responsibilities, would
be unacceptable to the Administration.

The failure to extend CRA to all wholesale financial institutions, which will enjoy access to
such benefits as the discount window and the payments system, would open opportunities for
significant evasion of CRA and are not justified. The elimination of the requirement in the
House-passed version of H.R. 10for a satisfactory CRA rating as a prerequisite for ehgibility for new
powers would erode CRA enforcement by removing an important incentive for banks to demonstrate
CRA performance. Finally, restrictidns that would prohibit banks from conducting new financial
activities through subsidiaries, which we have opposed for other reasons as well, would tend to force
bank resources into affiliates and would thus have seriously adverse consequences for CRA .
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Y Sarah Rosen
12/21/98 10:31:59 AM

Record Type: Record

To: Sonyia Matthews/OPD/EOP

cc: See the distribution list at the bottom of this message
Subject: Re: CRA Next Meeting '_|

White House and Treasury officials met on Tuesday with Senate Banking Committee Democratic
staff (Harris and Gruenberg). We had a conversation about what to expect and how to best handle
it, very similar to the discussion at the NEC-DPC internal meeting the day before. However, they
had some very explicit requests of information and analysis for the Administration to prepare for
them. (I suspect they have communicated much of the same to the agencies directly.)

| thought it would be helpful to specify what | understand various folks will be working on between
now and January 11th. Much of this was discussed at our internal meeting, although assignments

were not explicit. Some may be new, as a result of the Senate Dems request.

Intergovernmental and other folks not part of earlier discussions, please note that activity below
may require your assistance. Please call me if you have questions (65386).

If the parties identified are not the proper ones for various responsibilities, please feel free to
correct the recordd. Also, if there are steps | missed that you are undertaking, please add them.

| would ask that, to the extent possible, those with assignments try to bring paper {(where
appropriate) representing their progress on this work to our next meeting on January 11th.

Note: Where it says "Treasury," Karen should work with Carnell and Barr to identify a lead for each
step so we know where to turn. Thanks. '

THANKS ALL AND HAPPY HOLIDAYS!

Continuing Need for CRA

Collect and summarize credible articles discussing lack of access to credit, disparities in lending,
disinvestment in low/mod communities
Treasury (coordinate with OTS and OCC -- consult with Fed)

CRA Success Stories I\MM W

ldentify urban and rural success stories (communities changed, banks pleased with role)
OCC, OTS, and Treasury (OCC lead)

Develop possible strategy to communicate success stories in advance of hearings, work to get Op
Eds, etc.
~-’\Tr\easury, Boorston (sp?), Jake Siewert

Coprdinate with Conf. of Mayors for strong statement of support for CRA at Jan 17-21 conf. --



s coordinate all Administration officials speaking to also make strong statements
Treasury (consult with Ibarra -- WH Intergovernmental); Ibarra, Rosen, Weinstein

identify list of bankers willing to make statements in support of CRA
v Treasury (with input from OCC and OTS)

Stress Importance of CRA to Administration

Stein and Rubin conversations with new Senators on Committee C}}j‘.‘

Ballentine and Robertson o>

Identify opportunities to communicate strength of Administration support
Weinstein, Rosen, Ballentine, Orszag, Siewert

PRl

Prepare Response to Extortion Argument

/Collect record of all protested cases since { )
Treasury (coordinate with OTS and OCC)

identify "Troublesome Cases”
Treasury (coordinate with OTS and OCC)

/ Analyze "Troublesome Cases" (is it a misreading of record, are safeguards now in place, etc.)
Treasury (coordinate with OTS and OCC)

Analyze timetables for CRA-protested applications (How long typically take, what are outliers, how
Vv has timing changed with new regulations, etc.?)
OCC (support from OTS)

,Collect data on number of applications challenged as percentage, types of institutions affected,
/ number denied on CRA grounds, nature of settlements, nature of pledges, etc.

OCC (support from OTS)

Special Analysis of Impact of CRA on Small banks

Number of small banks subject to CRA protests, workload hours for small banks, how reduced
OCC (support from OTS)

CRA lending is good business

Summary of credible studies on performance of low-mod lending

%ly ?2?? who best

Prepare for release of paperwork reduction act burden hours

Provide final numbers and talking points explaining
occ

Next steps

Coordination -- Meet with community advocates (after analysis in better shape)
WH to coordinate (Ibarra, Weinstein, Rosen)
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Roger S. Ballentine/WHO/EOP

Jonathan Orszag/OPD/EOP

michael.barr @ treas.sprint.com @ inet
richard.carnell @ treas.sprint.com @ inet
Paul J. Weinstein Jr./OPD/EOP
cliff.kellogg @ treas.sprint.com @ inet
tim.burniston @ ots.treas.gov @ inet
michael.bylsma @ occ.treas.gov @ inet
linda.robertson @ treas.sprint.com @ inet
ellen.seidman @ ots.treas.gov @ inet
amy.friecnd @ occ.treas.gov @ inet
chris.lewis @ occ.treas.gov @ inet
raymond.natter @ occ.treas.gov @ inet
julie.williams @ occ.treas.gov @ inet
gregory.baer @ treas.sprint.com @ inet
betty.b.a.h.hunt @ msO1.do.treas.sprint.com
michell.mitchel @ ots.treas.gov
Karen.kornbleu @ treas.sprint.com

Jake Siewert/OPD/EOP

Melissa G. Green/OPD/EOP

Sally Katzen/OPD/EQOP

Jonathan A. Kaplan/OPD/EOP

Jessica L. Gibson/WHO/EOP

Lawrence J. Stein/WHO/EOP

Mickey Ibarra/WHO/EOP

Lynn G. Cutler/WHO/EOP

Mona G. Mohib/WHO/EOP



S e "KORNBLUHK%DOM3.DOP0O5" <KAREN.KORNBLUH @
2o MS01.DO.treas.sprint.com>
01/11/99 10:38:45 AM

Record Type: Record

To: Sarah Rosen/OPD/EOP

cc:
Subject: CRA -Reply -Forwarded

Date: 01/11/1999 11:26 am (Monday)
From: Karen Kornbluh

To: ex.mail:Sarah Rosen@opd.eop.gov
Subject: CRA -Reply -Forwarded

fyi

Subject: CRA -Reply

To:

Cc:

Message-id: <"64831111109991/9175 MONEY *"@MHS >

MIME-version: 1.0

Content-type: MULTIPART/MIXED; BOUNDARY = "Boundary_(ID_cXEj+mB6GTdWhjWtmNBE6xQ)"

This is correct and helpful. Thanks.

> > > Karen Kornbluh 01/05/99 04:40pm > > >
Here are my notes from this morning's meeting on all the hard work
everyone is doing. | hope this is helpful.

CRA rollout plan -- Marne {with input from the appropriate sources, incl.
public affairs) - to share with the group by end of the week.

Paperwork burden analysis rollout plan -- Greg and Rick (with input from
the appropriate sources, incl. public affairs and legislative affairs) after
touching base with OCC, OTS and Fed to see if a coordinated release is
possible -- update by end of the week?

Topics Steve and Marty asked for in their outline

| What is CRA -- being done by Sarbanes’ staff

Il Legislative History -- being done by Sarbanes staff

tl The Continuing Need for CRA -- being coordinated by Michael Barr --
done this week



IV CRA Has Been Successful

(A) Statistical evidence of increased lending and development in low/mod
comunities -- Michael Barr?

{B) CRA success stories -- Michael Barr -- done next week

(C) Statements in support of CRA - -Michael Barr working wtih Lisa
Andrews and agencies -- ongoing

V. Arguments Against CRA

Talking points being coordinated by Michael Barr -- done next week?
Analysis of history of protested cases being done by Rick and Greg --
done week of 18th

VI. Past Amendment Offered to Weaken CRA -- Done

Vil. CRA Protests -- Rick's and Greg's analysis

Additional topic we discussed this morning

Review press stories and Congressional statements to find negative
examples and prepare defense -- Rick will try to find OCC resources to
do this

Additional topics on Sarah's plan

Stein and Rubin conversations with new Senators -- Marne is working
on

Identify and analyze "Troublesome Cases" -- this is the review of press
stories and Congressional statements and preparation of defense

Special analysis of impact of CRA on small banks -- | have a note that
this has been done



CRA Fact Sheet
What is CRA?

. Congress enacted CRA in 1977 to combat the practice of “red-lining” communities
by publicly-insured banks and thrifts. i

. CRA encourages banks and thrifts to meet the credit needs of their communities,
consistent with safe and sound banking practices.

How Does CRA work?

. Federal bank and thrift supervisors assess financial institution’s performance: loans
made, services provided, and investments in their communities. The CRA regulation
provides a streamlined examination for banks and thrifts with assets under $250
million.

U] Banks and thrifts make their CRA ratings public. The public has an opportunity to
comment on CRA performance before the start of a scheduled examination.

What are the benefits of CRA to communities?
. CRA is working to restore healthy markets in distressed communities.

. 1997 Home Mortgage Disclosure Act data show that lending to minority and low
income borrowers is on the rise. For example, since 1993, the number of home
mortgage loans to African Americans increased by 58 percent, to Hispanics by 62
percent, and to low and moderate income borrowers by 38 percent, well above the
overall market.

. In 1997, commercial banks made $18.6 billion in community development
investments.
. Since 1992, nonprofit community organizations estimate that the private sector has

pledged over $1 trillion in loans going forward for community development.
What are the benefits of CRA to small businesses?

o Small business lending is an integral part of bank CRA compliance. Banks are
assessed on their effort to support small businesses under the lending, investment
and services tests. For the first time, large banks are reporting small business foan
data by census tract. In 1997, banks and thrifts subject to CRA made 2.6 million
small business loans for a total of $159 billion, two-thirds of all small business loans
made that year. More than one-fifth of those loans were made to small businesses
in low and moderate income communities.

What are the benefits of CRA to banks?

. CRA is good banking business. “Businesses that learn how to meet [community
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reinvestment] demand profitably, and integrate it into their business lines, will gain a
tremendous competitive advantage.” Richard Rosenberg, former Chairman and

CEO, BankAmerica Corporation.

. “CRA-related activities can help develop new markets, potentially profitable
business, and improve a bank’s public image.” Lawrence Lindsey, former Governor,

Federal Reserve System.
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reinvestment] demand profitably, and integrate it into their business lines, will gain a
tremendous competitive advantage.” Richard Rosenberg, former Chairman and
CEO, BankAmerica Corporation.

. “CRA-related activities can help develop new markets, potentially profitable
business, and improve a bank’s public image.” Lawrence Lindsey, former Governor,
Federal Reserve System.



