" © MEMORANDUM

Comptroller of the Currency
+ Administrator of National Banks

Washington, D.C. 20219

+

To: ~ The President o

Threugh:  Bob Rubin, Carcl Rasco. . . ,
From:  Eugene A. Ludwig, Comptrolier of the Carrencyﬁ o

e wecretary Bentsen
Deputy Secretary Newman
nate: October 7, 1994 -

subject:  Community Reinvestment Act Reform - Status and Prospects
’ ' b ; G B

In the past two w&eks you have signed into law bills establishing a nationwide setwork of
community clevcioz;mcm financial institutions and repcaimg obsolete restrictions on bank
branching. Substituting performance for paperwork in the admzmstraizcu of the Community .
Reinvestment Actis your last outstanding campaign cemmztmez?t in the banking arena.

On September 26, after several months of i interagency negotiations, the OCC - with suppont and
leadership from Secre{ary Bentsen and Deputy Secretary %\iewman -~ released for an abbreviated
public comment period a revised proposed CRA regulation that would fulfill this rermaining
commitment. The OCC issued the proposal jointly with the Feéeral Reserve Board, the FDIC,
and the Office of Thrift Supervision. The revised proposal addresses concerns raised by hoth |
banks and community groups that the initial proposal jointly reieascé by the agencies last .
December was insufficiendy flexible to accommodate the real-world diversity of commihity
needs and approaches to community iendmg

fnitial press accounts of the revised proposal -- shaped in cans:derable measure by the ¢onduct of
several Federal Reserve Board govemors (see below) -- were less favorable than I had hoped.

But the accounts were misleading: as the attached releases show, both the banking industry and .
the community groups seem -- at least preliminarily -- to view the revised proposal as, on i
balance, both an improvement over the earlier version and a si gmﬁcant step forward from the
status quo. When implemented, the proposed rule will significantly reduce the regulatory burden
of CRA for the overwhelming majority of America’s banks and thnﬁs It should also stimulate
higher levels of lending and financial services in d:stressed comlmumtles

'Tht: masi controversial feature of the new proposal would rcqulre banks and thrifis to submit to
their regulators data on the race and gender of smail business borrowers (¢reating a limited
exeeption to a Federal Reserve regulation that generally prohibits collecting this data). A 1989
requirement for public disclosure of residential mortgage loanslby racé, gender, and borrower
income has dramaticatly heightened industry intérest in mortgage lending in low income



communities. Many community, minority business, and civil rlghts groups view collectlon and
release of similar data on small business lending as the next essentlal step to economic
revitalization of distressed communities. Some large banking organizations, some bank
regulatory agencies (including the OCC), and the Departments ofithe Treasury, Justice, and
Housing and Urban Development also support this requirement, believing the data will prove
useful in momiormg compliance with federal fair lending statutes.

The Federal Reserve Board voted 7-0 to publish the new proposal. But Governors Lindsey,
LaWare and Phillips -- reflecting an institutional view to which the Fed has long adhered -- have
been outspoken against collecting race and gender data on small business loans. Chairman

. Greenspan “Vice-Chairman Blinder, and Governor Kelly have expressed no view on the
requirement. Governor Yellen has spoken in its support.

Early press accounts suggest the Fed is positioning itself in somelquarters as the banking -
industry's last bastion of defense against your administration. (See attached Forbes article). This
posturing should strain the credulity of objective observers -- aﬁer all, the Fed is itself the.
architect of the current CRA rule, the burdensomeness of which has long angered the banking
industry. But, as we have seen on other issues, the Fed has tremendous ability to rally around it
not only the bankmg mdustry but also large portlons of the media, even in defense of
questionable policy positions. |

The OCC alone lacks the resources to match an aggressive effort by the Fed to shape public -
oplmon on the race and gender data issue. Accordingly, while it is early in the process, I am not
sanguine about the OCC's ability to maintain the small business race and gender data

requirement in the final rule. : ) . )

The public comment period on the proposed rule will close November 21. | am cautiously -
optimistic that the agencies can promulgate a final rule by the end of this year or early in 1995,

I would be pleased to answer any questions you or your staff may have regarding the substance
or status of the proposed rule.
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Why is the Federal Reéewe Board gf:;'zzg along
with racial lending quotas on banks?

~ Politics as usual

By Howard Banks

IN LATE SE2TEMBER the Comprroller
of the Curreney and the Federal Re-
serve will publish dheir latest propos
als tor strengehen the Commumity Re-
investmens Act (CRa) Croides of the
act have alwavs seen g-—despite s
benign ritlewto be 3 disuised form
of government- -directed capital aito-
caton, I 5o, the new pmp&:}sais will
makg it more 50,

The high-minded intent of the act
and of the new proposals is to require
banks to make more mongage and
small-business  Joans @ women
asd members of “minodin® edmnic

. groups, especiaily if they live in poor

neighborhoods.

H eascred (as some version aimost
surehy will be), the new peoposals will
expand racial knd%ag quotas. For ex.
ample, each tirne 3 small business asks
2 bank for 2 foan of up ro $1 miliion, it

1

+ *a

must disciose to the bank the race, sex
and even marital stasus of its owness,

This would ead an overt Fed poticy of

20 vears standing thet bank rcgula
uas should be race., sex- and rcil«
gior-blind, v also, of course, flies in
the face of lots of other laws that
forbid people to inguire abour stch

‘matters,

Under the now nsles, cach n'm:: 3

smzdl firm {public companics are zxv

empt) neesds to borrow, even a rt:la»
tively small amoun to cover 2 tempo-
rarv cash shorrage, the barrower must
list the race, gender and marizal szzms

of the finn's shareholders. Govérmn- -
-ments rarely hesitate 1o impasc addi-

yonal costlv paperwork o its cmzmg
and these rules guarantee miles and
miles of additional red tape. At [the
Feds last count, there were sutstand-
ing over 4 million such small Ioans‘

Goversor Lawrence Lingsey @ 9w Ted's Washingion DoanQoom
Bags of protes? mait heipad him limit B daeage. : !
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P
p[us well over 1 million s:f.&mmcrmi
real sseatc foans that would £l under
the new ruies, ploy nearby 3 milling
fzrm loans, ’

The proposed rule lists nine ragial
categories: Amenican Indian /Adaskan
mativey Asfan/ Pacific istander; black:
Hispanic; white: Middle Eastern; Ha.
walian {they want 1o be differantiared

" from Asian/Pacific slanders i muln-

culrural; and “other.” Double the
categories for male and female, and
multpiy again for-married or nor,
Firms owned equally by males and
fempales—as in the classic mom-ang-
pop opcraton-will be clissed a5
“male,” Borrowers who answer in
correcty could face vp to 30 vears in
jall and /or a fine of up 1o §1 million,

Quce the informagon is submitted
to the banking regularors, the reguly-
tars will pote over K 10 make sure
individual banks are making their
quotas of loans to the targeted minor-
i groups, How will the quoras be
established? Thar will mostly be de-
rermined by the guidelines issued to
the civil servants examining the
banks——guidctines that have yer 1o be
wiitten,

Comptrolier Eugene A, Lzzd\mg,
Clinton appointce, believes the new
rules will give him the power to levy

heavy cash penaldes on of-
tenders, Even if banks os-
cape cash Bnes, those that
offend the bank examniners
will find it difficult 1o geot
government permission 1o
' merge. buy other banks or
evenopenanew branching
profusble  area or add
REW ATMS. ©
How il the Federal Re-.
, serve, which is supposed 10
warch over the health ofthe
banking svstem, get in-
vodved in this social eng-
neering? Reluctamly,

The Fed is bowing t©
pobmical reality. It has been
threatened with legisfation

.10 end i independence
over serting monetary polis
oy by Senator Donald W,
Ricgle Jr. {D-Mich.}, the
soan-tosdepart  chairman
of the Senare banking com-
mitree, and by the ooisy
Representative Henry. B,
Gonzalez {D-Texy, the
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chairman of the House banking com-
mirtes. In giving ground on the guon
fending issue, the Fed hopes 1o pla-
cate those who would make # z ser-
vant of {.ongress.

Lawrense B, Lindswey, @ Bush ap:
pointee, i the Fed governor put in
chrge of formuiadng the Fed’s pro-
pasals by Chairman Alan Greenspan.
He makes no secret of his distaste for
therm. Savs Lindsey: ** Rather than risk
losing our money policy indepen-
dence, our choice, nghtly, was obyis
ously to szcrifice CRAY

Probably the best that can be said
for the Federal Reserve’s role in
drafting the propossd new ruies is

dhar they would have been much §

worse withour Lindsey at the rable.
Lindsey fed, for example, the Fed's

" resistance to earlier proposals from
e Comptroller’s  office, which
wold have “imposed strict and bis
zarre formulas on minodry lending,.
One Krmula would have given banks
points for cach delfar ltnt—more
points for favored svinority groups,
down to one jousy point per éoiiar
ient to white males.

Why would anv sensble banker
tum down qualificd “minonty” or
female loan applicants? Why would
they pass up 2 chance 1o make some
money? Proponents gf‘ guota lending
point 1o a study by the Bosron Federal
Reserve Bank claiming to show racial
bias in mortgags ending. Bux that
study was dct:piv flawed { Foasss Jan,
4, 1993,

Even Governor Lmémy, who says
he s bberal on social issues, agrees
that vou can't prove much discrimina.
don by this study, He savs: “Mostly
[minesiy kending) could be a matter
requiring sensiovity training for Joan
officers—such things a5 waching
them not to be put off by people who
dress or speak differendy.”

But, however reluctandy, the Fed is
“throwing Percr—and ﬁmnc:al priva-
cy—t0 the congressional wolves, “i
is virruably cerrain,”
*that over time the new rudes, if
adopred, will expose identifiable cru-
cial Bpancial details of smali firms 10
competitors, emplovees, buvout spe-
ciatists or even o ¢x- Spouses seeking
10 up their alimany.’ -

Understandably, be is amﬂﬂmg to
344 that it apens the door 1o politicad
atlocation of capital. -

Eospinges # 8 303csber |0, 19903 . |

¢

savs Lindsey,

!fztel is pushing its Pentium chip hard—
too hard and too fastfor the tastejof
its excellent customer, Compaq Computer.

A conflict

of ambitions

By Christopher Palmert

Lompan Compter cmef ‘"cknard ?*eszef
Lashing out st into’l
L] /

IMAGINE, IF YOU CAXN, an aute world

“where g, Ford and Chrysler are sim-

ply asserblers and markesers of vehi-
cles while the engines and drive trans

‘e made by a singic, powerful supphi-
- er. How, in such & world, would onc

vehicle maker achicve .a substanual
edge when all were sciling sssentially
the same product and only the super-
ficial elements differed?

The personal compurter business is
something fike thar these days, and

Imcl (:orp the $8.8 billiun chip- ’

makc:z‘, 1 the single, powertul suppli-
er. Jts microprocessor designs provide
the brains and are zv;m:alh the largest
sznglc cost clement in 90% of the pCs
sold in the werld today.

;'I“Z’zzs doesn’t sit very weil with thcv

company that makes more 0Cs than
am other,
{saicsl Compag Computcr Corp, A
cording to the Financinl Tones, the
diffcrzacﬂ'cxp!odzd i the open af

2

i

Houston's S7.2 billion .
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Octaber 5, 1994

Mr. Eugene A, Ludwig o
Comptroller'of the Currency
250 E Street, S.W,
Mail Stop: 9-1
’ Washmgwn, D.C. 20219

Dear Gene:
! -

I want to congratulate you on your recent efforts rcgardmg,, s CRA. In issuing new
proposed CRA guidelines, the OCC has addressed many of the concerns raised
by banks of all sizes and banks from across the country. Through the OCCs
responsiveness, 1 fzel that the most important element }}f CRA « the need 1o
make cradit available to fow and moderzie income c{}mzzmzzas - gan pow be
met more effectively. These proposed CRA guzéeim&s emphasize performance -
over process, innovative programs, relationships with gwmzzmty groups, and
community service. Itis not an'easy task to achieve tiw goals of Communmty

y Reinvestment without making compliance overly czzmi}ers{}ma Ti*;e proposal
represents 3 swnfi balance between the two.

o T Mualia

LFM'sd o .
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Hugh L., McColl, Jr.

Chairmun of the Beard

- NationsBank
i

, .
NutionsHank Corporation
NationsBank Corporate Center
NCT GH7.6804

Charlotes, No S825S

T/ BENE0S

- Beptember 22, 1004 !

<% Eugene A Ludwig - f
© Comptroller of the Curvency N
250 K. Bireet, W
'Was%zwgwn ne o

. Disnr Gtzne: L
Thank }ou for semimg the draft of the new CRA regulation. |
approciats the opportunity to raact (o the éocnmenz before its public
release. Having reviewed the draft and ézscasseé it. with Cathy
Bessant, I want o coromend you on an exceﬁenz praduct, 1t is ciear
that the conecerns of the banking indusiry and af community groups

" have been heard, and that appropriaie saizzix{ms have been hammerad
out, . :

Given the nature of commu nity development , I agree with the effort
to preserve examiner discretion. Community needs and financial
institution responses must he evaluated w:tbm their individual
context, Having said that, it is elear that the effect.wemss of this
approach will depend on the level of training am:i axpertise among the
examining staff. It remains important to us to achieve consistency
across regulatory agencies, acrosa regions of the United States, and
among individual examiners. I am eonﬁdent thaL this eazn be
accomplished given due attention.
You can expeut that NationsBank will be supportive of the pm;z%ai

: upoH ma release. .

> Please do not hesitate to call Cathy or me if we may be of assistance,

. A

Kindest personal regards.

Sincerely, ’ -

- *

Hugh L. Mdloli, dr.
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: ' < September 28, 1994
' A

Eugene Ludwig S .
Office of the Comptroller of the Currency . ' ' .
250 E Sueet, SW '

Washington, D.C. 20219

i
Dear Gene: .

» + I thonght you would be interested in the attached story that ran in the San
" Francisco Chronicle on the revised Community R,emvcsmmnt Act reguladons. As the
story reflects, wc believe the new revision appears to stnkc a workable c(}mpwmzsc
¥ while still retan}mg its focus on performance over pz;eccss We look forward 1o
commenting on the-proposal in more detail in coming weeks. _

"The QCC and other reguiazory agencies are {0 bc‘ congratulated for the
tremendous invesument of time and resources zhey have made toward devel oping -

more effective CRA standards.

O

H

. o ‘. '(
: ' g Corporate Cemmumty Development

Bank of Amenca National Trust and Savings Associatian
Hox JT000 San Feancisco, Calitarnia 94137 415/653-3172




- since they were adopted in 1978°
“strike & balance hetween genesat-

Bank Regulators
Seek CRA Reform

New rules pmposed for 1996

xymm
Clwonios Kt Wyisy

Bank reguiaton yesterday pro-
posed major revisions o the Com-
musnity Reinvestrnent Act 16 make
financial ingtitutions mors respon-
sive to serving minorities and jow-

o modersta-income borrowers. At

the sume tme, officials will try not

*&Mhﬂhtﬁﬁﬁ&iﬁht&d .

tape.
tire major overtaul of CRA roles

fog coramunity reinvestrent and
reducing bapden’ on
banis,” said

mmcyﬁusm
- im&mm
dlmed ‘and thrift reguls-

* tors th revise rulm to emphasive

performance rather than paper

wark and process,

mmmmu'

sued thefr first set of CRA reforms,

But these raised a8 many quenions

as surwers, and the burescerats

-weee flooded with 6700 letters

i

‘*lewmymmt
period.

Under revbsad rales
mmm-

Depouit- Insurance
fice of Terils Supereision and the
Federsl Reserve Board, there will

meed in CRA reviews of hank com-

.pliance woitid be reduced to St .
- three: lending, service and fnvest

ment, Retall banks would be mes.
sored primarily oo lebding.

"it's 8 vwry fine compromise

memmmmm |

of the .

$.F. Chronicie

Sept. 27, 1994

Rolas 10 penercrie communiy rein-
vesimant by bonks while reching
éﬂcrﬁmmmw
last Decombec:
W Bonks would be required 1o re-
+ pont chute on eascl busiewss and
small ferm loons by roce ond gen-

ﬁ Retoll bonks must ove a “aathi-

foctory” or butter rating veder
mmmm«wwm

- COMMUNITY REINVESTMENT ACT REFORMS

:mmma h“
detarmining valisoctory perfon

- izt under o

RWWW
mammmm
mggmmmam
rute UPEMTINCOmE Orecs.
But unliks the Decembar

of, market shore wiil not be Hekes
;?clanquporfvrmm

N As in the December proposal, ¢
mmmmmmﬁm
I cavets woukd raceive etrecmiin
ocd CRA sxaminations, hﬂﬁw&

W
*tashmldmg b&m!-

mmgfmmma&
low-ineoms Callforniana

o w

el wmw&



" require banks o report rece £od

gender iformation on sl busk
PO oan tga;‘m«m
mm sdjoining
ehart)

Gpaluda, genersl coun- .

mxmmmmm
Greealining Ooalition, ®id the

ke t?‘%“ltﬁﬁ?
yours, hie expects (0 sop 1
tripling of the wolurne of szoal-
Mmmumm

provisicns
were wiisred dovwn. Yor example,
mmmmmmad
2 tost that would have
bank's market share of Min
Jowdncome sreas to fis market
share oversll. Banks protested and

Stenilarly, the sarler rules stip-
ylated that banks with Jems than
wmm:‘agmnmm:e-
quarters banks) qualified for
ammmmwm:
thelr Joan-tO<Ieponit Tatio wis
mwmmm

balked, srpuing that fich & Tig

80 percent rule uniairly fgoored ’

“ehbe and flows in the merket-
phacs.”

s revieed rule . that
n small bank's Mnﬁo
gmply be "remsonadle”

Jdoe. Relew, of the

Consumer Amociation,
s

" firet proposal” .

o
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AN | PUBLIC RELATIONS 1120 Cosesticu Avease, N.W., Washingto, DC 20036 (282) 6636000
L B Seprember 26, 1994

[

CONTACT: Virginia Stafford
(202) 663-5465

STATEMENT BY THE AMERICAN BANKEXS ASS()CIATION
ON THE m cemm BEINVESTMENT ACT PROPOSAL

ABA has long bchm:dtha the Community Reinvestment Act’s regulatory
framework needs to be fixed. It is encounaging that the regularars heard the concerns
we detailed in our extensive comntkwonmnecmbawoﬁoﬂhmdmdcm
improvements, but theee are still some flaws.

® The regulators wisely eliminated the 60 pmm loan-to-deposit ratio and the
' requirement for a "good loan mix.*

¢ The *strategic plas” opmnmmw:dmmmmb;cﬁ:bm’
o ofall sizes, Specifically, ap:mnfctmnﬁdtamhtyhabmadécdand:hc
2 mcﬁmefazpizmhabcmmdﬁ

thacgmzamm&cm&ammmmwgmmthcm
proposal. There is no justification for assuming that 3 bank’s share of marker >
should be idenrieal acrass its entire comumunity. As a practical matter, the marker .
» share test may tend to disowrage the types of special products and scrvices that
many banks have found highly successful in serving low- and moderate-income
" neighborhoods. Inzdéxﬁon,mbehtvemzc:hcpammlfoxcrcdmallocmanby

- exarniners stll exists,

¢ It is disappointing that the day after the Presidenr signcd Iegislation to
" significandy reduce bank paperwork, the regulators propose new reporting, burdens

in the form of race and gender on small business and farm losns, Such reporring
. is not appropriate under the Community Reinvesunenr Act, which directs banks

and thrifts to seeve all their markets, induding low- and moderate-income areas. -

Race and gender are addressed under separate laws. Furthermore, because banks

and theifls comprise Jess than half of the lending marker, this providon will not .

help the governiment sssess the avaﬁabzhty of credix across market segments.

We will contioue to lock at the derails of thic complex proposal; however, the real
story may well be in the training of exuminers zmi mm mplmm:zm of these

pmﬁsas
X X

WMMMwﬁﬁMﬂdme*mmm
Srom conai sommunioy Suwin w neye buwh Sobiing rmmpenict. A.Mun-imwmwwfﬁm
MMMM mmﬁwg’mmﬂwuwmmmmmmm
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Compt. of Currency, Frank Yonce .

COURYESY OF ELLIOTT FRIEDER, PR ﬁﬁﬁﬁﬁikﬁ MEMBER ‘SERVICES, 800-573-4424
RN R KRN RN RN YN RN R AN ERAAA KR EAANENRREARARAR XA XA AKAN
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/ADVANCE FOR RELEASE A% 30:30 A.M. EDT TODAY/

E

IBAA COMMENDE LUIAMTG-LIRDSET-BOVE FOR PROPOSED
STREAMELINEN ORA EXRMI POR CORDATIIY RANRS

FADVANCE,/ WASHINGIOW, Sopt. 26 /PR¥ewawirng/ -~ Indepandent Bankers
Associaticn of Amarics (XBAA) Executivo Vice Presidant Ken Guentdor ;
characterized ths revisoed CRA proposal “as an excellent effoxt by tha - |
agencies to balance the mmaus of tha bm:i.nq indmuy aund comxunity
groups.”

Guenther noted that *m Tegulators’ socond attempt to reform thao
toughest and coatlisst rogulatory nnt iz -the complisnce arsenal indeced
abould have tho effoct of minimizing the compliance bordon of thoussads
of commonity banks while stimulating improved comemuity lending
performance.” Guenther applandad the strsamiicod sxamination pxopoaal
for commnity banka of loss than $250 million, without axbitrary
numerical bonctuscks likes a 80% loan-to-deposit test. "This leavel _
abould be $300 millfon, &t lasst for bolding sompanios,” he notod, . s

Guenthor again thanked the siromg bi-paxtiszs groups ©f Scenators and
Cangreasparsons for thaete anpport of 8 poaningfal tinved syarem thar
resognizes that the beaviest regulatory burden £811s8 of aommunity banks.

. Ba sdded that oven with the walcomed raduced paperwork, the fact roamniss

that "the brasches of large multi-state banks will almost newver face »
hands-an CRA exom, whils the community bank will undergs this anpleasant
physical at least vvory 168 sonthe.”

Tha prepoasl is not without flaws. TEAM notas that the agencies
Save alected to retsin snforcemsnt provisions that have guestionabla
atatotory basieg., In addition, the new Yace and gendar data collection
requizementa for amail busisness and famw loans erc disturbing and alao
have gquestionable statatory basis. -,

To IBAA iz the only sational trade sassooiation which. excluaivazg -
raprosents the juterosts of .tho nation’s communiiy banks. *

-, X /2879471030

JCONTASY: Rannobh Guanthox, IMane Casey or Xaron Thowas of the
Independent Rankers Association of Anerica, 202-859-6331317
To: Iodependont Backoers. Associlation of Amorica
5%: pistriot of Colmsbia
§: FIN
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STATEMENT EY JOE BELEW, pmmm CONSUMER MNKERS ASSOCIATION,
ON CRA REFORM PRO?OS.KL

SEATTLE, Sept. 26 /Pmlewswir.'c;/ ~- The following i= a statement by
Joe Belew, preasident, Copnsumer Bankers Asasociation, oa CRA a .t:e.fom
proposal' .

"The latest proposed reform of the Community Reinvestment Act will
increase the discloaure requirements and raise tha hurdle for succeaszful
bank campljiance with CRA. Yat, the proposal responda to many of the
concerns expresscd by lenders aimed at making commmnity reinvesatment,
more measurable and the goala more achievable, and it appears to be a
vast improvement over tho f£firat proposal issuod last Decamber. We
applavd the agoncies for making scch hoadway in the difficult task of
roducing unonecessary burdens on financial jonstitutions while making CRA
a more meaningful measure of performance.

'"In particular, we were gratified that the so-called “market share
test' no looger is a prowminent part of the lending test. The increased
attention to commonity dovelopmont will also greatly improve tho value-
of a CRA examinaticn to tho commmnities that CRA iz intonded to sorve.

"Although many issnes raised by CEA's commenta were addressed in
thia proposal, we remain conceraned about the inadequate attention p‘aid
to the quality and uniformity of examinations. Changing requircments,
and the flexibility accordod cxaminers in the new proposal, will roquire

a sophisticateod and expericncod examination staff. <CBAR urges that
incroased rescurces be dovotod ta CRA examiner training to enaum tha
success of the reform. .

"CHA will be commenting in detail on this proposal, and encouraging
others to do the asamsa. But the agencies bhave unquéstionably come a long
way from where thoy began, and the final outcome may result in a‘more
meaningful and valuable procesa for all concarned

-0- 9/26/94

v /CONTACT : E‘:-j.tx Elmendorf of the Consumer Baake.rs Aasociation,
206-287~4124 or 2PG -207-4084/ .

1

Consumer Bankers Association’
Washington
FIN

LEG ' ¢
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I ks o An Open Letter To Those Interested
: In Fair And Equal Access Ta Credit
Board of Directors . .
ferem iendonsan. Shaspersim -
Gommuny R Mocomon— September 27, 1994

o arth Carobing

JoAan ke, ¥ive Cixeinperton
Mkaley e

mm@m Fice Chanrporsss
’ Cotlaion of Nesgkbesdicends

Fovemaca Sared, Prasticrer

s onmen  Yesterday, the bank regulatory agencies released for comment a final
, ‘mym proposal on how to best reform the current system for assessing a
oo asocimea ol Reipboriond —— [ender’s community reinvestment parfermance The proposed reforms
ey are substantial. Their ultxmate goal is te move the CRA evaluation
Hassachusess Mortsble o Al nrocess from one of mcasung a lender's marketing and public relations
' rura ipporsies . €fOTES, 10 actually measuring their lending performance. A secondary
ot fivada ReimeBarke o0l of this effort has been to reduce the so-called ‘paperwork burden’,
oriase bowsim Goemiiee - alpged to have been created by the CRA and other bank regulations.
vt These reforms have received bipartisan support in Congress, in the
wnyk fomer s lending industry, and from community activists and leaders.

Dear Friends and Colleagues:

oo The reforms, as proposed, do go a long way toward moving the
receie regulatory CRA assessment system toward a more performance-based
. cerecoemee  ONE. Lenders must now pass a ‘Lending Test" in order to receive a
R e e, Sattisfactory’ CRA rating. CRA ratings are considered by the regulator
ramon e Wherr a lender files an apphcatlon to expand, acquire, merge of do some
Fourdation
st | OUHET acuvzty

Communy sy ez . W€ Are urging you to read our attached comments and the proposed

et e regulations and to weigh in on this matter within the next 45 days

wenthomdemes  (contact NCRC for more information). The opportunity. ta increase fair
wz:o;mm _ and equal access to credit for traditionally underserved people -~ low- -

Stk 4 Lot income, minorities, and women -- has never been greater. We need your

s 8, Drwoies zﬁput on this zz’zatter and we would appreciate hearing from you.
M@MWM

Cans
o Edcion kit roges ’I'hzmk you in advance for any and all considerations and we w&lwme

syt o Dok the opportunity to respond to-any other information requests, or

seonf ppen:  COMMENts which you may have.
Nathee Axiticn: L2
L Huber Vax Tol
Mid-Soad Peate mé hustice Cerrer Sill(:&l’(:’:ly,

;mmwm*%%gﬁ John E. Taylor S y
Pax TO6TATS  Handaws 4RNTTH Pmsxjd&nt&CEC}' ' O

oo Ise Cross, OOM4
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Overvmw of the Revised CRA Reg
PREFACE

" The Community Reinvestment Act (CRA) reform process began in July, 1993 when Prestdent
Clinton called for both the funding of community development banks and CRA Reform. This
past week, the President signed the Community Development Financial Insttutions Bill,
which creates a mechanism for giving commumty dcvelopmem financial mstltulmns (CDFIs)
pver $300 million in grant funds.

Today, Scptambcr 26th, the bank regulators mlcase:d the new and final version of proposcd
CRA regulatory reforms, The first version was released in December, 1993, Community
groups responded to the December proposed reforms in greater numbers than at any other,
time in the history of bank regulatory requests for comment. . We are now near the’ final stage
in this critical process. The reforms proposed herein will shape the quality, contexy, and
amount of com manizif reinvestment lending throughout the remainder of this century.

NCRC is urging all of its member organizations and friends to w&g& in on this-vital and far
reaching process. Please let NURC know your views on these reform mauers, and let the
rcguimors know them as well. The deadline for comment is in m&d«»?imcmizet {call RCRC for
:he: precise date and list of addresses for the regulatory agcmzes}

13

; OVERVIEW ‘

Botl the December, 1993 and the September, 1994 versions of the proposed regulatory
reforms suggest moving the basis for CRA evaluations from one of marketing and ;mbhc
relauons campaigns 1o a sysiem based on performance, specifically kmdmg

Thrcc sty are estabixshed for lenders with assets over $230 million: lending, investment
and services {branching, et¢). Smaller banks have a lesser 1est for thelr examination and
CRA rating. Big banks can also opt out of the three tests in favor of a "strategic plan , also

_ called a community plan, which is a forward commitment to serve spec:lfit: commumty credit
needs.

One of the greawst flaws in the December proposal centered around the lack of race and
gender based reporting for small business loans. The current proposed reforms atempt to {ix
this slighty by calling for the reponting of small business lending by race and gender.
However, this information is specifically not used as the basis for their CRA ratng. 'I"‘he data

f is merely reported. .

* Another major flaw was that a lender could fail the lending portion of its exam, do a great job |
on the service and vestment west and receive an overall passzrzg CRA grade, NCRC
s;wmﬁcaliy argued that no lender should receive an overall passing “grade without first
- passing the lending test. This has been specifically addressed in the current proposed
reforms. No lender can now pass'a CRA exam without first passing the lending test. There . .

are several other improvements in the current referms and these are addressed in some detail
below

The National Community Reinvestment Coalition » 202-986-7898 . Page !’
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Unfortunately. there are also several areas in the currently proposed reforms where the

community perspeetive has been weakened. Most notably 45 the dropping of the murkot .

share test as the hasis for measuring an individual lender’s performance. This procedure
called for comparing the percentage of the market that a fender had captured in poor
acighborhoods versus upper-income neighborhoods. This measuring methad has been
dropped in favor of a less cf{cczm more convoluted, more subjective mwmrmg, \yalum

One overall eriticism of tiu, current version of the sefurms s that i calls Tor a more suh;wltu
cxamination process, in which the individual examiner is called upon to repeatedly do more
analysis and make mare ;udgmcm calls. History has shown that such anulyses and
judgmcents are rarely made in favor of community groups.

Finally, the original proposal contained a streamlined process of evaluation for smaull banks
that we believed was & de facto cxemption for these institutions. The standards for
assessing small banks, rather than being stmngthenm} have been weakened cven further in

the new reg. S .

. Il

What follows is a more dewailed deseription of specific arcas in the reforms that NCRC swff
have identificd as positive advances or arcas of concern, This is by no means the final
comment from NCRC. 'In fact, we will await comments from our members, analysis by
NCRC's Legislative and Regulatory Committee, Executive Commiuce, und Board of
Dircclors hefore compiling owr concensus commients on the revised rule. Please do nat
hesttate W cull or write us with comments and questions,

$mall Business Data By Race And Gender '

Among the positive changes, the agencics have accepted NCRC's demand that small
business Iending data beedisclosed by race and gender. Such data is absoluicly essential
improve acdess to capital to women- and minority-owned businesses and is 4 major viclory,
However, the data disclosed under the proposal will be of limited use (it only includes
aggregate data) and will not be used in the assessment of 2 bank's small husiness leading,
Encouragement Of Direct Lending By Banks

The agencics have also incorporated into the new rule NCRC's recommendation thaebanks
be prohibited from “buying” a good CRA rating through investments ie intermediaries, NCRC
was concerned that this would allow banks o neplect their CRA obligation o dircctly lesd in
low-income communitics, "Under the new proposal, banks must reccive a "satisfaciory” rating
on the lcnding test to rcccive an overall CRA rating of "satisfactory.”

"
R

"Safe Harbors" El:minated

NCRC also vigoroushy epp(}scd the inclusion m the original proposal of language that
provided "safe harbors” in the application process for banks with "satisfactory” or Esctzz:r CRA
ratings. This language has been climinated from the new rule.

Cemmumty Dem}apment Addressed

In the December proposal, NCRC was concerned that the rcguiatwrz did not sufficicatly
a,m.nuragc banks to meet the specialized and high priority credil necds of low- and moderate-
income communities through community development lending and services, Under the

revised regulation, community development lending is now clevated in importance, troated as.”

a principal component in the lending test. In addition, the agencics explicitdy require a credit

£
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peeds asscssmtﬁm of communities - not required in the December proposal -- and put
paﬁzwiar cmphasx’ on multifamily housing, a ¢ritical need in low-income H@i&hﬁ(‘)fh(‘l()ﬁ‘s

) Strategtc Plan Clarified :

_ Based on suggestions from NCRC, the agencies includednin Lhc December prop{;ﬂdi an
~optivnal form of CRA gvaluation in which banks and.community organizatiens could juintly
create a lending plan to meet the credit necds of fow- and moderate-income neighburhoods.
However, the “strategic plan” option did not require meaningiud participation of community,
groops and was vague in many areas.  Under the revised regulations, the agencies have
toughened the language on community participation and provided more specific criteria for
evaluation of banks under the strategic plan. .

Lending Discrimination Standard Toughmm‘i -
The December proposal substantially weakened the burden of proof required by the ag,cnuc&;
w penalize an institetion for discriminatory lending practices: The revised regulation, in line
with NCRC's comments, has restored the mughcr iaazaagc in the existing regulation,

) Lendmg By Affiliates (}i‘ Baoks Is Covemd

Under the December proposal institutions could have selectively included the loans of
affiliates (0.g. mortgage companies) under the lending test, However, the agencies have
tightened up the rules in this area, pwhzbsun g banks from selectively reporting the loans of an
affiliate. More importantly, if the agencies determine that a bank’s affiliate lending is integral
to the bank’s operation and business they may consider the affiliate’s lending whether or not 4
bank wanted 1o report these loans. ‘This will subject some affiliate mortgage banks (o CR;”&
_setting an 1mparzam prcccdzni for extending CRA 10 marigage banks,

'+ AREAS OF CONCERN

The Market-Share Test Is Repiacexi With An Ambiguous Standard )

Under the original lending test proposed by the agencies, banks would have becn primarily
evaluated by comparing their market-share in low- and moderate-income areas 1o their
market-share in upper-income neighborhoods. Banks with a lower market share in their low-
income neighborhoods than in their upper-income areas would have received a poor CRA .
rating. NCRC, which originally proposed the market-share test, strongly supporied the test
because it provided a clear standard 1o assess compliance with the CRA, encouraged

* competition between lenders 1o expand market share in low- and moderate-income arcas, and
would have increased icndwg in dlstre:ssezé areas.

However, undcr the new proposal, ih{; agencies have replaced the markct«»sfzam test with a
series of guantilative and qualitative criferia whose interpreiation requites a high degree of
discretion and judgment by individual bank examiners. Rather than using the market-share
test, examiners will primarily assess a bank's lending performance through a two-step
process. First, the regulators will examine z lender's.geographic distribution of loans, the
characteristics of the borrowers {race is not a factor), the number and amount of community -
" development Toans, and the use of flexible or innovative lending practices. Second, to
determine a bank's CRA rating on the lending test, examiners will evaluate these indicators
i the context of six factors: 1) demographic data about the community, 2) community nced
and characteristics, 3) the institution’s capacity and constraints, 4) the bank’s product
offerings and bzzsmess stvategy, 5) prior performance of the xnsmuuon, ané 6} the

Yoy
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- performance of similarly-situated lenders. By weighing these diverse criteria and factors, an

, Overview of the Revised CRA Regs » 9/26/94
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¢
examiner will then award a final CRA rating on the lending test.

This new pm’pm{b{i lending est cicarly places considerable judgment and responsibility in the

hunds of examiners, and lacks the clearer standards and goals that characeerized the

oviginally proposed market-share 195t in addition, the propesed lending test appears in many
respects W resemble the existing regulation, “which i is widely acknowledged as wh]cctwc
and iacking cicar pcrfonmzzcc goals. :

Race Is Not Considered In A Bank's Evaluation

Under the revised regulation {and original proposal) race plays no role in assessing a bank's
performance in the lending test, despite the fact that study after study shows that minonity
communitics and m{imdw}}s face wzdcspread discrimination by the iandm& industry. In
NCRC’s comments o the regulatory agencics on the December proposal, we said that no
reform should go forward without the inclusion of race in the asscssment of a bank's

. performance. We continge to believe that the inclusion of race in assessing a }cndcrs .

performance is eritical to true CRA reform. |

Small Banks Still Exempt

In the original proposal, the agencies pr{sposed a "streamlined” test for small banks under
$250 million in assets (74% of all banks). In RCRC's comments, we argued that the
streamlined test was inadequate and amounted 10 2 de facto exemption for small banks.
However, instead of Jowering the limit for eligible banks and strengthening the standards, the
agencics bave responded to the pressure of the small banking lobby and weakened the

; requirements. oven furthcr

b

" Less Emphasrs Oun Locating Branches In Low-Income Areas

In the December proposal, retail banks would have been assessed under the seivice test
primatily on the basis of the pereentage of its" branches located in or rcaéiiy accessible o low-
and maoderate-income gc{}graphms However, the revised regulations back away from an
emphasis on locating branches in low-income aress, and now considers branches cqually with
hanking services offered by a bat’zk In addition, the revised rule now a;:zpcafs 10 treal ATMs
the same as "brick and mortar” branches. y , s

Significant Loss Of I)ata : ’
While the revised regulation calls for the disclosure of data not included in the December
proposal, most noticeably small business data by race and gender, it also substantially
reduces dala digclosure in other areas. Most importantly, data on the applications and |
denials of small business loans by census tract, small business lending by the size of the ™

“business, and consumer data (which is now optienally reportcd) will not be reported.

A Bank's Service Area May Exclude Low-income Neighborhoods -
Under the December proposal, a bank’s service area had to be broad enough 1o include low-
and m{z{iemtc-mcame arcas and could not arbitranily exclude such arcas. However, in the

" revised proposal a bank's service area is no longer rcqmrcd to include low- and moderate-,
income neighborhoods, and the standard that banks not “arbitrarily exclude” such arcas %ms

be«en qualificd. In addition, the agencies will not consider "loan production” offices of 2 bank -
"a staffed banking facility that provides icndmg related services such as loan m{ermau()n and,”
appixcatmns -~ when assessing a bank’s service area.

The National Community Reinvestment Codlition « 202-986-7898 ‘Paged’
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AREAS OF CONCERN (Cont.)

h

. Enforcement Sanctions Against Poor Performers Could Be Weakened

In the December proposal, the agencies stated that enforcement sanctions, such as cease and
desist orders and fines, would be used against banks with "subsiantial noencomphiance”
ratings. Since only 27 lenders received a "substantial noncompliance”™ in 1993, NCRC urged
.in our comments that sanctions also be used against banks with "needs to improve" ratings.
However, the revised rele does not extend the sanctions againgt “needs 1o improve.” bven
more troubling, the agencies are hinting that the enforcement sanctions may not be included
the -rule at alf

+

+
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- Conene for Southaass Ann
Refuger Resarelamenc

. {Zbimujfm Affrmative Action

Filipino- A meddean Political
Asscinion

Hermundad Mexicans Macisnal

interlenminational
Minlecerial Alliance

- Americsn SRt

p
Mezizen-Amerioan Poliviest
Axsacimricn

New Bayviow Commitree

Oinkinnd Civisens Comemicom
for Lirbum Reaews! {OCCUR)

" Phoenix Urben League

Sap Franclrco Black
Charnber of Commares

Weld Luituse on Disabllicy
LRALIALES:

Goorgs Dewn, Presidenc & CES -

Phogaix Urban Leygue

. MW:.CA%RW
ﬁmbgnof(kmm

EXELVITIVESIALE: -

fchn Gambos, Exexutive Direccor
Corersitving Lusgitore

Hobers Gnainds, Oonend Counsel

The Greenlining 1535 Mission Street
. ~y $3 44 San Francisco, CA 94103

| Coa_lltlon Phone: (415) 431.7430
| | Fax: (415) 431.1048

— September 26, 1994

Amerian G Form PRESS RELEASE

Black Businow Associatlon

e ok et GUARDED PRAISE FOR REVISED CRA

of Cammercs PROPOSAL - FEDERAL RESEVE CRITIM AS

Califoenia Hispanis Chambers WEAK LINK

of Cixpmstce

Coahdau, (aﬁSj 552.3152; W Gnaizda, General -
Counsel, Greenlining Coalision, (415} 431-7430.

' mowningmm whoscmbmh:pmdm:hg
mmmmcmmofmmofwma offered
gmmfw&ammmm

MMWWWMBMW&
mmmmwmmkmufmmmm
dollars. This is a key to: 3) 2 comprehensive performance-based
analysis of commercial bank leading; b) misorty and inner-city
economic development sad innez-city job opportunitieg; sad ¢} future
bank gtrategic plans as proposed in the revised CRA reforms,

i
¥

© Comptraller Ludwig is to be epplauded for his efforts in the

face of Federal Reserve opposition. (See Coalition’s May 19, 1994 -
New York Times sd, “Who's Afraid of Alan Greenspan? Why, Me.
President, is the Federal Reserve in Charge of Minority and Inner-City
Economic Development? And, Why is the Fedaral Reserve Opposed to
Minority Business Loanal®) .

, Otha:mofimpzwm:eqummmw&am
mmmiammmmdm’

- mmmﬂgthepemﬂfor'safahaxbm

- mmgwangmﬁmcimﬂmm v
, evalusting an institution’s CRA. rating; .

= - pexquiring &n inatitution fo have » “satisfactory” lending
< " recard in order to secure an gyerall “satisfactory® rating;
- mmmgmm&mmmmmﬁwm

of bank *strategic plans”; and

B mmgmummofmmw
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Press Release
September 26, 1994
Puge Two

}aizaembm ith:mrdeirectmoftbeermmng

Cw&mx&iﬁ

!

mmmmcaém,mmwmuw ’
tace data. for business loans, are attributabis to Comptroller

Ludwig’s leadenship. Were it not for the opposition of the -
Wmmmmmmm
utstanding’'. Due to Fodersl Reserve opposition led by
an&mm ﬁz&AWmﬁa*ﬂa&sw
Impzwe.

Ciamimaééaé:

*The future key to CRA as an effective instrument in inner-city
economic development will turn, nof on the specifics of thiy

. revised proposal, but on the subjective commitment of the

and enforcement agencies, particularly the Federal
Reserve and the Department of Justice at merger time.”

mmm@f&emmma

'('.‘ammmixl.

*Today, less than one percent of all bank business loans are

. mads to Africsn-Armericant, With full disclosure the vaolume of

loans to minarity-owned businesses could triple within five
years. Comptroller Ludwig's support for inner-city economic
Wmmmmwpmmm
inner cities,* i

mmamm&mmmmmof

- Commerce said:

t

*Collection of buginess loan data will do for minority businesses
what HMDA data collection has dene for home lending — help
exposo and eliminate redlining. Comptroller Ludwig is to be
applauded for his léadership, particularly in the context of -
strong opposition and passivity by FDIC.”
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SBA Numbery:
For r_elease:

. For more Information,

94-68 . . contact: ’

September 26, 1994 ' Mike Stamler
o - ' ‘ (202) 205-6740

.

‘ STATEMENT BY
ERSKINE B. BOWLES

ADMINISTRATOR |
SMALL BUSINESS ADMINISTRATION

‘
i . '

) WASHINGTON -- On Friday, Eugene A. Ludwig, Comptrollér of the
Currency, signed a revised proposal to reform the way the
" Comptroller’s Office administers the Community Reinvestment Act.
This reform is important for America‘s small business communities .
-- and, particularly the, small and economically disadvantaged budiness

I

owners seeking lending assistance.

1 H
' .
+

?he revised proposal issued today would establish a framework for
agsessing bank pefformance that includes many of the same elements as
tﬁe earlier (Decémber) proposal. Most importantly for small ]
businesses, it would replace paperwork and process with performance-

1

based: tests for assessing bank c¢ompliance.
, I commend the Ccmpﬁrollér for his inclusionéry procesé thatl
allowed thousands of comments from our constituents before this reform
proposal took final shape., I truly believe this reform successfully
' balances the Presidents‘ two goals of stimulating community M
reinvestment and limiting regulatory bﬁrden for financial -
institutions. '

- -more- -~
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In addition, the U.S. Small Business Administration will
implement the CRA fégarting r&@uiram&na& for race and gender. data for
éll SBA lenders, including those that are not depository institutions.
We will make the data available to.the p&blic. thereby adviging the
public Qn‘mhe improvements in this area of lending.

The revised proposal wiil be publighed in the Federal Ragiacér.'
The Office of the Comptroller of the Currency and the other requlators
will seek public:; comment on the revisions ﬁer14§ days after the date

of publication. - .

»
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Statement .

by

: Agriculture Secratacy Miks Espy
‘.. on Fropossd Ksgulation to Isprove the Coumunlty Rc&msmm Ast
1

- . VASHINCTON, Sspt, 27 -~ Agriculturs Jecrstary Mike Espy today released
the following scatament conterniug & proposed ragulatlon, which was annsunced
yestarday, To inpxnva the Cmmlty Bafnvsstmant Aot:

“Tha propossd rsgulation nanaunc-d yosterday will help snsure th;t
farsers and rursl communitiss ars better aarved by financial institutidns by
fworeving acesss o banking services for all rural smericana,

. “The revised Commmity Reinvestmsnt Act veform proposal., which was
{asusd by bank and thrift vsgulstors, makes £t clear thar financial
inatituttons have an obligscion -+ unday the law ++ to aervs the banking needs
uf farmays sud Tural comwenicies ax well &8 the nesds of urban nejghborhoods.
By fully sabracing the Commumity Reinvestmant Act’s mandate and supporting
agricultural and farm saterprises, bankers join hands with rural families to
ptcvidc nouxizhasa: to the aconoay in rural commmities .

b & apphud ths Fedaral Ramnrve Board, the Padersl Deposit 1murmce
Gotpoxation, ths Office of The Comptroller of tha Currency and the Offics of
Thrift Supervision for moving to nake the cmtcy Raimamme Act mors
rural friendly.®

P
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financial regulators in propoding new regulations under the
sty farward in our collective efforts




THE WHITE MOUSE

WHASBMINGTON
May 6, 1994

MEMORANDUM FOR BOB RUBIN

FROM: PAUL DIMOND, ELLEN SEIDMAN, PAUL WEINSTEIN
SUBJECT: CRA REGULATIONS

Gene Ludwig has done  first-rate job in keeping industry and the community/civil rights groups on
the same page, Indications are that there are trade~offs on thc last detazis of the rcgzs that will be supported
by all sides. The linchpin of these tradeoffs is the colles ' : I
respect to race and gender, much as HMDA now rcq:z;res for home moﬂgagcs Gem: believes he must
have White House sa{.zpoﬁ to overcome the Fed's resistance and complete CRA seform in an expeditious
manner. -

The Fed has raised three concerns about the collection of this data: it may lead to “batkanization” of
credit by race and sex; it may lead potential borrowers to lic about their ownership or otherwise obtain
figurcheads to put on their boards; and it might lead to usmecessary paperwork. These concerns are not
supported by the actual fiicts'

First, the expericnce with the HMDA disclosure is that it revealed market niches that were not being
served, Many regulated (and anregulated) financial institutions —— and Famnie Mac -~ moved
entrepreneurially to fill these gaps, on a safe and sound basis. The disclosure of home morigage information
has been a triumph for markets and free enterprise, and it poses no threat of credit allocation by race. Data
on small business lending will lead to the same ressit: disclosure of market niches that some rcgtziaied and
unregulated financial institutions will move to fill.

W
f

Second, although there is aIways the possibility of fronting or otherwisce lying about ownership to
make the statistics look good, there is considerably less incentive to do so here than in allocating scarce
ficense (c.g., FCC, SSBIC). The stakes are not h:gh cnough in any single loan for borrower or lender in the
small business loan: there are many sources, there is not a limited pool, and there is potential for expanding
rather than allocating credit when all sources are considered. Morcover, several instances of "miscoding” of
HMDA data by lenders have been publicized and banks properdy called to account: analysis of disclosed
information provides a further deterrent to such misconduct.

Finally, the paperswork burden of small business loans is minuscule compared to that already
required by home mortgage disclosure because there are so many fewer small business loan requests.
Indeed, the trade~offs that Gene is orchestrating include greater offsetting reductions in paperwork; and the
major banks have already signalled to Gene that they arc willing to acecept the proposed trade—~offs for this
reason, as well,

Gene's proposed tradeoffs are the key 0 delivering a CRA reform that will garner the support of
community groups, the banking industry, and Congress. We recommend full White House support for
Gene in pushing this ball into the end zone.

o Carol Rasco



THE WHITE HOUSE
WASHINGTON

July 15, 1993

MEMORANDUM FOR: THE HONORABLE RUGENE ALLAN LUDWIG
COMPTROLLER OF THE CURRENCY

TBE HOHORABLE ANDREW C. HOVE
ACTING CHATRPERSON
FEDERAL DEPOSIT INSURANCE CORPORATION

: THE HONORABLE ALAN GREENSPAN
CHAIR, BOARD OF GOVERNORS
FEDERAI, RESERVE SYSTEM

THE HONORABLE JONATHAN FIECHTER
ACTING DIRECTOR
OFFICE OF THRIFT SUPERVISION

¥

The Community Reinvestment Act (YCRA®"}, enacted in 1977,
requires banks and thrifts to help meet the credit needs of

the vommunities in which they do business. In recent years,

the statute has come to play an increasingly important role in
making credit opportunities available to underserved communities
both urban and rural, across America.

Despite its successes, I believe the CRA‘g full potential
remaing unrealized. JIts implementation has focugsed too

nuch on documgntatian and process, and not enough on actual
performpance. Banks complain about excessive paperwork and
inconsistent implementation of the law. Community groups
¢complain that their communities remain unserved, and the (RA
evaluations often fail to reflect actual comsunity reinvestment
agtivities.

We can do better. By giving cur banks and thrifts clearer
guidance as to how the regulatory agencies will evaluate CRA
performance, we can eliminate anuch meaningless documentation
and improve consistency in CRA enforcement. By focusing that
guidance on the provision of real investment and services, we
can increase support to communitiss that need it,
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CRA evaluations cannot be totally objective. A system

too inflexible to recognize the real differences among the
circumstances in which our banks and thrifts operate would
poorly serve both cur financial system and our communities.
The system we have today leaves great room for inprovement --
improvement that would serve both communities and financial
institutions.

Accordingly, I am writing to make four requests. First, I
ask your agencies -~ in close consultation with the banking
industry, the thrift industry, congressional leaders, and
comuunity groups across the country -- to work together o
reform the CRA enforcement system by developing new regulations
and procedures that replace paperwork and uncertainty with
greater performance, clarity, and objectivity. Secend, 1
ask that you seek to complete this effort by January 1, 19%4.
Third, that you develop a well-trained corps of requlators
who speciallize in CRA examinations. Finally, I ask that, in
undertaking this effort, you work to promote consistency and
even-handedness, lmprove public ¢RA performance evaluations,
institute more effective sanctions against banks and thrifts
with consistently poor performance, and, nmost significantly,
develop and set forth more obiective, performance~based,

CRA assessment standards that minimize the compliance burden
on financial institutions while stimulating improved CRA
performance. The new standards might appropriately focus

on three types of community reinvestment activities in both
urban and rural areas:

Lending to low~ and moderate-income individuals and
neighborhoods, small businesses, and small farme;

. Investments in low~ and moderate-income neighborhoods;

Provz$1an of banking services to regidants of low~ and
moderate~incone neighborhoods.

By refocusing the CRA enforcement system in this manner,

1 believe we can reduce confusion and uncertainty in CRA
evaluations, increase access to lending and banking services
and recapture the true spirit and purpcse of the Cﬁmmunity
Reinvestiment Act.
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MEMORANDUM FOR HOWARD PASTER, LORRAINE MILLER AND PAUL CAREY
BRUCE REED AND GENE SPERLING

FROM: PAUL DIMOND
SUBJECT: CDFYCRA -~ NEXT STEPS
I. BACKGROUND.

A. House, Chairman Gonzales has agreed to sponsor our CDFI bill (and will support
our initiative to strengthen TRA by regulation). Representatives Waters and Rush have
agreed to enthusiastically support both our CDFI bill and cur initiative to reform CRA by
regulation. Representative Flake, subject to his meeting on Wednesday with Frank Newman
and Gene Ludwig to discuss the process of reforming CRA by regulation, has agreed 1o defer
to our CRA regulatory reform process (rather than to press for CRA legislation) and o
support our CDFI bill. Representatives Kennedy, Kanjorski, Frank, and Shumer are lined up
10 support both our CDFI and CRA proposals.

The Subcommittee Chairs are enthusiastic about holding hearings, and the Chairman is
prepared 10 have a mark-up at full committee. In addition, Kelsey Meek, Staff Director of
Housc Banking, has raised the possibility of a full Committce hearings to fast-track passage.

B. Senate. Chairman Riegle is prepared to sponsor our CDFI initiative and will be
holding a hearing before the Banking Committee on July 15,

. Constituency Groups. The Ad Hoc Community Reinvesiment Coalition, the
National Community Reinvestment Coalition, the National Neighborhood Coalition, the
Consumer's Union and Consumer's Federation, ONE, ACORN, National Congress for
Community Economic Development, Center for Community Change, major CDFI players all
across the country, the regulators and GSEs, and even major banking interests (inciuding
Credit Unions, as well as some major Banks) all support these first two sieps in the
President’s long—term, two-slage community reinvestment initiative.

II. TRANSMISSION OF BILL.

A. Congress. We need to touch base with the leadership in the Senate and the House
concerning transmission of the bill on Thursday. In the House, we should also touch base
again with Mfume (o let him koow where we are and develop and implement a strategy for



initiating discussions with selected Republicans (e.g., Leach, Ridge, Roukema, Shays), In the
Senate, we should also touch base again with Scnators Mikulski, Sarbanes, Dodd, Bradley,
Boxer and Moseley~Braun and develop a strategy for initiating discussions with selected
Republicans (¢.g., IYAmato, Bond, Jeffords, Cohen, Chaffee, Danforth, Hatch, Hatfieid, Mack,
Domenici Pressler, Specter).

We also need to consider how 1o prepare interested members for questions and their own
releases (¢.g.. COFI Bill/CRA reform summary or talking points, as well as copies of section-
by-section analysis, the CDFI Bill, and the President’s letter to the reguiators on CRA
reform).

B. Constituency ‘{.iwxzp& We need to give a heads—up {0 the major constifuency
groups {and provide them with similar back-up materials).

HI. PRESIDENTIAL ANNOUNCEMENT AND/OR EVENTS,

The optimum kick-off would be a brief ceremony at the White House on Thursday
with the President announcing the transmission of the CDFI Bill to Congress and his request
to the regulators to strengthen CRA through regulatory reform. Such a brief event would
provide an opportunity to thank the key members of Congress and the constituency groups
and to build support for the bill. Marcia Hale advised me late Tuesday evening that the
President's schedule was already too packed with events to permit even a brief announcement

on Thursday.

If such an event is not possible given the press of other activitics on Thursday, you
may wish to consider, among other approaches, {(a} a White House ceremony within ten days
after the President's return from his G-7 trip to honor, reward, and encourage the members
and constituency groups, (b} sclected regional press evends {e.g., a presidential teleconference
in LA, Chicago, New York, Baltimore, Vermont-Maine) to highlight key supporters from
Congress, the constituency groups, and the business community and (&), in coordination with
the DNC, a broader outreach strategy with diverse constituencies that both prepares for and
builds off of the hearings in the Senate and House.

The full commitiee Hearings (on July 15 with Senate Banking and, probably, with
House Banking shortly thereafter) provide opportunities for full Adninistration, constituency
group, and media support. Secretarics Bentsen, Brown, Cisneros, and/or Espy (and SBA
Direcior Boles) can be made available to carry the message and theme of our community
reinvestment initiative. It would also be appropriate to explain how our Micro~enterprise,
relief of credit crunch and fair lending initiatives also flesh out the basic economic message
of CRA/CDFI: multiply relatively small levels of public support with private dollars to
stimulate substantial investment where it can make the most difference for economic growth -
- locally, in communities, small businesses and entrepreneurs all across the country.
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Proposed Presidential Statement on the CRA

The Communhy Reinvestment Act, enacted in 1977, requires banks and thrifts to
help meet the credit neefis of the communities in which they do business. In recent years,
this starute has come to play an increasingly important role in making credit opportunities
available to underserved communities, both urban and rural, across America. America’s
banks, thrifts, community groups, and the four federal regulatory agencies -- the Office of the
Comptroller of the Curfency, the Federal Deposit Insurance Corpora_tion. the Board of
Governors of the Federal Reserve System, and the Office of Thrift Supervision -- can all
take pride in the businesses and housing that have come into being through the Community

Reinvestment Act in recent years.

But despite its successes, the Community Reinvestment Act's true potential remains
unrealized. Its implementation depends oo much on documentation, not enough on actual
performance, Under ﬂ;lc guise of community reinvestment, we have been actually
encouraging the greatest investments in paperwork. These paperwork requirements aid
neither our financial institutions nor our communities.

'.

Mecanwhile, across the country, many rural and urban communities badly need credit,
capital and banking services. And millions of Americans in low- and moderate-income
neighborhoods have no convenient bank or thrift branch where they can cash checks, borrow
money to-buy a home, or get a small loan to start a business or keep one going. Banks
complain about excessive paperwork and inconsistent application of the law. Community

groups complain that CRA ratings are inflated, that in many cases they do not reflect actual
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performance, and that their communities remain underserved.

We can and must do better. By giving our banks and thrifts clsarer guidance as to
how the regulatory agencies will evaluate performance under the Community Reinvestment
Act, we can reduce the need for meaningless documentation. By focusing that guidance on
the provision of real investments and services, we can ncrease SUpport 10 communities that
need it.

Accordingly, I am today asking our bank and thrift regulatory agencies — in
consultation with the banking industry, the thrift industry, and community groups across the
country - to reform their enforcement of the Community Reinvestrment by developing new
regulations and procedures that replace paperwork with performance. In making this
substitution, the regulators must improve their examination processes t promote consistensy
and even-handedness, enhance public CRA performance evaluations, institate tougher
enforcement sanctions égm’nst banks and thrifts with consistently poor performance, and, most

Qsigniﬁcamly, develop and set forth performance-based CRA assessment standards.  This
will be a complex and senzitive task, but I believe it must be done and 1 am confident our

regulators can do it. It is my hope that they will finish the job by March 1, 1994,

The new CRA assessment stanglards cannot be completely objective. The
circumstances and communities in which our banks and thrifts operate vary widely. A
system 00 inflexible to recognize those differences would poorly serve both our financial

sysiem and OUr COmmunIties.
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But between 2 rigidly objective CRA assessment systern and the systern we have today
lies great room for improvement ~- improvernent that would serve ‘:;ath communities and
financial institutions,  As they reexamine the CRA enforcement system, I ask the regulators
to focus on four types of community reinvestment: the provision of credit to low- and
moderate-income individuals and neighborhoods; investments in low- and moderate-income
neighborhoods and community revitalization; lending to small businesses and fanms; and the
provision of banking scriﬁiccs to residents of those neighborhoods. In each of these areas, the
regulators must Jook not to what the banks and thrifts say, not to the meetings they hold or
the pledges they make, i;ui 1o the loans they make, the credit they extend, the services they
provide, and the neighborhoods they serve. By moving to an assessment system built on
these sorts of performance-oriented guidelines, we can both reduce confusion and uncertainty
in CRA evaluations and increase access to Jending and banking services. That would be
government regulation a2t s best, and would capture the wue spirit and purpose of the

Comppunity Reinvestment Act.
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Proposed Presidential Statement on the CRA

The Community Reinvestment Act, enacted in 1977, requires banks and thrifts
to help meer che credit needs of the communizies in which they do business. In recent
years, this statute has come 1o play an increasingly imporant role in making credic
oppormunities avatlable 1o underserved communities, both urban and rursl, across America,
America’s banks, thrifts, community groups, and the four federal regulatory agencies - the
Office of the Comptroller of the Currency, the Federal Deposit Insurance Corparation, the
Board of Governors of the Federal Reserve Systam, and the Office of Thrift Supervision ~
can all take pride in the businesses and housing that have come into being through the

Community Reinvestment Act in recent years.

Bur despite its successes, the Communicy Reinvestment Act's true potential
remains urrealized! Its implementation depends toc much on documentation, not enough
on sctual perfcrmaéce, Under the guise of community reinvestment, we have been
aceually encouraging the greatest investments in paperwork. These paperwork

requirements aid neither our financial stitutions nor our communities,

Meanwhile, across the country, many rural and urban communities badly nead
credit, capital and banking services. And millions of Americans in low- and moderate
income neighborhoods have no convenient bank or thrift branch where they can cash

checks, borraw money 1o buy 2 home, or get 2 small loan to start a business or keep one
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going. Banks complain about excessive paperwork and inconsistent application of the law.
Community groups complain that CRA ratings are inflated, that in many cases they do not

reflect actual performance, and that their communities remain underserved,

We can and must do berter. By giving our banks and thrifts clearer guidance as
to how the regulatory agencies will evaluate performance under the Commu:;ity’
Reinvestment Act, we can reduce the need for meaningless documentation. By focusing
that guidance on the provision of real investments and services, se can increase support to

comrenunities that need it

Amordingly, I am today asking our bank and thrift regulatory agencies - in
consultation with the banking industry, the thrift industry, and community groups across
the country ~ to begin 2 process of substiteting performance for paperwork in their
implemencation of the Community Reinvestment Act. In making this substitution, I am
looking to the regulators u; ser forth performance-based assessment standerds, 1o improve

:
their examination processes to promote consistency and even-handedness, to enhance public
g

v ¥ e . v
performance evaluations, and to institute tougher enforcement sanctions against banks and

thrifts with consistently poor CRA performance.



