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Leadership Council for Metropolitan Open Communities

. 320
April 5, 2004

Regulation Comments, Attention: No, 2004-04
Chief Counscl’s Office

Office of Thrift Supervision

1700 G Street N'W

Washington DC 20552

via fax to 202-906-6518

Re: Opposition 1o Proposed Changes in CRA
Dear Chief Counsel,

I am writing from the Leadership Council for Metropolitan Open Communities in
Chicago to comment on the proposed changes to the regulation of the Community
Reinvestment Act. The Leadership Council is 2 private, non-profit fair housing
organization that works to eliminate patterns of segregation and discrimination in the
metropolitan Chicago azea. We were founded in 1966 s a direct product of the Chicago
Freedom Movement campaign for open housing led by Dr. Martin Luther King, Jt. and
other civil rights leadets.

Since our founding, we have fought against redlining, discrimination and predatory
lending, We have also invested 2 tremendous atmount of energy inte working with banks
to promote investment in minority and low- and moderate-income communities, develop
innovative products and services, and stand with us against abusive practices. The
Community Reinvestment Act is en important tool for low- and moderate-income
communitics, We feel that but for a strong CRA, the level of investment in our
communities would be faz less than what we sce woday. The proposed changes to the
CRA regulation significanily threaten continued or new community reinvesiment
by small and midsize: banks. Further, the proposed changes fail to close loopholes
and modetnize the CRA regulation. We thus would call on the Office of Thrifr
Supervision not to adopt the proposed changes and to imnplement instead specific
improvements outlined below,

Szeall Bank | imity

The proposed CRA regulation would change the definition of “small bank” from ay
institation wirh Jevs that §250 million in assels and not part of a bolding company with over §1 billion
in atrels to include all instittions with ks than 3500 million in assets régardless of bolding company
sigs. This change will dramatically increasc the number of banks considered “small” that,
for CRA purposcs, are examined under the streamlined small bank CRA examination.
This exam, as you know, does not cvaluate banks for their levels of community
investment and setvices,
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Leadership Council proposed comments on changes to CRA

This change will disproportionately cffect rural communpities and small cities where
smaller institutions have significant market shace, In Illinois, it will reduce the number of
institutions covered by the comprehensive CRA exam by 63 peteent, from 198 banks to
74. However in tutal ateas or small cities, the number of institutions covered by
comprehensive CRA will decline by nearly 73 percent. In these comnmunities, many of
which are already strugpling from recent and historic disinvestment decisions, banks will
have less incentive to provide innovative investment opportunities and services to
community residents.

By removing the holding company threshold from the defimition of small bank,
vegulators will create a loophole for large holding companies seeking to legally evade
compliance with the spirit of CRA. Under the proposed changes, lasge helding
companies will likely re-constitute their banking subsidiaries as a scries of local “stnall
banks” to avoid comprehensive CRA examinations. A bank like Harvis Trust and
Savings, which cutrently has 26 separately chartered institutions in the Chicago area
toraling over $30 billion in assets, would find that 19 .of its' instimtions would be
considered “small” under the new CRA regulation despite being part of Bancmonr
Financial Cotp, a holding company with over $39 billion in assets in the United States.
Of those Harsis institutions not covered, at least three setve communiries with sipnificant
low-income or minority populations.

Affibiate Idg;ﬁzgg and Assesiment Areas

Regulators also ate fozgoing a significant oppottunity to modemize CRA by not tequiring
affiliate lending to be considered in CRA exams. As bank holding companies increasingly
use non-bank lenders to oripinate mortpages, it is critical that all lending affiliates be
required to repart lending in an institution’s CRA exam. As cutrently swuctured, the CRA
tegulation allows banks to choose which affiliate loans in a given assessment arca they
want to apply toward the lending test. This allows institutions to cherry pick the best
lending affiliates for each assessment atea and exclude affiliates in assessment areas where
those affiliates might not be adequatcly serving the community. As holding ¢ompanies
increasingly acquire non-bank lenders, including subprime lenders, it is critical that
regulators close this loophole and that all lending affiliates be considered in CRA exams.

Additonally, we were disappointed to see thar there was no change to how asscssment
areas are considered. As technology and regulatory policy has advanced to allow financial
institations to conduct business through channels other han traditional branches, CRA
has not advanced with it. For example, a recent publication of the Woodstock Institute, a
leading CRA watchdog, shows that insurance banks conduct over 75 percent of their
lending outside of their CRA assessment areas. None of this lending is considered in
these instimations’ CRA exams and there is no accountability to ensure that these banks
are making loans in low- and moderate-income communities or to minorities that might
otherwise benefit from this lending activity.
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Lendership Council proposed comments on changes to CRA

ending Standard

Regulators also missed a significant opportunity to male 2 strong statement about
predatory lending, The proposed standard allows that loans originated based on
foreclosure value of collateral rather than borrower ability to tepay can negatively affect a
bank’s CRA exam, This standard misses numerous predatory practices such as packing
exorbitant fees onto mortgage loans, loan flipping, charging high prepayrmcnt penalties,
and mandatory arbitration that can strip cquity from homeowners and trap borrowets in

abusive loans. Regulatars should apply 2 strang prodatory lending standard to bank loans
and to loans made by affiliates.

ate [Xirelon

We welcome sdditional data disclosures on CRA cxams, but feel the data need to be
more fully considered in evaluations to be truly effective. Specifically, we support adding
data to CRA exams to differentiatc between the share of bank and affiliate loans that are
originated and purchased and those which arc high interest rate and HOEPA loass, but
these loans should not be weighted equally. Originated, lower interest rate, and non-
HOEPA loans should be given morc weight. The purpose of CRA is to stimulate
conventional lending in underserved areas; allowing banks 1o boost CRA. performance by
putchasing loans, patticulatly loans that may not be in the best interest of the bogrower,
runs counter to the intent of CRA.

The Leadership Council appreciates the opportunity to comment on these proposed
changes and looks forwazd to continuing our work ensuring that banks have the
incentives and the encouragement to invest in underserved low- and moderate-income
communites,

Sincerely,
Brian C. White j—a

Director for Community Relations and
Chair, Chicago CRA Coalition Housing Task Force




