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October 16, 2001

Regulation Comments

Chief Counsel’s Office

Office of Thrift Supervision
1700 G. Street, NW
Washington, DC 20552
Attention Dockel No, 2001-49

Dear Regulators:

National People’s Action (NPA) is writing to comment on the Advanced Notice of
Proposed Rulemaking on the Community Reinvestment Act that was published in the
Federal Registry in July 2001. Since working to pass the Community Reinvestment Act,
NPA has used CRA as a very important tool 1o improve low and moderate income
neighborhoods. NPA is a nationwide network of community organizations.

The original goal of CRA, to ensure that credit needs are being met in all communities, is
as important now as it was in 1970s. By passing HMDA, we were able to prove that a
pattern of redlining existed by revealing where lenders were making loans, which was not
in low and moderate income areas. This made it possible to pass CRA, which we
estimate is responsible for hundreds of billions of dollars being lent in low and moderate
income neighborhvods. Significantly, banks have also built branches in these
neighborhoods that physically represent a bank’s reinvestment commitment.

In order o continue access to quality credit in low and moderate income neighborhoods,
CRA needs to be modemized (o keep pace with the changing face of our financial
institutions. Instead of seeing no loans in low and moderate income neighborhoods, we
are now seeing an abundance of bad loans in these same neighborhoods. Predatory
lenders are charging outrageous interest rates and fees for financial scrvices in these
 heighborhoods beosuse banks are nof doinig their jobs—In Chicago’s largest——  ——
neighborhood, Austin, subprime lenders made 49% of the loans in 2000. In fact, fifteen
of the top 25 lenders in Austin were subprime lenders. This serves to create two tiers of
lending in the United States, with the peaple who can least afford it, being the ones
paying the most for financial services. 1If CRA is not modernized, it will lose its ability to
hold our quickly changing financial institutions accountable to the communities in which
they operate.
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A key way to modemnize CRA is to expand it to cover all residential mortgage lenders
and insurance companies. By holding other insurance companies and other mortgage
lenders accountable to CRA, low and moderate income individuals would have more
access t0 mainstream economic services.

In order to keep our neighborhoods alive, we need to improve CRA to keep pace with the
modernization of financial institutions. There are three main categories where
improvements need to be made: reporting requirements; exam structure; and rating
structure. Our comments in response to the ANPR are explained under these categories,

Reportipg Reguirements
The expansion of HMDA disclosure and small business data disclosure are two ways to
improve the reporting requirements for a CRA exam.

Any abusive terms, fees and credit scores should be accounted for in HMDA
disclosure.

Under current HIMDA disclosure laws, there is no way to fully substantiate the enormous
increase in the so-called subprime lending market. HMDA data needs to be expanded in
order to give regulators and community groups accurate information about the quality of
the loans that banks are making in the neighborhoods, We are pleased that there is a
proposed addition of the annual percentage rate to the HMDA data.  This dala,
untfortunately, is not enough. Fees, credit scores and predatory practices need to be
included in the HMDA disclosure. Fees and interest rates should be disclosed separately.
We have heard stories of fees amounting to as much as 25% of the loan. Fannie Mae has
estimated that half of all borrowers with subprime loans could qualify for prime rate
loans. These borrowers have been “steered” into a subprime loan, which is universally
considered a predatory practice. Steering could be detected by requiring lenders to
disclosure the credit score for cach application.

Small business data disclosure should include the status of each loan application,
whether it is denied, withdrawn, incomplete, approved but not accepted, snd
originated. Also included in small business disclosure shounld be the race, gender of
applicants, and the actual census tract in which the business is located.

Even though it is iricreasingly common for borrowers to get home mortgage loans
through non-depository institutions, depository institutions arc still primarily the lenders
for small businesses. Small business lending should be held to as equal scrutiny as home
mortgage lending. Small business data disclosure shonld more closely mirror HMDA
data in what is reported (status of application, the race, gender of applicants, and census
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tract) and how it is reported (codes can be easily given as it HMDA for denial reasons
for the loan). This disclosure should be made available in the same format as HMDA data
80 it easily accessible for the public. Qur experience in Chicago is that, when asked only
a few banks will provide us with small business data by census tract. The only way to
make all banks provide this information is to require it through expanding smail business
data disclasure.
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Exam Structure

Improvements in the exam structure include: affiliates being covered under CRA; small
retail institutions should be examined just as large retail institutions; establishing a better
definition for investment test credit; enhanced multi-family lending attention to avoid
saddling 2 building with excessive debt; enhancements in the service test that give credit
for serving the needs of the low and moderate income neighborhood; and better defined
assessment area.

Affiliates covered under CRA

Under the current CRA, institutions have the option to count affiliate activity in or out of
their CRA exam, This leads.to a bank’s potential to manipulaie its CRA raling.
Cwrrently, a2 bank can own a predatory lender and use those loans (o affect its CRA rating.
First, in order to differentiate between prime, subprime and potentially predatory loans
we need the aforementioncd incrcased HMDA disclosure. Sccondly, all non-bank
affiliates of bank holding companies that engage in lending should be covered under the
CRA. . As financial modemization made it easier for banks to acquire other financial
services, CRA must be expanded to cover these institutions as well. After all, HMDA
was amended in 1988 and 1991 to expand reporting to cover most mortgage banking
subsidiaries of bank and thrift holding companies and independent mortgage companies
not affiliated with depository institutions. These amendments resulted from the nced for
HMDA to keep pace with the chances in financial institutions.

Small institutions should be required to go through the same exatn as large
institntions

Much discussion has centered on what asset size should qualify a bank for the
streamnlined bank evaluation. NPA believes that there should not be any further tiers
created to case a bank’s transition from a small bank test to a large bank test. In fact, we
‘feel that the small institution test should be eliminated. All banks should be subject to the
lending, investment and service tests by which the large retail institutions are evaluated.
Small bank tests are too general and the banks themselves have commented on the ease
of the exams. Therelore, they should be no asset determination for qualifying for a large
or small retail test. All banks should be equally evaluated in serving the needs of low and
moderate income neighborhoods.

Investment test credit improvement
Contracting for the service of neighborhood businesses should receive CRA credit under

the investment tesi. Ior example, the nght to contract with a janitonal company, a
catering company, a local printer might do more to stabilize business and jobs in the
neighborhood than a loan to a business that then has no regular customers. As well,
defining contracts for services to small, community-based start-up businesses as an
investment is required to build neighborhoods.
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Banks should not get credit for grants to charitics that do not serve the original spirit of
CRA, that financial institutions have an obligation to meet the credit needs of low and
modcrate individuals in a community.

Multi-family lending

Neighborhoods are impacted when an owner of a multi-family propeny gets a cash-out
loan by borrowing against the equity in the multi-family property. In many cascs
irresponsible landlords do not use the money from the cash-ont refinance or equity loan
to make repairs on the property. They may, in fact, use the money for other reasons not
associated with the property. As a result, the housing stock begins to deteriorate.
Institutions should not receive CRA credit for a multi-family loan on a property that is
not used to maintain or improve properties. As a result, the housing stock begins to
deterioraie. Through the "Good Repair Clause” in the mortgage, the institution must hold
the borrower accountable to. maintaining the property up to certain standards of upkeep.
NPA has worked with lenders to target specific deteriorating properties and work with
the owner to conduct needed repairs. For this reason, institutions should not get CRA
credit for making loans that create blight in the neighborhood

Service tests

Physical locations in low and moderate income neighborhoods should be weighted
heavily under the service tests. With quantitative data to support the use of its services,
physical sites should receive more credit, as they often serve as the anchors to a
neighborhood's residential and commercial development. Perhaps banks should report
by census tract the branches and services offered at that branch.

Every cvaluation should note whether a bank offers free checking accounts with no
minimum balance requirements. Institutions that hold significant deposits of LMI
neighborhood residents should receive additional credit.

Expand the assessment area

The current assessment area definition falls short of capturing the expansion of lending
activities beyond traditional brick and mortar locations as institutions learn to rcach
beyond home markets making physical location less important. Expanding the
assessment area to include arcas where the institution has one-half of one percent market
share will make lending institutions responsible for their business practices in the
majority of areas they scrve. The asscssment area should include areas where the
institution has offices, branches, and deposit taking AT Ms.
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Currently, 97 percent of banks receive a satisfactory or outstanding rating on their CRA
exams. People in neighborhoods certainly don’t find that 97 percent of the banks in the
neighborhood are passing. In order to improve the rating structure a rating of a bank
should be automatically downgraded if the bank is making predatory loans; stronger
rating guidelines; localized ratings should be developed; public files should be available
at all bank branches and on the CRA performance evaluation should be available on the
bank’s website.
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Banks’ rating downgraded for predatory loans

CRA exams should evaluate a bank’s subprime loans for any predatory practices (see the
enclosed list). Banks should receive a rating of Substantial Non-Compliance if they are
making predatory loans.

Rating guidelines

The current rating scale is geared for a bank 10 pass, regardless of their performance. It
seems implausible that 2 bank could receive 47 percent of the total points in a large retail
institution exam, and still get a satisfactory rating. In order to truly evaluate a bank’s
performance under each test the public exam should include a bank’s individual score for
the lending, service and investment tests.’

In addition, the rating system should be restructured so that no bank can receive an
overall Satisfactory rating if it receives a Substantial Non-compliance rating on any
component of the test or if it receives a Needs to Improve rating on more than one test.
All conclusions on ratings for cach test should be substantiated with relevant facts,
numbers and examples.

HMDA data is critical in evaluating a bank’s performance. If there are HMDA quality or
validity reporting violations that the institution does not correct, it should automatically
prohibit a bank from receiving an outstanding rating on its CRA exam.

Localized ratings

CRA ratings can also be made more realistic by having localized ratings. . We have seen a
number of examples of banks that do a good job of serving communities in one or two
cities, but pathetic job everywhere else, and still receive satisfactory ratings. Changing
this would influence all banks to be more concerned about effectively serving all the
communities in which they claim to have a presence, or include in their service area.
Especially with the drastic reductions taking place in the number of true community
banks, due to financial modernization which allows the industry to conglomerate to a
greater extent than ever before, it is important that some way is found to keep these
banking giants invested in their community performance and responsibility. A localized
reting system could require the top 10 banks in the state’s market to have separate MSA
based and rural area ratings and performance cvaluations. We want to be part of the
proccss that can devclop a more localized rating system.

Public file
Every bank should still be required to maintain a public file at its branch. Under no

circumstance should this be weakeried due 1o the claims that the public does not utilize
the files. In fact, the data disclosure should that banks are responsible for should actually
be expanded. As mentioned before, the specific score for each test should be made
available to the public. For example, the public exam should include if a bank gets 10
poinis on the lending test. Also, banks and regulators should be required 1o make exams
available from 1990. Every CRA exam should also summarize basic. past and present
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HMDA data denial rates with peer comparisons. An institution should also inciude the
public exam on its website, just as an institution includes the ennual report.

Thank you for your attention to these matters. Neighborhoods are this country’s greatest
asset. Ttis vital to modemize CRA to meet their credit needs and fight the abuses of
predatory lending. Please let me know if you have any questions about our response or if
we cun provide any additional information. :

Sincerely,

mmgsw

NFA Co-chairpcrsoz
Brenda LaBlanc
NPA Co-chairperson




