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% WORLD SAVINGS

January 21, 2005
Filed by E-mail

Regulation Comments
Chief Counsel’s Office
Office of Thrift Supervision
1700 G. Street, N.-W.
Washington, DC 20552

regs.comments@OTS.treas.gov

Re: OTS No. 2004-53; RIN 1550-AB48: Assigned Ratings Proposal

Ladies and Gentlemen:

We appreciate this opportunity to comment on the OTS’ proposed rulemaking regarding
the Community Reinvestment Act, or CRA. For the reasons discussed below, we
strongly support the OTS proposal to provide flexibility in the weighting of the lending,
investment and service tests and urge the OTS to make it final. We are commenting on
this provision only and not on the other parts of the proposal.

Statatory Purpose: “Meet the Credit Needs of the Local Communities”

When adopting the CRA, Congress was clear about its intent: “It is the purpose of this
chapter to require each appropriate Federal financial supervisory agency to use its
authority when examining financial institutions, to encourage such institutions to help
meet the credit needs of the local communities in which they are chartered consistent
with the safe and sound operation of such institutions.”" [Emphasis added. ]

The purpose of the CRA was to address concerns that banks were not taking adequate
steps to make credit available to consumers and businesses in lower and moderate income
areas. In the words of the principal sponsor of the legislation, Senator William Proxmire:
“Iryational neighborhood disinvestment by lending institutions has been documented over
and over again. We know redlining is a pervasive problem.”?' “By redlining ... I am
talking about the fact that banks and savings and loans will take their deposits from a
community and instead of reinvesting them in that community, they will invest them
elsewhere, and they will actually or figuratively draw a red line on a map around the
areas of their city....””

! 12 U.8.C. 2901 (full text of section 2901 is attached at the end of this letter).
2123 Cong. Rec. $8223.
3123 Cong. Rec. S8958.
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The idea of the CRA was simple. Each institution would “meet the credit needs”
[emphasis added] of its community by making loans to all income segments of the
community, including to persons who traditionally had more limited access to bank
credit. “Community reinvestment” and “lending” were synonymous.

Subsequent Regulations Deviated from the Lending Concept

The CRA did not establish any hard and fast rules for the CRA examination process.
Congress instead instructed the regulatory agencies to “assess the institution's record of
meeting the credit needs of its entire community, including low- and moderate-income
neighborhoods, consistent with the safe and sound operation of such stitution.”
[Emphasis added.] Implicit in this instruction was that the regulators were to give due
consideration to the unique factors applicable to each depository institution, taking into
account regional differences and the varied business models and product offerings of
each institution. Also implicit was that each institution’s performance in meeting the
needs of its community was to be judged in accordance with the principle that lending is
the primary vehicle for meeting a community’s credit needs.”

Somewhere along the way, however, the idea that institutions are to support their
communities through lending has become blurred. It has become so blurred that some
commentaries concerning the OTS proposal characterize the CRA statute as requiring
institutions to engage in specific types of investment and service activities, such as
making equity investments in small businesses, giving grants to community
organizations, or participating in housing tax credit transactions. This view of the CRA
fails to consider whether institutions even have expertise in such alternative activities, or
that they might be meeting their communities’ needs through their direct lending
activities as Congress intended. These commentaries instead make it seem as if the
investment and service tests were the goals of the CRA in and of themselves.

The investment and service tests came about, somewhat ironically, because some
institutions were not substantially engaged in consumer and/or business lending or were
engaged only in niche business lines that could not be offered widely within their
designated service areas. For example, an institution specializing in issuing credit cards
to foreign nationals from its only branch office located on a floor of a downtown high-
rise could hardly meet its CRA obligations satisfactorily through traditional lending. Out
of necessity, institutions in such situations sought flexibility in the initial CRA
regulations to use indirect methods to satisfy their CRA obligations. Later, what had
begun essentially as accommodations for special purpose banks (or others secking
alternatives to lending) became independent CRA regulatory tests and were imposed on

* 66 Fed Reg. 37604.
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institutions that in fact already were doing everything that the CRA intended though
direct lending. This should be corrected.

Some Current Defects in the Regulation: Arbitrary Caps on Lending and the
Diversion of Resources Away from Direct Lending

The chief problem with the current CRA regulations is the arbitrary nature of the
assigned ratings system, especially the fact that the regulations cap lending at 50% of an
institution’s overall assessment. This cap generally is too low for traditional depository
institutions such as World Savings that are primarily if not exclusively engaged in
traditional lending activities. Consider this: 97% of World’s earning assets are home
loans, with 95% of our lending on 1-4 family housing and 5% on multi-family housing;
yet under current CRA regulations, only 50% of our CRA assessment can be based on
our lending. :

Moreover, the current CRA regulations have the effect of forcing depository institutions
to engage in activities in which they have no substantial experience. This diverts
institutions® resources away from making loans directly to low- and moderate-income
borrowers. World’s expertise is in the making of home loans and servicing those loans is
the highest and best use of our resources. But because the current ratings system assigns
a 25% weighting to the investment test and another 25% to the service test, we and
similar institutions must venture into CRA activities that are not otherwise part of our
core residential mortgage lending business, which is a result that the attached statutory
language clearly shows was never intended by Congress.

It is appropriate to require that at least 50% of the CRA assessment be based on the
lending test, but it should also be permissible for up to 100% of that assessment to be
based on lending performance. This regulatory change would best conform with
Congressional intent.

Summary

The rigid weighting of the investment and service tests is not required or even suggested
by the statute, has the effect of reallocating community reinvestment dollars and other
resources away from more effective direct lending activities, and fails to take into
account the fact that depository institutions should be allowed to deploy their expertise
and resources in the most effective way possible in fulfilling their CRA responsibilities.
World Savings therefore strongly supports the OTS proposal that would better allow
institutions to focus on what they do best when fulfilling their CRA responsibilities.
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We do not wish to give the impression that the investment and service tests are without
merit, or that World would not choose to assign some weighting to the investment or
service tests, as would be permitted under the proposal. For example, World maintains
relationships with hundreds of non-profit housing organizations across the country.
There are instances when making investments through grants to these organizations is a
very efficient way for us and other depository institutions to invest in our communities,
and it is our intention to continue working with these groups as well as additional
organizations in the future. We believe that preserving the investment and service tests in
the way OTS has proposed will provide appropriate flexibility for lending-focused
institutions, while also allowing still greater reliance on these tests by other institutions
that are less focused on lending.

L O I S

Thank you for considering our comments.

Herbert M, Kandler
Chairman and Chief Executive Officer




Attachment A

Full text of 12 U.S.C. 2901 (emphasis added)
§ 2901. Congressional findings and statemnent of purpose
{a) The Congress finds that -

(1) regulated financial institutions are required by law to demonstrate that their
deposit facilities serve the convenience and needs of the communities in which
they are chartered to do business;

(2) the convenience and needs of communities include the need for credit
services as well as deposit services; and

(3) regulated financial institutions have continuing and affirmative obligation to
help meet the credit needs of the local communities in which they are chartered.

(b) It is the purpose of this chapter to require each appropriate Federal financial
supervisory agency to use its authority when examining financial institutions, to
encourage such institutions to help meet the credit needs of the local communities in
which they are chartered consistent with the safe and sound operation of such institutions.




