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Distribution of Credit Risk
among Providers of Mortgages
to Lower-Income and Minority Homebuyers

Glenn B. Canner, Wayne Passmore, and Brian Jthat analysis we combined 1994 data on mortgages
Surette, of the Board’s Division of Research andcollected pursuant to the Home Mortgage Disclosure
Statistics, prepared this article. John L. Gibbons, Act (HMDA) with 1994 data on private mortgage
Lisa Kirch, and Gerald W. Talley provided research insurance (PMI) activity made available by private
assistance. mortgage insurers. With that unique database we
obtained rough measures of the amount of credit risk

The financial institutions that bear the credit risk inthat the major participants bore and the distribution
mortgage lending are critical because without suclof that risk across institutions by the income and
participants, mortgages cannot be made. Once aracial or ethnic characteristics of the borrowers and
institution agrees to assume the risk that a borrowetheir neighborhoods. We found that the largest gov-
will not repay a loan as scheduled, the other partici-ernment insurer, the FHA, was the most involved
pants in the mortgage process—originators, fundersyith lower-income and minority homebuyers, as
and purchasers—are readily available. The bearing afheasured by botportfolio share(the proportion of
credit risk is an ongoing concern of the mortgagean institution’s own mortgage portfolio extended to
market and the government, and a variety of instituthese groups) anaharket shargthe proportion of all
tions have evolved for that purpose. The performancenortgages extended to these groups for which an
of these institutions in taking on credit risk has impor- institution bears the credit risk). Depository institu-
tant public policy implications because home owner-tions generally had higher portfolio and market shares
ship, particularly within lower-income and minority than the two for-profit government-sponsored enter-
communities, is a well-established national goal andprises that are active in the secondary market, the
is of intense public interest. Federal National Mortgage Association (Fannie Mae)

Assessing the performance of mortgage markeaind the Federal Home Loan Mortgage Corporation
participants in accepting credit risk is not straight- (Freddie Mac).
forward for several reasons—Ilack of data, uncertain- In this article we revisit the issue of who bears the
ties about the most appropriate criteria for assessingredit risk associated with mortgage lending using
performance, and the influence of government subsii995 data and refined estimates of the amount of
dies and regulations. The diversity of the participants’'mortgage credit risk borne by market participahis.
goals and strategies also complicates the task: Theur earlier analysis we measured credit risk in terms
government mortgage insurers that account for mosdtf the number of mortgages held or insured; here
of the risk-bearing activity in thgovernment mort- we go beyond looking at numbers or simple dollar
gage systenare nonprofit and accept nearly all the amounts of mortgages held or insured and instead
credit risk of the mortgages they insure; the mortgageneasure risk in terms of the dollar losses that could
originators, insurers, and purchasers that make up thiee expected on the basis of historical experience.
conventional mortgage systeame profit-seeking and
generally act to spread the risk throughout the system.

In an earlier study we assessed the performance of 2. Unless otherwise noted, the focus of this article is mortgages
the major participants in the market for home pur-approved during the first ten months of 1995 for the purchase of

chase mortgages by examining the distribution of theowner-occupied, single-family homes located in metropolitan statisti-
cal areas. Mortgages originated in the final two months of 1995 were

mortgage credit risk borne by these institutidfSor  ¢ycjyded from analysis because the lenders that originated those loans
may not have had the opportunity to sell them by year-end, when
B — HMDA data must be reported. Because of the public-interest focus on
1. Glenn B. Canner and Wayne Passmore, “Credit Risk and thelower-income and minority borrowers and neighborhoods, we present
Provision of Mortgages to Lower-Income and Minority Homebuyers,” results for only FHA-eligible mortgages (that is, mortgages within the
Federal Reserve Bulletjivol. 81 (November 1995), pp. 989-1016. size limits for FHA-backed single-family loans).
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Institutions’ expected dollar losses are determinedunderwriting standards and the sharing of risk among
primarily by the distribution of loan-to-value ratios participants in the mortgage market, including bor-
within their mortgage portfolios: Higher ratios are rowers. Because different groups of borrowers have
associated with higher mortgage default probabilitiedifferent credit characteristics, the risk-management
and loss severity rates. Data on these aspects afpproach taken may affect the distribution of mort-
mortgage lending are not reported under HMDA andgage borrowers across income groups, race and ethnic
are not readily available elsewhere; we obtained theategories, and neighborhoods.
information in a variety of ways, including discus- Requiring borrowers to meet certain underwriting
sions with industry participants and modeling basedstandards is the most important step lenders take to
on preliminary data from the Federal Reserve’s 1995nanage mortgage credit risk. In assessing the pos-
Survey of Consumer Finances. sibility that a prospective borrower may default on

Who bears the credit risk for mortgage lendinga mortgage, lenders evaluate both ability and
to lower-income borrowers, black or Hispanic bor- willingness to repay the loan. They look at sources
rowers, lower-income neighborhoods, and minorityof income, debt-payment-to-income ratios, assets,
neighborhoods, and how is that risk distributed? Theemployment history, and prospects for income
findings based on our refined estimates of credigrowth. They also review the applicant’s credit his-
risk are in accord with our earlier results: In termstory and estimate the value of the property for which
of market share, the FHA, the largest institution inthe mortgage is being sought.
the government mortgage system, outperforms all Varying the price of credit by charging riskier
other institutions or types of institutions. It is the borrowers higher interest rates is another means
major bearer of credit risk for these groups. Forof managing credit risk. Lenders know, for example,
example, the FHA backed about one-third of thethat the probability of default, as well as the extent
dollar amount of mortgages extended in 1995 toof the loss resulting from default, is strongly related
lower-income borrowers but assumeebarly two- to the loan-to-value ratio of the mortgage: The higher
thirds of the credit risk associated with lending to that the ratio, the greater the likelihood of default and
group. the larger the potential loSsTo compensate for

The market shares of the conventional mortgagegreater risk, lenders may require a borrower who
system are not only small relative to the amounttakes out a mortgage having a high loan-to-value
borne by government institutions; they are alsoratio to pay a higher interest rate (or, more often,
broadly distributed across the major types of institu-to purchase mortgage insurance, which raises the
tions in the system. No single institution or set of effective interest rate). They may also price the mort-
institutions stands out as a principal bearer of credigage according to other characteristics that may influ-
risk for the conventional mortgages extended to thesence its riskiness; for example, they may charge
borrowers. higher interest rates on longer-term loans.

The FHA also has a high portfolio share for The sharing of credit risk is common within the
lending to lower-income or minority borrowers home mortgage industry. First and foremost, lenders
and neighborhoods relative to the participants inshare risk with the borrower by requiring the bor-
the conventional mortgage system. However, someower to make a down payment toward the purchase
profit-seeking portfolio lenders devote a large shareof the home. The larger the borrower’s equity stake,
of their portfolio risk to lower-income borrowers the more the value of the home exceeds the loan
and neighborhoods. These lenders—commercidbalance, providing the lender with a greater cushion
banks, savings associations, and mortgage banks-in case of default.
have low-income portfolio shares similar to the Credit risk is also shared among institutional parti-
FHA's, although their market shares are only slightly cipants in the mortgage market. For example, lenders
larger than those of others in the conventional mort-usually require a borrower to purchase mortgage
gage system. insurance from a public or private mortgage insurer if

the down payment is less than 20 percent of the

THE MANAGEMENT
OF MORTGAGECREDIT RISK

3. Robert B. Avery, Raphael W. Bostic, Paul S. Calem, and
P . . . ._Glenn B. Canner, “Credit Risk, Credit Scoring, and the Performance
The credit risk associated with mortgage Iendmg 1Sof Home Mortgages,'Federal Reserve Bulletirvol. 82 (July 1996),

managed in a variety of ways, mainly by the use ofpp. 621-48.
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home’s appraised valdelenders also often sell The Nonprofit Government Mortgage System
mortgages in the secondary market under terms that

relieve themselves of the credit risk associated withiThe Congress has established nonprofit government
the mortgage (that is, the secondary-market instituinstitutions to promote home ownership among spe-
tion has no recourse to the seller in the event oftific groups and in the population at large. Of the
default). nonprofit government institutions, the FHA and the

Credit risk can also be managed by influencing thevA have by far the largest home loan programs. Their
probability of default and the extent of losses associiissions are to promote home ownership by insur-
ated with default. Lenders use a variety of risk-ing mortgages extended, respectively, to lower- and
management techniques to encourage timely repaynoderate-income homebuyers and to vetefafigb-
ment. For example, they may require a prospectivesidization by the federal government helps these
borrower to receive credit counseling or homebuyeragencies achieve their godl$he FHA plays a larger
education before taking out a mortgage and mayole in the mortgage market than the VA.
work more aggressively with a borrower who The FHA's activity is limited by the Congress in
becomes delinquent. To lower the losses associatezbveral ways: by size limits on the mortgages that it
with default, lenders may encourage a seriously delinean insure, by restrictions on its ability to change
guent borrower to sell the home before foreclosurensurance premiums, and by limits on the aggregate
(a so-called short sale), thereby avoiding the legabmount of insurance that it may write each year. The
expenses and other costs associated with the oftefi=HA relies on the insurance premiums paid by lower-
lengthy foreclosure process. Other methods of lossisk borrowers to cross-subsidize the costs imposed
management include allowing delinquent borrowersby higher-risk borrower8 Consequently, because pri-
to defer payments until their financial circumstancesvate mortgage insurance may cost less, lower-risk
improve and modifying loan agreemefts. borrowers who qualify for privately insured loans
tend not to use FHA progranis.

A higher proportion of lower-income borrowers
than of higher-income borrowers choose mortgages
insured by the FHA or the VA. Under these pro-
grams, prospective borrowers can qualify for credit
e‘ﬁith more debt relative to income, with smaller down
ayments, and with weaker credit histories because

THE MAJORPARTICIPANTS
IN THE MORTGAGEMARKET

During the past sixty years, the Congress has creat

public |_nst|tut|ons—qnq has bOth. gran_ted_ad_vantage e underwriting standards of the FHA and the VA
to and imposed restrictions on private institutions—to

. o gre generally less strict than those used by private
influence underwriting standards and other aspects Ol ortaage insurers. Manv families with lower in-
mortgage lending and, thus, the level and composi- g9ag . y

. h comes need the more relaxed underwriting guidelines
tion of mortgage activity. In recent years, congres- ;

) ) : to qualify for mortgages because they tend to carry
sional actions have focused on encouraging the provi-~, - : X
. ; . -~ “relatively higher loads of nonhousing debt, to have

sion of mortgage credit to lower-income and minority -
. fewer assets to draw on when making down payments
homebuyers and to those seeking to purchase homes

in lower-income neighborhoods and central cities.
These actions influence the distribution of credit risk 6. For a discussion of the FHA and its influence in the housing

among the participants in the mortgage market. market, see U.S. Department of Housing and Urban Development,
Office of Policy Development and Research, “An Analysis of FHA's
_ Single-Family Insurance Program,” October 1995; and General
4. Some lenders extend low-down-payment mortgages withoutAccounting Office, “Homeownership: FHA's Role in Helping People
insurance but charge higher interest rates or have the borrower tak®btain Home Mortgages” (GAO/RCED-96-123), August 13, 1996.
out a second mortgage (usually equal to 10 percent of the home’s 7. With respect to its largest single-family mortgage insurance
appraised value) at a higher interest rate than the first mortgag@rogram, the FHA's subsidy primarily takes the form of relief from the
(usually equal to 80 percent of the home’s value), thus effectivelyneed to earn a private market rate of return for shareholders rather
providing the mortgage insurance themselves. In addition, some lendthan a direct government appropriation.
ers provide low-down-payment mortgages without requiring mortgage 8. A question arises as to why private mortgage insurers do not
insurance as part of their efforts to comply with the Community “cherry pick” more of the FHA's least risky borrowers, who pay
Reinvestment Act. higher premiums than should, in principle, be available in the private
5. For a discussion of alternatives to foreclosure, see U.S. Departmarket. Among the possible explanations are state regulations limiting
ment of Housing and Urban Development, “Providing Alternatives the ability of PMI companies to insure mortgages having loan-to-
to Mortgage Foreclosure: A Report to Congress,” March 1996; andvalue ratios above 97 percent, the specialization of some mortgage
Brent W. Ambrose and Charles A. Capone, Jr., “Cost-Benefit Analy-lenders in FHA loans, and borrowers’ preferences to finance their
sis of Single-Family Foreclosure AlternativesThe Journal of Real home purchases with government-backed loans.
Estate Finance and Economjogol. 13 (September 1996), pp. 105— 9. See General Accounting Office, “Homeownership: FHA's Role
20. Also see the 1995 annual reports of Fannie Mae and Freddie Madn Helping People Obtain Home Mortgages.”
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and paying closing costs, and to have histories ofliverse group: Some are government-sponsored and
credit problems or no credit histories at all. At the others are privately sponsored; some have the capac-
same time, upper-income borrowers tend to seelty to hold mortgages in their portfolios whereas
mortgages that exceed the limits on the size of mortothers only insure mortgages; and some are strongly
gages eligible for FHA insurance or that receiveencouraged by government to help meet the credit
proportionally less backing from the VA, thus reduc- needs of lower-income homebuyers and neighbor-
ing their participation in these programs. hoods whereas others are given no such direction.
Like lower-income borrowers, black and Hispanic The three main types of institution in the conven-
borrowers tend to use FHA and VA mortgages rela-tional mortgage system are private mortgage insurers,
tively often. On average, borrowers in the lattergovernment-sponsored enterprises, and portfolio
group, compared with their white or Asian counter-lenders.
parts, have lower incomes, less wealth, weaker credit
histories, and less-stable employment, and they pur-
chase homes with lower values. In addition, blackPrivate Mortgage Insurers
and Hispanic borrowers are more likely than equally
qualified white and Asian borrowers to choose FHA-Private mortgage insurers are profit-seeking institu-
backed mortgages. tions that insure, but do not originate or purchase,
A third nonprofit government institution, the Gov- conventional mortgages. They are not subject to fed-
ernment National Mortgage Association (Ginnie eral laws that encourage the provision of credit to
Mae), is active in the secondary mortgage market; itower-income borrowers or in lower-income neigh-
was created by the Congress to provide liquidityborhoods, such as the Community Reinvestment Act.
solely for federal housing initiatives. In contrast to Private mortgage insurance reduces a lender’'s
other secondary-market institutions, which buycredit risk by insuring against losses associated with
mortgages and sell securities backed by mortgageslefault up to a contractually established percentage
Ginnie Mae does not purchase mortgages. Insteadf the claim amount2 In deciding whether to insure
Ginnie Mae guarantees the timely payment of interesa particular mortgage, a PMI company acts as a
and principal for privately issued securities backedreview underwriter, evaluating both the creditworthi-
by mortgages insured by the FHA or the VA. In our ness of the prospective borrower and the adequacy of
analysis we do not identify Ginnie Mae as a bearer othe collateral offered as security on the loan. Like the
credit risk; instead, we assume that the entire risk oFHA and the VA, PMI companies deny insurance to
FHA mortgages is borne by the FHA and that the riskprospective borrowers who are judged to pose undue
of VA mortgages is borne mainly by the VA. In credit risk; lenders are free to extend credit to such
practice, however, Ginnie Mae bears a small amounborrowers, but they must do so without the protection
of credit risk if, for example, a lender servicing a of private mortgage insurance. (See appendix A for
security backed by FHA and VA loans is unable todata on the disposition of applications for private
make timely payments. mortgage insurance in 1995.)
Private mortgage insurers focus on mortgages that
have high loan-to-value ratios—a type of mortgage
The Profit-Seeking often used by lower-income borrowers. However,
Conventional Mortgage System they neither receive government support nor have a
government mandate to serve lower-income borrow-
The conventional mortgage system is made up okrs. Hence, PMI companies serve lower-income bor-
numerous institutions whose profit-seeking drivesrowers to the extent that it is profitable to do so. To
them to spread the credit risk of conventional mort-some extent, PMI companies compete directly with
gages (that is, mortgages that are not insured byhe FHA and the VA to insure mortgages that have
the federal government}. These institutions are a high loan-to-value ratios.

10. Glenn B. Canner, Stuart A. Gabriel, and J. Michael Woolley, 12. The claim amount on a defaulted loan generally includes the
“Race, Default Risk and Mortgage Lending: A Study of the FHA and outstanding balance on the loan, delinquent interest payments,
Conventional Loan Markets,Southern Economic JournaVol. 58 expenses incurred during foreclosure, costs to maintain the property,
(July 1991), pp. 249-62. and advances the lender made to pay taxes and hazard insurance on

11. One group ofionprofitinstitutions, credit unions, is also part of the property. For more information on private mortgage insurers, see
the conventional mortgage system. Because they account for a ver§glenn B. Canner, Wayne Passmore, and Monisha Mittal, “Private
small portion of the mortgage market, credit unions are not discussed/lortgage Insurance,’Federal Reserve Bulletinvol. 80 (October
in the text; however, they are included in the tables for completeness.1994), pp. 883-99.
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For homebuyers, private mortgage insurance caisinnie Mae, which focuses on government-backed
differ markedly from FHA or VA insurancé Private  mortgages, Fannie Mae and Freddie Mac purchase
mortgage insurance is generally less expensive foconventional mortgages almost exclusively, accept-
borrowers who do not need the underwriting flexi- ing all or part of the credit risk of the mortgages they
bility offered by the FHA or the VA, and it is more purchase. Many of these mortgages are securitized,
available for borrowers seeking larger mortgageswhile others are held directly in their portfolios.
However, many homebuyers, particularly lower- Because Fannie Mae and Freddie Mac are profit-
income and minority homebuyers, need the FHA'sseeking, they may not be able to bear the same degree
and VA's more liberal underwriting standards, lower of credit risk as the FHA or the VA. At the same time,
down payments, and lower cash requirements at cloghey do not have as much latitude as purely private
ing to qualify for a mortgage. entities: They have in their charters a congressionally

mandated affirmative obligation to promote home
ownership among lower-income households. They
Government-Sponsored Enterprises also have annual affordable housing goals, estab-
lished by the Department of Housing and Urban
Government-sponsored enterprises (GSEs) are prPevelopment (HUD), for the purchase of mort-
vately owned institutions that blend the characteris-gages to lower-income households and in targeted
tics of public and private institutions; they receive communities.
certain benefits from their government sponsorship Even while Fannie Mae and Freddie Mac are
and in exchange are expected to advance certaiencouraged to promote lending to lower-income
public policy goalsi* The GSEs most prominent in households, their charters may also create barriers to
the mortgage market, Fannie Mae and Freddie Macsuch lending by limiting the risk they may bear: The
are, together with Ginnie Mae, the major players inmortgages they purchase, unless they carry private
the secondary mortgage marketin contrast to mortgage insurance or some other form of credit
enhancement (for example, recourse to the lender),

13. From a lender’s perspective, the insurance provided by privatJm'lSt have loan-to-value ratios of 80 percent or less.
mortgage insurers and that provided by the FHA and the VA differ in Therefore, Fannie Mae and Freddie Mac generally
the 'e\lfle' ﬁ;ﬂffggg?; 29:31(:”;8Cfifr‘g;r?tsigs-g\sfvheefz:ztpx'tﬁzmci?:i?;ebear the entire credit risk only for mortgages that
gnalc():l?n{on adefaulteg Ioan,thepFHA covers 10% percent of the unpai@a‘ve relatively large down payments—the type of
balance of the mortgage as well as most costs associated with thBnortgage that may be used less often by lower-
e poanesd om0 e e e mapcome ouseholds that have fimited savings (some
\évl;tarantegd proportioﬁ mpay not cover all the lender’s Iossesgugdér jlower-lnqom_e hoqsehmds’ such as retirees, may have
circumstances, particularly when property values are falling. Forsubstantial financial assets).
marginally qualified borrowers, some lenders may prefer the added
protection afforded by FHA or VA insurance and may encourage these
borrowers to apply for such mortgages.

14. For general descriptions of two GSEs—Fannie Mae andPortfolio Lenders

Freddie Mac—including the benefits they derive from government

sponsorship and their affirmative obligations to promote home owner- . . L
ship among lower-income households, see Congressional Budget OEOI‘IfOlIO lenders are prlvatEIy Sponsored Institutions

fice, “Assessing the Public Costs and Benefits of Fannie Mae andhat are capable of holding mortgages in their own

Freddie Mac,’ May 1996; General Accounting Office, *Housing nortfolios; among these institutions are commercial
Enterprises: Potential Impacts of Severing Government Sponsorship,

May 1996; U.S. Department of Housing and Urban Development,banksv savings associations, _and some mortgage
“Privatization of Fannie Mae and Freddie Mac: Desirability and banks. Portfolio lenders determine their own under-

Feasibility,” July 1996; and U.S. Department of the Treasury, “Gov- writing standards for the mortgages they hold,

ernment Sponsorship of the Federal National Mortgage Associatio . s - .
and the Federal Home Loan Mortgage Corporation,” July 11, 1996. r{hereby controlling the credit risk of their portfolios.

15. For 1995, these three institutions accounted for 58 percent of The vast majority of portfolio lenders are deposi-
all mortgage purchases reported under HMDA (see Special Tableq,ory institutions. However, a diverse group of non-

table 4.41,Federal Reserve Bulletinvol. 82 (September 1996), - .
pp. A74-A75). While these institutions dominate secondary marke d_ep05|tory pOI‘th|I0 Ienders—mortgage bankers, pen-

activity, others—including commercial banks, savings associationssion funds, insurance companies, and others—also

insurance companies, and pension funds—are also active purchasefignd mortgages and bear mortgage credit risk.
of mortgages. These other institutions buy the same types of loan

purchased by Fannie Mae and Freddie Mac, but they also provide i)epOSI_tory |nst|tut|on_s are SUbJeCt to federal laws an(_j
market for lenders that originate nonconforming loans, such as jumbdegulations that require them to help meet the credit
loans (loans larger than the maximum single-family mortgage thatheeds of lower-income households and neighbor-

may be purchased by Fannie Mae and Freddie Mac), mobile homT’floods but nondepositor ortfolio lenders are not
loans, loans with lower credit quality, and certain types of adjustable- ’ p yp

rate mortgages. subject to such rules.
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Depository Institutions Subject to CRADeposi- adherence of mortgage originators to those standards.
tory institutions benefit from federal deposit insur- Risk-adjusted capital requirements also discourage
ance and from other services available exclusively talepository institutions from holding some types of
depository institutions. In exchange, they are subjechonconforming loans: For mortgages having a loan-
to many regulations not imposed on other port-to-value ratio of more than 80 percent and no private
folio lenders. Among these regulations is the Com-mortgage insurance, they must hold more capital to
munity Reinvestment Act (CRA), which requires guard against losses.
commercial banks and savings associations (but not
credit unions) to help meet the credit needs of their Nondepository Portfolio Lenders.Independent
communities'é mortgage bankers and private nondepository mort-

Opposing influences act on depository institutionsgage purchasers, such as life insurance companies
to affect the extent of their lending to lower-income and pension funds, are among the other profit-seeking
and minority borrowers and the extent to which theyportfolio lenders that hold credit risk associated with
keep these mortgages in their portfolios. On onemortgages. These institutions often focus on particu-
hand, CRA requirements may lead some depositoriekr portions of the mortgage market, such as jumbo
to hold mortgages underwritten with greater flexibil- loans, mobile home loans, some types of adjustable-
ity than those insured by private mortgage insurers orate loans, and loans to borrowers who have poor
sold into the secondary market—the type of mort-credit histories or other credit characteristics that
gages often sought by lower-income and minoritymake their loans nontraditional.
homebuyers. Moreover, because they may find it Nondepository portfolio lenders are not subject to
difficult to originate and fund traditional thirty-year the CRA or to other laws intended to encourage
fixed-rate mortgages profitably, depositories maylending to lower-income households and neighbor-
seek out market niches, collecting better informationhoods. However, like other participants in the mort-
about a particular group of mortgage borrowers, orgage market, they are subject to fair lending laws and
may develop products that meet special credito community pressures to be sensitive to the credit
needs” Under these circumstances, they may holdneeds of lower-income and minority borrowers and
relatively high proportions of nontraditional mort- neighborhoods. These institutions may also be sub-
gages, including those extended to lower-income angect to regulations and other influences that affect
minority borrowers. their propensity to hold particular types of mortgages

On the other hand, because extending mortgages portfolio. For example, life insurance companies
using more flexible underwriting standards mayare subject to risk-adjusted capital requirements that
involve more risk-taking, depository institutions may impose higher capital requirements on mortgages
be tempted to assume the risk of only the least riskyheld directly rather than in the form of a mortgage-
mortgages and to pass that of higher-risk mortgagebacked security.
to other institutions, either by selling the loans or
by obtaining insurance on them from a third pdgy.

They may find it difficult to sell such mortgages, THE MEASUREMENT OFPERFORMANCE

however, because purchasers and insurers guard LENDING TOLOWERINCOME

against accepting the risk of higher-risk mortgagesaND MINORITY HOMEBUYERS

by setting stricter underwriting standards than they

would if they had full information about the mort- Several government reports, and extensive debates

gages’ riskiness and by monitoring closely thesurrounding the recent rewriting of the CRA regula-
tions, point to continued public interest in the perfor-
mance of the major mortgage market participants in

16. In our analysis we combined the lending activities of commer-Serving the mortgage credit needs of lower-income
gia' kt_’r?nks bafﬁéj, f,aVi”%Sd a?rslf)ctiaﬂOT“s ngFTA”r‘OSEI ?_f :]he"” moggglg%ouseholds. During the past year, four congression-
a?g lsagvi?]lé]ssIalsastl)?:isafilonsatélailn?ﬂde ?he Ienc(j?i?]ls aalcotivsitiaelSOV(\)If t?1esséa"y mar_]dated government reports reviewed the role
institutions when CRA performance is evaluated. of Fannie Mae and Freddie Mac in mortgage markets
ingls7-aﬁgeciﬁem%hnisaggﬁkégg;rcf:f;u'lggﬁdfa;% .nggi%;gne and discussed their performance in serving the credit
Passmore, “Can Retail Depositories Fund I\’/Ior.tgag’es Profitably’?"needs of lower-income homebuyéfs Generally,
Journal of Housing Researchol. 3, no. 2 (1992), pp. 305-40.

18. For a discussion of this behavior, see Wayne Passmore and——

Roger Sparks, “Putting the Squeeze on a Market for Lemons: 19. These reports, cited in footnote 14, were required by the

Government-Sponsored Mortgage Securitizatiodgurnal of Real Federal Housing Enterprises Financial Safety and Soundness Act of
Estate Finance and Economjesl. 13 (July 1996), pp. 27-43. 1992.
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these discussions supported our earlier finding thasuch comparisons may not take into consideration
Fannie Mae and Freddie Mac finance a smaller porether public and private goals. Recognizing this limi-
tion of loans to lower-income homebuyers than dotation is particularly important when nonprofit gov-
the FHA, the VA, or depository institutions. How- ernment organizations, such as the FHA and the VA,
ever, two of the reports emphasized that it is premaare compared with profit-seeking institutions.
ture to judge these GSEs’' performance in encour- Moreover, comparing performance on the basis of
aging lending to lower-income households becauséhe bearing of credit risk, as we do, does not take into
their affordable housing goals set by HUD have beeraccount efforts to encourage lending to lower-income
in place only a short period. households and neighborhoods. Almost all institu-
The findings of another recent government reporttions in the mortgage market are making special
which compared the FHA's performance in financingefforts to extend home ownership to borrowers and
loans to lower-income and minority households withcommunities that have traditionally received rela-
that of other major institutions in the mortgage mar-tively small proportions of mortgage credit. For
ket, are also consistent with our previous research. lexample, depository institutions, mortgage bankers,
concluded that “FHA serves disproportionate frac- Fannie Mae and Freddie Mac, and the private mort-
tions of lower-income households, blacks and His-gage insurers have worked together to introduce a
panics, first-time homebuyers, borrowers making lowhost of new programs targeted at lower-income
down payments, and households living in under-households; prominent among these are Fannie Mae’s
served neighborhoods when compared with privat&Community Home Buyers program and Freddie
mortgages insurers, the government-sponsored enteiac’s Affordable Gold program, both of which allow
prises, and conventional lender®” more flexible underwriting standards for the loans
Left unanswered is the larger question of whetherthese institutions purchase. Recently, these institu-
the performance of one institution relative to anothertions and others have jointly established the Ameri-
is the appropriate measure of how well the twocan Homeowner Education and Counseling Institute
institutions are meeting these needs. One institutioo improve both the education of individuals who
or type of institution may be performing poorly com- counsel potential and current homebuyers and the
pared with another, but it may be performing well effectiveness of that counseliAg.
given the other standards and expectations of the As important as these programs are—and despite
Congress, regulators, and shareholders. While theoncerns about comparing performance and the lack
Congress has focused a variety of institutions towardf perfect measurement criteria—the fact remains
meeting the needs of lower-income homebuyers—théhat the acceptance of credit risk is at the heart of
FHA, depository institutions under CRA, and the mortgage lending. Without an institution willing to
GSEs with their affordable-housing goals—it has notbear the credit risk of mortgage lending to lower-
specified how performance is to be measured; criteritncome and minority households and neighborhoods,
for measuring performance have therefore been setuch mortgages cannot be made. Originators, funders,
by regulators. and purchasers of mortgages are numerous once an
Shareholders expect their firms to earn a competiinstitution agrees to bear the credit risk of lending.
tive rate of return on their equity. The extent to which The bearer of credit risk is therefore the crucial
profit-seeking institutions subject to regulations participant in the mortgage lending process.
encouraging lending to lower-income households
should be expected to forgo profits in pursuit of such
lending is unclear. To date, the Congress has allowe@HE COMPOSITION OFMORTGAGEACTIVITY
that these institutions are not expected to significantlyN 1995
diminish their profitability or to endanger their safety
and soundnegs. Hence, one limitation of directly To identify which institutions bore the credit risk for
comparing performance across institutions is thamortgage lending to lower-income and minority bor-
rowers and neighborhoods in 1995, we first looked at
mortgages extended by size, by borrower and neigh-

20. See HUD, "An Analysis of FHA's Single-Family Insurance phorhood characteristics, and by mortgage holder.
Program,” p. ES-1.

21. There is little evidence that profits have been significantly
diminished by such lending. See Glenn B. Canner and Wayne Pass——
more, “The Relative Profitability of Commercial Banks Active in 22. Press release, “American Homeowner Education and Counsel-
Lower-Income Neighborhoods and to Lower-Income Borrowers,” in ing Institute to be Established; Will Lead Industry-wide Effort to
Proceedings of the 32nd Annual Conference on Bank Structure andmprove Homeowner Education and Counseling Efforts Nationwide,”
Competition(Federal Reserve Bank of Chicago, 1996), pp. 531-55. Fannie Mae, May 29, 1996.
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Mortgage Borrowers and Loan Size The GSEO-eligible category covered mortgages
that exceeded the FHA's single-family mortgage size
We began by assigning each mortgage for the purlimits but not the limits on mortgages that Fannie
chase of an owner-occupied home extended durindylae and Freddie Mac may purchase ($203,150 in
the first ten months of 1995 to one of three loan-sizel995, with higher limits for Alaska and Hawaii).
categories: (1) FHA-eligible, (2) GSE-eligible only About 23 percent of all mortgages extended in 1995
(GSEO-eligible), and (3) jumbo. The first category for the purchase of owner-occupied homes were
was based on size restrictions on FHA loans for theGSEO-eligible. Fewer than 2 percent of loans to
purchase of single-family homes. In 1995, the legis-lower-income borrowers, and just over 13 percent of
lated limit in most areas of the country was $77,197;loans to black or Hispanic borrowers, were in this
it ranged up to $152,362 for areas with high housingcategory.
prices and even higher for Alaska and Hawaii. About The jumbo category was for mortgages exceeding
71 percent of all mortgages extended in 1995 for the$203,150. About 7 percent of all mortgages extended
purchase of owner-occupied homes were FHA-in 1995 for the purchase of owner-occupied homes
eligible (table 1, memo item). Even higher propor- were in this category. Almost none of the loans to
tions of loans to lower-income borrowers (98 per-lower-income borrowers, and fewer than 3 percent of
cent) and black or Hispanic borrowers (84 percent)oans to black or Hispanic borrowers, were jumbo
were FHA-eligible. mortgages.

1. Mortgage loans extended in 1995, grouped by size and distributed by the characteristics of the borrowers and of the census
tracts in which the properties are located

FHA-eligible GSEO-eligible Jumbo All
L. MEMO: MEMO: MEMoO: MEMO:
Characteristic As a per- As a per- As a per- As a per-
Number | Percent| centage| Number | Percent centage| Number| Percent centage| Number| Percent| centage
of charac of charac of charac of charac-
teristic teristic teristic teristic
BORROWER
Incomé
LOWer........c.ovvvnns . 563,846 38.0 98.1 10,257 2.2 1.8 605 4 A 574,708 274 100
Middle ................ 535,320 36.1 84.9 91,192 19.2 145 3,769 1.7 .6 630,281 30.0 100
upper................. . 384,059 25.9 43.0 373,866 78.7 41.8 136,073 96.9 15.2 893,998 42.6 100
Total................ 1,483,225 100 70.7 475,315 100 22.6 140,447 100 6.7 2,098,987 100 100
Racial or ethnic identity
Asian, Pacific Islander,
orwhite .......... 1,154,635 77.8 68.9 400,559 84.3 23.9 121,160 86.3 7.2 1,676,354 79.9 100
Black or Hispanic...... . 247,411 16.7 84.3 38,602 8.1 13.2 7,313 5.2 25 293,326 14.0 100
Otherz ................ 81,179 5.5 62.8 36,154 7.6 28.0 11,974 8.5 9.3 129,307 6.2 100
Total ................ 1,483,225 100 70.7 475,315 100 22.6 140,447 100 6.7 2,098,987 100 100
CENsUS TRACT
Income®
LOWer.....c.ovvvvvnnns . 229,214 15.5 91.3 18,248 3.8 7.3 3,652 2.6 15 251,114 12.0 100
Middle ................ 856,660 57.8 79.7 187,410 39.4 17.4 31,031 22.1 29 1,075,101 51.2 100
upper................. . 397,351 26.8 51.4 269,657 56.7 34.9 105,764 75.3 13.7 772,772 36.8 100
Total ................ 1,483,225 100 70.7 475,315 100 22.6 140,447 100 6.7 2,098,987 100 100
Minorities (as a
percentage of population)
Lessthan1Q.......... 743,583 50.1 68.0 278,431 58.6 255 71,804 51.1 6.6 1,093,818 52.1 100
...} 592,271 39.9 71.4 174,504 36.7 21.0 63,283 451 7.6 830,058 39.5 100
... 147,371 9.9 84.2 22,380 4.7 12.8 5,360 3.8 3.1 175,111 8.3 100
.11,483,225 100 70.7 475,315 100 22.6 140,447 100 6.7 2,098,987 100 100
Total .................. 1,483,225 . .. 70.7 475,315 s 22.6 140,447 6.7 2,098987 ... 100

Nortk. Includes only owner-occupied home purchase mortgages originated in 1. Lower. Less than 80 percent of the median family income of the MSA in
1995 for which action on the application was taken before November 1, 1995which the property related to the loan is locatktiddle: 80 percent to 120 per-
and for which the property securing the mortgage was located in a metropolitarcent.Upper. 120 percent or more.
statistical area (MSA). 2. Includes American Indian or Alaskan native, other minorities, and joint

FHA-eligible Loans that fell within the FHA mortgage size limits for (white and minority co-borrowers) as well as borrowers for whom racial or
single-family homes in 1995. Some FHA mortgages are larger than the mort-ethnic identity was not reported.
gage limits used for the FHA-eligible category because the FHA establishes 3. Lower Median family income for census tract less than 80 percent of the
higher mortgage limits for two-, three-, and four-family properti&SEO- median family income of the MSA in which the census tract is locatiddle:
eligible: Loans that exceeded the FHA single-family mortgage limits but not the 80 percent to 120 percentpper. 120 percent or more.
maximum single-family loan size that could be purchased by Fannie Mae or . .. Not applicable.

Freddie Mac in 1995Jumbo Loans that exceeded the Fannie Mae and Freddie Source. 1995 HMDA data.
Mac limits.
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Unadjusted Distribution of Mortgage Lending account for private mortgage insurance coverage,
indicates that commercial banks and savings asso-
The allocation of credit risk across mortgage holdersgiations held or purchased about 37 percent of the
insurers, and purchasers depends on underlyinghortgages originated (total column in table 22).
assumptions about risk-mitigation activities, business
relationships, loan-to-value ratio distributions, de-
fault rates, and IO.SS severity re}tes. Becau_se VIEWS 23 This number is the sum of the three rows labeled “Depository
about the appropriate assumptions may differ, wenstitutions subject to CRA" in table 2. Other numbers given in this
provide information about the number and dollarParagraph similarlyaresums_across categories. 'I_'he mortgages insured
t of tagagedefore adiusting the data to by the FHA are not included in any other categories because the FHA
amount of mortgag - J g is assumed to bear all of the credit risk for the loans they insure. For
create our measure of credit risk. this portion of the discussion, mortgages backed by the VA and by
Measuring the overall distribution of mortgage private mortgage insurers are assigned to the originator or purchaser
lendi in 1995 in t f th b fh that shares the credit risk with these institutions; later, we allocate
ending In In terms o € num QI’ OT NOME ihe risk of these mortgages among the originators, purchasers, and
purchase loans extended, before adjustments tasurers.

2. Mortgages extended in 1995, grouped by size and distributed by mortgage system and type of holder

Percent
FHA-eligible GSEO-eligible Jumbo Total
Mortgage system and
type of holder By dollar By dollar By dollar By dollar
By number AT By number e By number T By number A
GOVERNMENT MORTGAGE SYSTEM:
LOANS WITH
GOVERNMENT INSURANCE
FHA . . 24.3 26.0 34 3.0 2 2 18.0 13.7
VAL - 6.8 7.6 8.9 8.6 * * 6.8 6.4
Depository institutions subject to
CRAZ ... .., . 3.9 4.2 4.7 4.4 * * 3.8 34
Independent mortgage compasies. 2.8 3.3 4.1 4.1 * * 2.9 2.9
Creditunions...................... . 1 1 1 1 * * 1 A
CONVENTIONAL MORTGAGE SYSTEM:
LOANS WITH PRIVATE
MORTGAGE INSURANCE 4
Depository institutions subject to
CRAZ .. ... . i 5.8 6.3 8.0 7.7 9.7 8.1 6.6 7.1
Fannie Mae and Freddie Mac......... . 9.2 10.3 13.1 12.8 .6 4 9.5 9.1
Independent mortgage compariles . .. 5 .6 .8 7 .6 5 .6 .6
Others ........c.coiiiiiiiiiiiiiinnns . 21 24 3.3 3.2 815} 2.8 24 2.7
Creditunions.......................| . 2 2 2 2 .1 * 2 2
Total......cooviiii . 17.8 19.8 25.4 24.6 14.5 11.8 19.3 19.7
CONVENTIONAL MORTGAGE SYSTEM:
LOANS WITHOUT PRIVATE
MORTGAGE INSURANCE 4
Government-sponsored enterprises
(Fannie Mae or Freddie Mac).. .. 16.4 18.0 27.3 28.2 2.3 2.0 17.9 18.1
Portfolio lenders
Depository institutions subject to
A2 . 23.6 19.5 24.4 24.7 59.2 62.5 26.2 29.5
Independent mortgage comparfies. 2.3 2.0 2.2 2.2 6.2 6.0 2.6 2.9
Others ..., . 7.9 6.5 7.7 7.9 17.1 16.7 8.4 8.9
Creditunions...................... . 1.0 8 .8 8 .6 .6 .9 7
Total ...oooiii . 100 100 100 100 100 100 100 100
MEMO:
Number of loans (and percentage
distribution)..................... . 1,483,225 C 475,315 s 140,447 C 2,098,987
(70.7) (22.6) 6.7) (100.0)
Amount of loans, in millions of dollars
(and percentage distribution).. . .. ... 110,370 . 70,423 . 44,035 . 224,827
(49.1) (31.3) (19.6) (100.0)
Norte. Distributions are based on unadjusted dollars (see text). Also see 4. Data reported by holder of mortgage.
general note to table 1. 5. Includes mortgages sold to life insurance companies, pension funds, and

1. Data reported by originator of mortgage. other private-sector purchasers.
2. Includes mortgages originated and held in portfolio by commercial banks * Less than 0.05 percent.

and savings associations and their mortgage company affiliates and mortgages. .. Not applicable.

sold to commercial banks or savings associations. Source. 1995 HMDA and PMI data.
3. Includes mortgages originated and held in portfolio by independent mort-

gage companies and mortgages sold to affiliates by independent mortgage

companies.
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Fannie Mae and Freddie Mac purchased about 27 penumber of loans, the relative proportions held by

cent, and the FHA backed 18 percent. The remainingnstitutions change in a way that reflects their special-

18 percent were held by privately sponsored nondeization by loan size. The proportion of mortgages

pository institutions, such as independent mortgageriginated and held by or purchased by commercial

companies or their affiliates, or by credit unions. banks and savings associations rises to 40 percent,
For the smallest loan-size category, market shareeeflecting the relatively large presence of these insti-

differed somewhat. The FHA backed about 24 per-utions in the jumbo mortgage market. Similarly, the

cent of FHA-eligible mortgages measured by numbefHA's proportion falls to 14 percent, reflecting the

of loans. Commercial banks and savings associationgmits on the size of mortgages it may insure.

held or purchased 33 percent (again summing across

loans backed and not backed by private mortgage

insurance or the VA), somewhat lower than thatEstimation of PMI Coverage

group’s share of mortgages of all sizes, while the

share purchased by Fannie Mae and Freddie Mac was complete picture of how credit risk is distributed

only slightly lower.

requires knowledge of which conventional mortgages

When the overall distribution of mortgage lending were backed by private mortgage insurance. Cover-
is measured in terms of dollar amount rather tharage by FHA or VA insurance is reported in the

Matching HMDA and PMI Records

To determine which mortgages were covered by private
mortgage insurance, we compared individual home maort-
gage records for 1995 submitted under HMDA with
individual records for that year submitted by private
mortgage insurers. Mortgages were identified as privately
insured if records in the two files “matched” on th
following characteristics: purpose of loan, location of the
property securing the loan (same state, metropolitan
tistical area, county, and census tract), borrower rac
ethnic status, loan size, and borrower income. To
considered matches, the records had to list the same
purpose and property location; race or ethnic status
to be the same unless that information was missing from
the PMI record, in which case the records were consid-
ered to match if all other criteria were satisfied.
To check for matches on loan size and borrower
income, we did two iterations. In the first, we considered
the records to match if loan size or borrower income, |or
both, differed by no more than $5,000. Of these matches,
more than 75 percent did not differ on loan size and maore
than 50 percent did not differ on borrower income. In the
second iteration, which considered only PMI and HMD,
records that had not been matched in the first iteratipn,
loan size had to be within $1,000 but income could differ
by as much as $10,000This second iteration resulted i
an additional 19,400 matches, bringing to 404,073 the
total number of conventional mortgages we identified
privately insured (25.6 percent of the 1,579,681 conven-
tional mortgages for home purchase in our database).

1. In an earlier analysis we considered records to match only if they
were nearly identical on all characteristics. Here we allowed loan size @nd

er's HMDA and PMI records to differ on these criteria.

borrower income to differ somewhat more because it seemed that changes
in borrower circumstances and measurement error might cause a borfow-

HMDA data, but information on coverage of conven-
tional mortgages by private mortgage insurance is not
readily available. Therefore, we estimated PMI cov-
erage by matching the individual mortgage records
reported under HMDA with individual records on
loans insured by private mortgage insurers (see box
“Matching HMDA and PMI Records”).The match-
ing techniques used here differ from those used in our
study of mortgage lending in 1994, and comparisons
across years are not appropriaté

From our matching process, we estimated that
roughly 20 percent of the conventional mortgages
that were originated and retained by or purchased by
depository institutions or their subsidiaries (measured
by number of loans) were backed by private mort-
gage insurance (derived from table 2). That most of
these conventional mortgages were not backed by
private mortgage insurance implies that depository
institutions bear the entire credit risk for most of the
conventional mortgages they hold.

24. In our previous study we used statistical matching with replace-
ment to match PMI and HMDA records (when a PMI record matched
a HMDA record, the PMI record was retained for possible additional
matches); here we use statistical matching without replacement (the
PMI record was dropped once it matched a HMDA record). Earlier we
allocated all of the credit risk of a PMI-insured mortgage to the insurer
and therefore did not need to know which institution originated or
purchased the mortgage; here we allocate the credit risk for a given
mortgage among institutions and therefore had to know the identity of
the originator or purchaser—information that is available only from
the HMDA record that actually matches the PMI record.

In the matching process for the current study we made several
additions to the process used earlier (see box). We added matches on
dates of loan approval and PMI approval to better identify matches,
randomized the order of HMDA records before matching to remove
any potential for bias resulting from the ordering of HMDA data in the
Federal Financial Institution Examination Council databases, and
changed the matching criteria to allow greater differences in loan size
and income. The net result of these changes was more matches, which
increased the calculated market share for private mortgage insurers.
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By the same process, we estimated that 35 percemif borrowers portfolio sharg and the share of the
of the mortgages purchased by Fannie Mae andbtal dollars extended by an institution to a particular
Freddie Mac were backed by private mortgage insurgroup relative to the total dollars extended by all
ance. In contrast to our estimates, industry sourcekenders to that groupnfarket sharg The portfolio
indicated that nearly half of the home purchase mortand market shares are calculated using both
gages bought in 1995 by Fannie Mae and Freddieinadjusted dollars and risk dollars. Dollar amounts
Mac were insured by private mortgage insuranceunadjusted for credit risk are reported to provide a
The difference between that figure and our estimatgoint of reference; however, risk dollars are a better
may be a consequence of the large number of PMimeasure of risk-bearing and are at the heart of our
records (31 percent) and HMDA records (23 percentanalysis.
for which detailed geographic information was not
reported. (As noted in the box describing the match-
ing process, our procedure required that “matching” Portfolio Shares
records match on the location of the property being
financed.) The lack of geographic information on Of the major participants in the home mortgage mar-
PMI records is unlikely to be related to the type of ket, the FHA had the highest proportion of its risk
mortgage holder or purchaser, however, and therefordollars extended to lower-income and black or His-
the extent of PMI coverage is probably understatecpanic borrowers and in lower-income and predomi-
for other institutions as well. As described in appen-nantly minority neighborhoods (table 3). This finding
dix B, we accounted for these differences in ouris not surprising because the FHA is government-
estimates of risk-bearing. backed and government-subsidized and thus is able

to use more-flexible underwriting standards than

many of the other major participants in the mortgage
THE HOLDERS OFCREDIT RISK market. The other government agency that directly
ON MORTGAGESEXTENDED IN1995 backs mortgages, the VA, also had a relatively large

proportion of its risk dollars in lending to lower-
To estimate credit risk, we converted data on thencome and black or Hispanic borrowers. However,
dollar amount of mortgages extended or insuredhe VA was not among the higher-ranking institutions
(unadjusted dollars”) tarisk dollars—the long-term  for lending in lower-income and predominantly
dollar losses that could be expected on the basisinority neighborhoods.
of historical experience. This conversion process Among the profit-oriented institutions in the con-
involved using loan-to-value ratio (LTV) distribu- ventional mortgage system, portfolio lenders had
tions for each type of institution; estimating the extentrelatively large proportions of their risk dollars in
of PMI use across institutions; applying historical lending to lower-income borrowers and in lower-
default and loss severity rates by loan-to-value ratiancome neighborhoods. This finding may partly
for each type of institution; and reallocating thesereflect the ability of these institutions to profitably
risk dollars across institutions to account for risk- underwrite and hold the credit risk of nonconforming
sharing arrangements between insurers and othenortgages. It may also partly be a function of the
institutions. (Details of the conversion process arerapid expansion of the secondary market for noncon-
given in appendix B.) Because of the public-interestforming mortgages, which has provided opportunities
focus on lower-income and minority borrowers andfor purchasers such as pension funds and life insur-
on lower-income and predominantly minority neigh- ance companies to become involved in nontraditional
borhoods,we present results only for FHA-eligible mortgage lending, such as purchasing loans to bor-
mortgages> rowers with weak credit histories or unusually high

We measured the amount of credit risk borne bydebt-payment-to-income ratios.
each type of institution in two ways: the share of the The portfolio shares of depository institutions sub-
institution’s portfolio extended to a particular group ject to CRA requirements did not differ substantially

from those of other portfolio lenders, possibly

25. Many households that purchase homes with mortgages largghecause both types of institutions are actively in-
than the FHA-eligible category limit are not lower income or are

lower income but have substantial wealth. Affordable housing initia- VOIV?d in _nonconfor_mmg mortgage ma_rkets. The
tives are not intended for these households, although some of therfelatively high portfolio shares of conventional mort-

may benefit from these efforts. See Glenn B. Canner and Wayngyages held by nondepository institutions may reflect
Passmore, “Implementing CRA: What is the Target?'Hroceedings

of the 31st Annual Conference on Bank Structure and Compe'[itior'”‘]at _group s traditional orientation toward noncon_'
(Federal Reserve Bank of Chicago, 1995), pp. 171-91. forming mortgages, such as mortgages for mobile
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homes, as well as the extensive use of FHA programand black or Hispanic borrowers and for properties in
by some nondepositories. Both pursuits may providdower-income and minority neighborhoods (table 4).
opportunities for greater involvement with lower- About two-thirds of the risk dollars extended to these
income and minority borrowers. Similarly, CRA- borrowers and neighborhoods were extended by the
related programs often generate nonconforming mortFHA. This finding reflects the large (unadjusted)
gages, perhaps accounting for the high portfoliodollar amount of mortgages extended to lower-
shares of depository institutions. income and black or Hispanic borrowers, and in
The shares of the other major participants in thelower-income neighborhoods and minority neighbor-
conventional mortgage market were generally similathoods, that were insured by the FHA. In addition, the
to or somewhat smaller than those held by portfolioFHA insured a relatively large proportion of mort-
lenders. There were no striking differences amongyages having very high loan-to-value ratios—
these institutions; the portfolio shares of Fannie Maemortgages that tend to have relatively high default
and Freddie Mac and those of private mortgage insurand loss severity rates. Moreover, the mortgage
ers were similar across all borrower and neighbor-default and loss severity rates for the FHA's single-

hood categories. family mortgage portfolio are higher than those expe-
rienced by other mortgage lenders or insurers
(table B.1).

Market Shares None of the other institutions had a large market

share relative to the FHA's share. The VA, the second

An institution’s underwriting standards and businesdargest holder of risk dollars, held only about one-
strategy, along with its charter restrictions and regulasixth as many risk dollars as the FHA. As with the
tory environment, influence the institution’s presenceFHA, the VA's portfolio included a high proportion
in a particular market. An institution that aggres- of loans with high loan-to-value ratios, and these
sively encourages mortgage applications from lower{oans had higher default rates than conventional mort-
income and minority households may have a largegages with similar LTVs, resulting in a relatively
market share but a smaller portfolio share than ondarge market share.
that makes only a few such mortgages. The institutions in the conventional mortgage sys-

The FHA dominated all other lenders in the aggre-tem all had market shares of 10 percent or less within
gate amount of risk dollars extended to lower-incomeany given borrower or neighborhood group. None of

3. Share of institutions’ portfolios of FHA-eligible mortgages extended in 1995 to lower-income or black or Hispanic borrowers
or in lower-income or predominantly minority census tracts, by mortgage system and type of holder
Percent

Borrower characteristic Census tract characteristic

Mortgage system and . ) ) . . L
type of holder Lower income Black or Hispanic Lower income Predominantly minority

Unadjusted Adjusted Unadjuste}:i Adjusted Unadjusted Adjusted Unadj».}sted Adjusted

GOVERNMENT MORTGAGE SYSTEM

[H/A co000000a0080000000000000000000 o 37 38 27 24 16 15 13 13
Y/ ao000a0000000000000a00a0000000000 0 33 34 20 18 13 11 8 8

CONVENTIONAL MORTGAGE SYSTEM
Private mortgage insurérs........... 25 26 15 13 12 10 9 9

Government-sponsored enterprises
(Fannie Mae or Freddie Mac).. .. 24 26 9 14 9 10 8 9

Portfolio lenders

........................ . 32 33 11 15 13 14 8 8

Independent mortgage compariies. 28 32 17 19 14 13 13 10

Other* .........coviiiiiiiiinnnn. . 31 31 12 16 13 13 9 9

Creditunions. ..................... . 22 24 7 9 10 11 5 5
Allholders ..........c.cooviiiiiin. . 30 35 16 20 13 14 10 11
Note. Unadjusted shares are based on dollar amounts of mortgages extended; 3. Includes mortgages originated and held in portfolio by independent mort-

adjusted shares are basedrizk dollars gage companies and mortgages sold to affiliates by independent mortgage

1. Mortgages backed by private mortgage insurers. companies.

2. Includes mortgages originated and held in portfolio by commercial banks 4. Includes mortgages sold to life insurance companies, pension funds, and
and savings associations and their mortgage company affiliates and mortgagesher private-sector purchasers.
sold to commercial banks and savings associations. Source. Derived from 1995 HMDA and PMI data.
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4. Share of market for FHA-eligible mortgages extended in 1995 to lower-income or black or Hispanic borrowers or in
lower-income or predominantly minority census tracts, by mortgage system and type of holder
Percent

Borrower characteristic Census tract characteristic
Total

Mortgage system and

type of holder Lower income Black or Hispanic Lower income Predominantly mingrity

Unadjuste+ Adjusted Unadjust‘ed Adjusted Unadjulsted Adjusted Unadbusted Ad1usted Un%djusted Adjusted

GOVERNMENT MORTGAGE SYSTEM
FHA . 32 63 42 67 33 63 35 67 26 57
VA . 8 12 9 11 7 01 7 9 8 12

CONVENTIONAL MORTGAGE SYSTEM
Private mortgage insurérs. ......... 17 7 18 6 18 7 18 8 20 10

Government-sponsored enterprises
(Fannie Mae or Freddie Mac). . . 14 4 10 4 13 4 14 5 18 6

Portfolio lenders

....................... . 20 9 13 7 20 10 17 7 19 10
Independent mortgage comparfies 2 2 2 2 2 2 3 2 2 2
Othert ........oooiiiiiiiiiin.. . 7 2 5 2 6 3 6 2 6 3
Creditunions.................... . 1 * * * 1 * * * 1 *
Allholders .................coooul . 100 100 100 100 100 100 100 100 100 100
Note. Unadjusted shares are based on dollar amounts of mortgages extended; 3. Includes mortgages originated and held in portfolio by independent mort-
adjusted shares are basedrisk dollars. gage companies and mortgages sold to affiliates by independent mortgage
1. Mortgages backed by private mortgage insurers. companies.

2. Includes mortgages originated and held in portfolio by commercial banks 4. Includes mortgages sold to life insurance companies, pension funds, and
and savings associations and their mortgage company affiliates and mortgagesher private-sector purchasers.
sold to commercial banks and savings associations. *Less than 0.5 percent.
Source. Derived from 1995 HMDA and PMI data.

these institutions seems to play a dominant role inCONCLUSION
the bearing of credit risk within this system. To
some extent, profit-seeking drives institutions withinWe have revisited the question of who bears the
this system to diversify risk across institutions: Insti- credit risk of home purchase lending to lower-income
tutions specialize in a part of the mortgage process&nd black or Hispanic borrowers and in lower-income
or within certain market niches, and they often seekand minority neighborhoods. In an earlier analysis
to share the risks they incur outside their specializawe measured credit risk rather crudely and found that
tion or niche. Regulatory or legislative constraints,the FHA was a major bearer of credit risk for mort-
such as the charter requirements restricting the beagage lending to these groups. Here we refine our
ing of credit risk of high-LTV mortgages by Fannie measure of credit risk, making significant improve-
Mae and Freddie Mac and risk-adjusted capitalments in the way risk is allocated across institutions.
requirements for depository institutions, also play aTo a much greater extent than before, we find that the
role. FHA is the primary bearer of credit risk for home
Our calculations of market shares are subject tgurchase loans to lower-income and black or His-
some uncertainty. We tried many different permuta-panic borrowers and in lower-income and minority
tions of the underlying determinants of mortgageneighborhoods
credit risk (loan-to-value distributions, default rates, The FHA dominates all other institutions in market
loss severity rates, and risk-sharing arrangementsjhare, holding about two-thirds of the total credit risk
and found our results to be robust to reasonablédorne by all institutions for FHA-eligible mortgages
changes in these determinants. For example, we caéxtended in 1995 to lower-income and black or His-
culated market and portfolio shares using alternativepanic borrowers and in lower-income and minority
LTV distributions for portfolio lenders (appendix B). neighborhoods. The other major nonprofit govern-
The primary effect was to alter the market share ofment mortgage insurer, the VA, accounted for roughly
depository institutions subject to CRA, reducing orone-tenth of the market. The FHA also had the
raising the group’s market share 2 to 3 percentaggreatest proportion of its credit risk portfolio in mort-
points. The gain or loss in market share was almosgages to lower-income and minority borrowers and
all accounted for by an offsetting change in theneighborhoods.
FHA's market share. The market shares of other In contrast, the conventional mortgage system bore
institutions were mostly unaffected by this change. only about one-fourth of the credit risk associated
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with FHA-eligible mortgages extended in 1995 to available from the Federal Reserve Board through its
lower-income and black or Hispanic borrowers andHMDA Assistance Line (202-452-2016).
in lower-income and minority neighborhoods. All of  This appendix summarizes the PMI data for calen-
the institutions in this system had small market shareslar year 19987 Beginning with the release of the
relative to the FHA's, and no single institution or set 1996 PMI data, summary tables of the types pre-
of institutions seems to have dominated the otherssented in this appendix will appear each year in the
However, some of the participants in the conven-Financial and Business Statistics section of the Sep-
tional mortgage system, particularly portfolio lenderstember issue of thé-ederal Reserve BulletinThe
such as commercial banks, savings associations, arfeptembeBulletin currently contains, in the same
mortgage banks, had larger proportions of their credisection, summary tables for the HMDA data for the
risk portfolios in mortgages to lower-income borrow- preceding calendar year.
ers and neighborhoods than did the other institutions
in this system.

Summary of the 1995 Data

APPENDIXA: For 1995, the eight PMI companies that are actively
PRIVATE MORTGAGEINSURANCE IN1995 writing home mortgage insurance submitted data to
the FFIEC through MICA. In total, these companies
In 1993, the Mortgage Insurance Companies ofacted on 1,236,237 applications for insurance:
America (MICA) asked the Federal Financial Institu- 1,108,512 to insure home purchase mortgages on
tions Examination Council (FFIEC) to process datasingle-family properties and 127,725 to insure mort-
from private mortgage insurance companies on appligages for refinancing existing mortgages (table A.1).
cations for mortgage insurance and to produce public The total number of policies written in 1995 (that
disclosure reports based on the k&tahe MICA s, the total number of loans privately insured) was
request was a response to public and congressiondbwn about 15 percent from 1994, primarily because
interest in the activities of PMI companies as theyof a sharp decline in requests for PMI coverage for
relate to issues of fair lending, affordable housing,refinancings. The decline in applications to insure
and community development. refinancings reflects a general decline in refinancings:
PMI companies record data on each application folrrom 1994 to 1995 the number of applications for
private mortgage insurance they act on during a givertonventional home refinancings reported in the
period. The data include the action taken on theHMDA data fell 35 percent whereas the number of
application (approved, denied, withdrawn, or file applications for conventional home purchase loans
closed because information was incomplete); the purdeclined only about 2 percent (data not shown in
pose of the mortgage for which insurance was soughtables).
(home purchase or refinance); the race or ethnic The two largest PMI companies, Mortgage Guar-
group, sex, and annual income of the applicant(s); thanty Insurance Corporation and GE Capital Mortgage
amount of the mortgage; and the geographic locatiodnsurance Corporation, in 1995 accounted for about
of the property securing the mortgage. half of all applications for private mortgage insurance
The FFIEC summarizes the information in disclo- and half of all policies written, a drop from 1994,
sure statements similar to those created for financialvhen the two companies accounted for 55 percent of
institutions covered by the Home Mortgage Disclo-all policies written (table A.2, 1994 data not shown).
sure Act (HMDA). Disclosure statements for eachThe decline in share is due entirely to a decline
PMI company are publicly available at the compa-in activity by GE Capital. Two smaller companies,
ny’'s corporate headquarters and at a central deposAmerin Guaranty and Commonwealth Mortgage
tory in each metropolitan statistical area (MSA) in Assurance, saw fairly sizable increases in their shares
which HMDA data are held. The central depository of the overall market.
also holds aggregate data for all the PMI companies The large share of PMI activity accounted for by
active in that MSA. In addition, the PMI data are Mortgage Guaranty and GE Capital extended across

26. Founded in 1973, MICA is the trade association for the PMI  27. For analyses of the 1993 and 1994 data, see, respectively,
industry. The costs to the FFIEC for processing the data, preparingCanner, Passmore, and Mittal, “Private Mortgage Insurance,” and
disclosure statements and other reports, and disseminating the data aanner and Passmore, “Credit Risk and the Provision of Mortgages to
covered by the PMI companies through MICA. Lower-Income and Minority Homebuyers.”
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A.1. PMI applications received and policies written, grouped by purpose of loan and distributed by insurance company, 1995

Percent
Home purchase Home refinance Total
Company - . -

Applications ';ﬁ!'tfé%s Applications SVC;?;(;S Applications 3,?,:'&?15
Amerin Guaranty. ...................... . 3.8 4.8 4.5 6.1 819 4.9
Commonwealth Mortgage Assurance. . . 10.1 9.6 12.2 11.2 10.3 9.8
GE Capital Mortgage Insurance. . ...... 23.2 23.0 19.4 19.0 22.8 22.6
Mortgage Guaranty Insurance.......... 26.8 27.3 27.2 27.9 26.8 27.3
PMI Mortgage Insurance. .............. 12.7 12.1 13.7 13.0 12.8 12.2
Republic Mortgage Insurance.......... 9.6 9.6 9.5 9.3 9.6 9.6
Triad Guaranty Insurance.............. 15 15 1.4 1.4 15 15
United Guaranty. . ..............c..o..u. . 12.2 12.1 12.0 12.0 12.2 12.1
Total ..o 100.0 100.0 100.0 100.0 100.0 100.0
MEMO
Number of applications or policies.... .. .. 1,108,512 884,745 127,725 94,244 1,236,237 978,989

Source. Federal Financial Institutions Examination Council.

all regions of the country, although GE Capital's Most loans backed by private mortgage insurance
market share was relatively smaller in the West andn 1995 were for amounts of less than $150,000

Mortgage Guaranty’s share was relatively large in the(table A.3). More than 90 percent of all mortgages

Midwest (table A.2, upper panel). Smaller firms gen-backed by private mortgage insurance were at or
erally had a more regional orientation, with Amerin below the loan size limits established for Fannie Mae

Guaranty more active in the West and Triad Guarantyand Freddie Mac (memo, size conformance items).

Insurance Corporation and Republic Mortgage Insur-The average size of the home purchase mortgages
ance more active in the South (table A.2, lowerbacked by private mortgage insurance was $112,546
panel). and that of the refinancings was $128,027.

A.2. PMI policies written for home purchase and refinance loans, distributed by insurance company and by region of the
country, 1995

Percent
Company West Midwest South Northeast Al
Distribution by company
Amerin Guaranty. . ...........ooeiiiiiiiiia . 8.5 3.8 4.0 4.6 5.1
Commonwealth Mortgage Assurance.......... 12.0 5.0 11.7 12.3 10.0
GE Capital Mortgage Insurance. ............... . 16.8 27.1 21.6 26.5 22.8
Mortgage Guaranty Insurance.................. K 26.6 335 22.9 25.1 27.1
PMI Mortgage Insurance. .....................4 . 15.7 8.8 12.0 14.1 12.3
Republic Mortgage Insurance.................. . 8.6 8.5 13.0 4.3 9.3
Triad Guaranty Insurance...................... . 3 1.6 2.4 .8 1.5
United Guaranty. .. .........vvvvinieninanannn. . 11.5 11.7 12.4 12.3 12.0
All COMpanies ..........ooeviiiiiiiiiiaianns L. 100 100 100 100 100
MEMO
Largest two companiés . ..............c.c..ou.. . 43.4 60.6 445 51.6 49.9
Largest four companiés.......................| . 70.6 81.1 68.9 78.0 74.2
Distribution by region
Amerin Guaranty. . ........oueieiiiiiian., . 38.2 21.4 26.1 14.3 100
Commonwealth Mortgage Assurance.......... 27.7 14.2 38.8 19.4 100
GE Capital Mortgage Insurance................ . 16.9 33.6 31.3 18.2 100
Mortgage Guaranty Insurance.................. . 225 35.0 28.0 14.5 100
PMI Mortgage Insurance. ...................... . 29.3 20.2 325 18.0 100
Republic Mortgage Insurance.................. . 21.2 25.6 46.0 7.1 100
Triad Guaranty Insurance. ..................... . 4.5 31.8 55.0 8.8 100
United Guaranty. . ...........ouvieieeninennnn.. . 22.0 27.6 34.3 16.2 100
Allcompanies ... - 229 28.3 33.1 15.7 100
Note. Regions are defined by the Bureau of the Census and contain only 2. Mortgage Guaranty Insurance and GE Capital Mortgage Insurance.
whole states; see U.S. Department of CommeRBtafistical Abstract of the 3. Mortgage Guaranty Insurance, GE Capital Mortgage Insurance, PMI Mort-
United States: 199%Government Printing Office, 1995), map on inside front gage Insurance, and United Guaranty.
cover. Source. Federal Financial Institutions Examination Council.

1. Row totals differ from those shown in table A.1 because information on
region was not available for all PMI policies.
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A.3. PMl-insured loans, grouped by purpose of loan and distributed by size of loan, 1995

Home purchase Home refinance
Size of loan . f . .
(dollars) Privately insured Meno: AllL Privately insured Meno: AllL
Number Percent (percent) Number Percent (percent)

Less than 50,000................ 84,372 9.5 25.9 4,122 4.4 30.9
50,000-74,999.. ...t . 161,517 18.3 17.3 14,502 15.4 19.7
75,000-99,999.................. s 174,314 19.7 14.9 16,890 17.9 14.1
100,000-149,999............... 277,400 314 225 31,168 33.1 175
150,000-199,999............... 119,686 13.5 10.2 16,466 17.5 8.4
200,000 0rmore................ L 67,456 7.6 9.2 11,096 11.8 9.3
Total ... . 884,745 100.0 100.0 94,244 100.0 100.0
MEMO
Size conformanée
Conforming.............c.oovvnn. . 830,398 93.9 92.6 85,218 90.4 92.4
Nonconforming ................. L 54,347 6.1 7.4 9,026 9.6 7.6
Size statistic (dollars)
Mean.....................o.... . 112,546 102,591 128,027 98,600
Median ..........oooiviiniii.. . 103,000 85,000 117,000 73,000

1. Based on all conventional home mortgages reported in 1995 HMDA data. 3. For loans for which loan size was reported.
2. Loans of up to and including $203,000 conform with size limits imposed  Source. Federal Financial Institutions Examination Council.
on Fannie Mae and Freddie Mac.

Compared with all conventional home mortgagesthe 1995 HMDA data, most of the applicants for
in 1995 (table A.3, memo, size statistic items), con-loans backed by PMI were white (about 80 percent)
ventional mortgages involving private mortgage and about half of the applicants were seeking insur-
insurance were, on average, larger for both homence for mortgages to be secured by properties
purchase loans and refinancings. In particular, PMlocated in predominantly white neighborhoods
companies insured a much smaller proportion of(neighborhoods with a minority population of less
mortgages under $50,000, partly because this sizthan 10 percent). Overall, about 60 percent of the
category includes loans for mobile homes, which areapplicants were seeking insurance to help buy a home
covered in the conventional home mortgage datar to refinance a mortgage on a property located in
reported under HMDA but are rarely insured by thethe non—central city portion of MSAs.

PMI industry. The distribution of applications to individual PMI
companies by applicant income and race or ethnic
group generally reflects the aggregate industry distri-

Characteristics of Applicants bution (compare table A.4 with table A.5). The differ-

for Private Mortgage Insurance ences among the companies were small in most cases
and may, in part, reflect differences in regional focus

In 1995, well over half of all applicants for private or business orientation from company to company.

mortgage insurance had incomes at or above the

median for the MSA in which the property securing

the loan was located (table A.4). The distributions ofDisposition of Applications

PMI applicants by income differed between thosefor Private Mortgage Insurance

seeking insurance for loans to purchase homes and

those applying for insurance to refinance an existingPM|l companies approved most of the insurance

loan. In particular, the proportion of insurance appli- applications on which they acted during 1995—

cants for refinancings who were in the highest incomeoughly 87 percent of applications to back home

grouping (income 120 percent or more of their MSA purchase loans and 85 percent for refinancings
median family income) was significantly larger (table A.6). Of the applications for insurance on

(59 percent) than the comparable proportion of insurhome purchase loans, 9.3 percent were denied by a

ance applicants for home purchase mortgage®MI company and 2.6 percent were withdrawn by the

(49 percent). This difference likely reflects the higherlender; in a relatively small percentage of cases, the

proportion of first-time, and perhaps younger, home-application file was closed after additional informa-

buyers in the home purchase category. tion needed by a PMI company to make a decision

Like the distribution of applicants for conventional was not provided. For home refinancing applications,
home purchase loans and refinancings observed ithe denial rate was 11.5 percent and the withdrawal
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rate was 3.2 percent. The denial rate for applicationgor insurance to more than one PMI company at a
to insure mortgages for home purchases was littldime. Multiple applications are potentially more com-
changed from 1994, while the denial rate for refi-mon for private mortgage insurance than for mort-
nancings increased, from 8.5 percent to 11.5 percengages because PMI companies do not charge for PMI
High approval rates for PMI applications are notapplications whereas lenders generally charge for
surprising: Lenders know the prospective borrowers’'mortgage applications.
credit circumstances and the credit underwriting Overall, nearly 6 percent of the applications in the
guidelines used by the PMI companies and, thereforel 995 data appear to have involved multiple applica-
submit only those applications they expect to betions (see box “Multiple Applications”). Analysis
approveck® However, the evaluation of disposition suggests that it was mainly the applications of mar-
patterns for mortgage insurance applications is comginally qualified applicants that were submitted to
plicated because lenders may submit an applicatiomore than one PMI company. For example, among
the multiple applications, the denial rate was roughly
28. Also, PMI companies are increasingly delegating decisions4'0 percent for msurlance for home purchase mort-
about applications to the lending institutions. In such cases, the PMJAJES, compared with 7 percent for all home pur-
company becomes aware of an application for insurance only when ghase applications excluding the multiple applica-
lender has selected it as the insurance provider. In fact, nearly all Ofions (the denial rate for all home purchase

the business of one PMI company, Amerin Guaranty Corporation, is ! . . .
based on decisions delegated to lenders. applications, 9.3 percent, is shown in table A.6).

A.4. PMI applications, grouped by purpose of loan and distributed by characteristics of applicant and of census tract in which
property is located, 1995

Home purchase Home refinance
Characteristic
Number Percent Number Percent
APPLICANT
Race or ethnic group
American Indian or Alaskan native........................ . 3,102 .3 399 4
Asianor Pacificlslander. ..., .. 28,881 3.1 4,159 3.9
BIACK ...ttt . 67,261 7.2 7,248 6.8
HISPANIC . . .o boa 72,406 7.8 6,645 6.2
WRITE . e e . 733,187 78.6 85,293 79.5
Other .. s 6,364 7 1,009 9
Joint (white and minority). ............. ... bo 22,189 2.4 2,478 2.3
Total oo e 933,390 100.0 107,231 100.0
Income (percentage of MSA median)
Lessthan 80. ...ttt .. 148,557 20.4 11,291 11.8
B0—99. . . e 114,329 15.7 12,982 135
200-109 . .t boa 112,316 15.4 14,873 15.5
120 OF MOTE. . .ottt e et e et e eas .. 353,964 48.5 56,724 59.2
Total . ... 729,166 100.0 95,870 100.0
CENSUS TRACT
Racial composition (minorities as percentage of population)
Lessthan 10......... ... . 371,013 49.6 41,234 42.8
T0-19. .ttt e 164,676 22.0 21,962 22.8
2049, . . 136,585 18.3 21,090 21.9
D079, . et s 46,649 6.2 7,292 7.6
BO0—100 ...ttt e e 28,776 3.8 4,651 4.8
Total . .. 747,699 100.0 96,229 100.0
Incomé
0 e 89,662 12.0 10,389 10.8
Middle ... e 371,199 49.7 49,752 51.8
L0 oo L= e 286,223 38.3 35,996 37.4
Total . s 747,084 100.0 96,137 100.0
Locatior?
Central City .. ..ot .. 305,980 40.9 34,316 35.7
Non-central City . ........ovieiiiii e .. 441,749 59.1 61,914 64.3
Total oo e 747,729 100.0 96,230 100.0
Notke. Not all characteristics were reported for all loans. median family income for MSAMiddle: 80 percent to 120 percentlpper:
1. MSA median is median family income of the metropolitan statistical area 120 percent or more.
(MSA) in which the property related to the loan is located. 3. For census tracts located in MSAs.

2. Lower: median family income for census tract less than 80 percent of Source. Federal Financial Institutions Examination Council.
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A.5. PMI applications, grouped by insurance company and purpose of loan and distributed by characteristics of applicant and

census tract in which property is located, 1995

Percent
Amerin Commonwealth GE Capital Mortgage
Characteristic Guaranty Mortgage Assurance Mortgage Insurance Guaranty Insurance
Purchase Refinance PurchasF Refinance Purch%se Refinance Purchase Refinance
APPLICANT

Race or ethnic group
American Indian or Alaskan native. .. 3 B 4 3 4 .6 .3 3
Asian or Pacific Islander............. 3.4 5.0 35 4.3 2.6 3.3 3.1 3.4
Black coebe 4.6 4.8 8.7 8.1 8.3 7.7 6.1 5.8
Hispanic . 7.1 6.9 10.3 8.9 7.2 4.5 6.9 55
White . ..ot . 80.1 77.0 73.5 74.9 79.7 82.3 80.5 81.4
Other ... . 17 3.0 12 1.2 .0 .0 .
Joint (white and minority). ........... 2.8 3.0 25 2.3 17 1.6 2.4 2.6
Total .o . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Income (percentage of MSA median)
Lessthan80..............ccvuiunn.] . 15.3 10.3 21.4 13.2 225 12.0 20.2 11.7
80-99. ... . 14.8 13.3 15.8 14.3 16.3 13.4 15.8 13.6
100-119. .. oot . 16.9 15.1 15.0 16.1 14.7 15.1 15.6 15.4
120 0rMOFE. . v ee vt aeeee . 53.1 61.3 47.8 56.4 46.5 59.5 48.4 59.3
Total .o . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

CENSUS TRACT
Racial composition (minorities as
percentage of population)
Lessthan 10............coovvennn.| . 49.2 39.0 43.3 37.3 51.5 49.0 52.5 45.1
10-19. ..o 23.1 24.5 23.3 22.6 21.0 215 21.6 22.4
20—49. .. 18.6 24.9 20.6 23.6 17.3 18.7 16.9 20.8
50—79. . i 6.2 7.8 7.5 9.6 6.0 6.3 5.6 7.2
80-100 ... .oviiiii 2.8 3.9 5.4 6.9 4.2 4.4 3.2 4.4
Total .o 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Incomé
Low or moderate.................... b 9.7 10.6 13.2 13.2 12.9 10.5 11.8 10.5
Middle ... . 49.5 51.3 49.7 53.7 50.0 51.6 50.3 51.5
Upper. .. oo . 40.8 38.0 37.1 33.1 37.1 37.9 37.9 38.0
Total oo . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Although most 1995 applications for private mort- Minneapolis—St. Paul, 3.3 percent; Kansas City,
gage insurance were approved, there were substantial5 percent; Indianapolis, 4.5 percent; Richmond,
differences across metropolitan areas. In particular4.5 percent; and St. Louis, 4.5 percent).
applications for insurance for home purchase mort-
gages secured by properties located in nearly alDisposition by Applicant Characteristics
California MSAs and in a number of Florida MSAs
had relatively high denial rates. These elevated denidh general, the amount, source, and stability of
rates continue the pattern first observed in the 199&come can be expected to affect an applicant’s abil-
PMI data. In California, weak housing markets ity to qualify for mortgage insurance, although these
combined with the aggressive pursuit of customersaspects of income are usually considered in relation
by mortgage originators may have led to higherto the applicant’s existing and proposed debt burden
proportions of marginally qualified applicants for rather than as absolute measures of creditworthiness.
mortgage insurance in these markets. The explan&@ther factors considered in evaluating creditworthi-
tions for high denial rates in Florida are less certain;ness include the amount of assets available to meet
possibilities include a high proportion of relatively down payment and closing cost requirements,
risky types of property (condominiums and secondemployment experience, and credit history. On aver-
homes) and a local economy that is prone to greateage, lower-income households have fewer assets and
volatility in housing prices. In contrast, many MSAs lower net worth and experience more frequent
in the Midwest and some in the South had denialemployment disruptions than do higher-income
rates well below the 8.2 percent national average fohouseholds; this combination of factors often results
MSAs (for example, Raleigh—-Durham, 2.6 percent;in denial of an application.
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A.5.—Continued

PMI Republic Triad United
Characteristic Mortgage Insurance Mortgage Insurance Guaranty Insurance Guaranty
Purchase Refinance PurchasF Refinance Purch%se Refinance Purchase Refinance
APPLICANT
Race or ethnic group
American Indian or Alaskan native. .. 3 B 3 5 3 4 2 2
Asian or Pacific Islander............. 3.9 5.2 2.6 3.3 1.9 1.2 3.4 4.5
Black 7.2 7.0 6.9 6.8 6.4 6.9 7.5 6.6
Hispanic . 9.5 8.1 7.9 59 3.7 2.6 7.3 6.2
White . ..ot . 75.8 75.8 77.9 80.2 85.2 87.0 78.4 78.9
Other ... . .8 1.0 .6 7 .6 A4 9 15
Joint (white and minority). ........... 24 2.6 3.8 2.6 19 14 2.2 2.1
Total ... . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Income (percentage of MSA median)
Lessthan80..............ccvviun.| . 20.5 11.5 18.9 12.2 16.9 9.6 19.2 11.0
80-99.. ... . 15.7 13.5 15.5 13.5 14.5 15.0 14.8 12.9
100-119. .. oot . 15.8 15.8 15.7 15.9 16.5 16.2 15.2 15.1
120 0rMOFE. . v ee vt aeeee . 48.0 59.2 49.9 58.4 52.1 59.2 50.7 60.9
Total .o . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
CENSUS TRACT
Racial composition (minorities as
percentage of population)
Lessthan 10............coovvennn.| . 46.2 36.9 48.0 43.4 55.2 54.5 49.8 40.9
10-19. ..o 22.7 24.1 229 22.7 22.9 21.7 21.8 24.1
20—49. .. 19.9 24.9 19.1 22.7 16.4 16.8 18.5 22.7
50—79. . i 7.0 8.7 6.6 7.2 3.6 4.1 6.2 7.5
80-100 ... .oviiiii 4.2 5.4 35 4.0 19 2.9 3.7 4.8
Total .o 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Incomé
Low or moderate.................... b 12.5 11.3 11.0 9.9 8.6 8.8 11.0 9.7
Middle ... . 50.1 52.3 48.6 52.6 48.7 49.4 48.2 49.6
L0 o] 0= . 37.4 36.3 40.3 37.4 42.7 41.8 40.8 40.6
Total oo . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

1. MSA median is median family income of the metropolitan statistical area 80 percent of median family income for MSA of tradliddle income:80 per-
(MSA) in which the property related to the loan is located. cent to 120 percentUpper income120 percent or more.
2. Low or moderate:median family income for census tract less than Sourcke. Federal Financial Institutions Examination Council.

The 1995 data indicate that most applications forcan applicants, and 8.5 percent of white applicants
private mortgage insurance were approved but thalvere denied. The rate of denial also generally
the rates of approval and denial varied among appliincreased as the proportion of minority and lower-
cants grouped by income (table A.6). For examplejncome residents in a neighborhood increased.

90 percent of the applicants for insurance for home Differences in PMI denial rates for applicants
purchase loans whose incomes placed them in thgrouped by race or ethnicity reflect various factors,
highest income group were approved for insuranceincluding the proportion of each group with rel-
compared with 83 percent in the lowest income groupatively low incomes. In 1995, 19 percent of the
(income less than 80 percent of their MSA median).white applicants who applied for insurance to back
The same pattern was found for applications forhome purchase loans had incomes that were less
insurance of refinancings. than 80 percent of the median family income for

Examination of the racial or ethnic characteristicstheir MSA (data not shown in tables). The figures
of applicants indicates that greater proportions offor other groups of applicants in the same income
Asian, black, and Hispanic applicants than of whitecategory were roughly 40 percent for black, 35 per-
applicants had their applications for private mortgagecent for Hispanic, and 18 percent for Asian appli-
insurance denied in 1995; the denial rate for Nativecants. Differences in the distribution of applicants
American applicants was about the same as thdor insurance by income account for some of the
for white applicants. For example, for insurance fordifferences in denial rates. However, within each
home purchase loans, 13.8 percent of Asian appliincome group, white applicants had lower rates of
cants, 19.3 percent of black applicants, 17.6 percerdenial than Asian, black, or Hispanic applicants
of Hispanic applicants, 10.5 percent of Native Ameri- (table A.7).
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Multiple Applications

Of the 1,108,512 applications for insurance for home pur- ences of $1,000 or less were allowed.) If two applicatians
chase loans in 1995, 65,714 (5.9 percent) appear to haveppeared to match but both were reported to have been
been multiple applications, and of the 127,725 applicationsbacked by insurance, the applications were assumed not to
for insurance to back refinancings that year, 7,313 (5.7 per-be duplicates. Applications from Hispanic, black, and
cent) appear to have been multiple applicatibihultiple Asian applicants—and from applicants not in the highest
applications were identified through a search of the data forincome category—were more likely than applications frgm
applications showing identical census tracts, purposes ofwould-be borrowers in other racial or ethnic categories|to
loan, and race or ethnic status and similar applicant incomede sent to more than one PMI company (compare table A.4
and loan sizes. (For applicant income and loan size, differ-with the table below). In addition, denial rates were syb-
stantially higher for all categories of applicants with mul-
1. Most matches were of two applications, indicating that a given applica- tiple application records (compare table A.6 with the table
tion was typically not submitted to more than two PMI companies. below).

Distribution and denial rate for PMI applications sent to more than one company, by purpose of loan and charagteristics
of applicant and of census tract in which property is located, 1995

Percent
Home purchase Home refinance
Characteristic
Distribution Denial rate Distribution Denial rate
All applications sent to more than one company............... . 100 40.2 100 47.1
Race or ethnic group of applicant
American Indian or Alaskan Native . ................c.cooven . 2 48.8 2 38.5
Asian or PacificIslander. ...t .. 4.0 43.3 5.1 44.1
BlaCK . ...t 13.0 52.8 10.8 60.6
Hispanic 13.9 47.5 10.2 50.7
White ........ 66.4 38.9 70.8 46.6
Other.................... 5 50.9 .6 60.0
Joint (white and minority) .. 2.0 43.0 2.3 449
o] £ L 100 . 100 ..
Income of applicant (percentage of MSA median)
Lessthan 80. ... ...uvie i ... 28.7 48.3 16.4 56.5
80-99........ e 17.6 42.3 154 49.6
100-119....... e 14.8 38.2 16.4 44.2
120 or more . boa 38.9 35.8 51.7 44.4
TOtAl . o . 100 R 100 .
Racial composition of census tract (minorities
as percentage of population)
LesSsSthan 10. .. ....ueuit et .. 36.8 34.8 32.8 44.3
e 22.4 38.7 20.7 46.7
23.6 45.0 27.3 47.8
10.1 46.3 10.8 47.0
7.1 48.7 8.5 57.7
100 R 100 ..
Income of census trekct
LOWET .t e e 16.2 47.1 14.7 50.7
Middle ... e 49.6 40.7 51.6 47.9
Upper .... . 34.2 36.3 33.7 44.4
o] = L . 100 R 100 ..
Location of census tragt
CeNtral CitY . v o ettt e s boo 40.3 42.0 34.1 48.0
Non-central City. . ........oiui i - 59.7 39.1 65.9 46.7
TOtal Lo e 100 C 100 ..
MEMO
Number of applications sent to more than one company. ..... 65,714 7,313

1. MSA median is median family income of the metropolitan statistical median family income for MSAMiddle: 80 percent to 119 percent.
area (MSA) in which the property related to the loan is located. Upper: 120 percent or more.
2. Lower: median family income for census tract less than 80 percent of 3. For census tracts located in MSAs.
Sourcke. Federal Financial Institutions Examination Council.
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Denial rates are also explained in part by differ-applicants in California may help account for their
ences across racial and ethnic groups in the frequenaglatively high denial rate for private mortgage insur-
of multiple applications for insurance by the sameance. Among Asians applying for home purchase
applicants. Generally, applications by minorities areloans with insurance (where the MSA location of the
more likely to be submitted to more than one PMI property was reported), 39 percent were seeking to
company because minority applicants tend to havéouy homes in California. In contrast, only 11 percent
lower incomes or more complex credit circumstancesof all PMI applications were for loans to buy homes
Excluding multiple applications submitted for the in California. Slightly more than 20 percent of the
same individuals reduces denial rates 3 to 4 percentAsian applicants in California were denied private
age points for minorities and less than 2 percentagenortgage insurance, compared with only 8 percent of
points for whites. Asian applicants outside California (data not shown

The pattern of denial rates by race or ethnicityin tables).
differs from the pattern in the HMDA data in one The difference in PMI denial rates between white
notable way: In the HMDA data, Asian applicants for applicants and black and Hispanic applicants may
home purchase loans have a lower denial rate than dead some observers to conclude that race influences
white applicant$® The high proportion of Asian the disposition of applications. However, because

PMI companies do not have direct contact with pro-
ETE— _ . spective borrowers, they would be aware of race or
29. For example, according to the 1995 HDMA data, the den|a|e,[hniC identities only from the application. Although

rate for home purchase mortgages was 12.5 percent for Asian appli- . o ' .
cants and 20.6 percent for white applicants. these disparities raise questions, the extent of any

A.6. PMI applications, grouped by characteristics of applicant and of census tract in which property is located and distributed
by purpose and disposition of application, 1995

Percent
Home purchase Home refinance
Characteristic
Approved ‘ Denied ‘ Withdrawrl File cIos%d Total Approv%d Denie*d Withdr}awn File cIFsed Total
Total ...l . 874 9.3 2.6 7 100 84.7 11.5 3.2 .6 100
APPLICANT

Race or ethnic group
American Indian or Alaskan

Native ................... . 847 10.5 3.6 11 100 86.5 9.8 3.3 .5 100
Asian or Pacific Islander.. .. .... 82.0 13.8 3.3 .9 100 79.1 15.8 4.4 7 100
Black ...l . 757 19.3 3.9 1.1 100 75.3 19.7 4.0 1.0 100
Hispanic...................... . 776 17.6 3.8 1.1 100 75.6 19.3 4.3 .8 100
White ..o . 882 8.5 2.3 7 100 85.4 10.9 3.2 .6 100
Other..............oooiiii. . 841 12.6 2.4 9 100 87.0 10.0 2.2 .8 100
Joint (white and minority). . ... .. . 85.6 11.0 2.7 T 100 83.4 13.0 3.2 4 100
Income (percentage of MSA
median}
Lessthan80.................. . 832 13.7 2.5 .6 100 78.2 18.0 3.3 5 100
80-99........0iiiiiiii . 879 9.4 21 .6 100 83.8 12.6 3.1 .6 100
100-119....coviiiiiiann . 89.6 7.8 2.0 .5 100 85.4 11.1 2.9 D) 100
1200rmore. ......vvvveunennnn . 90.3 7.0 2.2 .5 100 86.0 10.2 3.2 5 100

CENsus TRACT
Racial composition (minorities as
percentage of population)
Lessthan10.................. . 921 5.8 1.7 A4 100 88.2 8.8 2.6 4 100
10-19.. .o 88.7 8.6 2.2 15 100 85.2 11.1 3.3 5 100
20-49. ... . 846 12.1 2.7 .6 100 82.1 13.6 3.6 7 100
50—79. ..ottt 80.5 15.5 3.2 .8 100 78.6 16.8 4.0 6 100
80-100 .......cvviiiiiiiiinnns 76.7 18.7 3.6 1.0 100 73.1 21.9 4.3 7 100
Incomé
Lower .. . 827 13.8 2.8 7 100 79.8 16.2 3.5 5 100
Middle .. 88.8 8.6 2.1 5 100 84.8 11.6 3.1 5 100
90.3 7.1 2.1 5 100 85.9 10.3 3.2 6 100
Locatior?
CentralCity ................... . 881 9.2 2.2 5 100 84.5 11.7 3.2 5 100
Non-central city............... 89.0 8.3 2.1 5 100 84.8 115 3.1 5 100
Notke. Not all characteristics were reported for all loans. median family income for MSA of tractMiddle: 80 percent to 120 percent.
1. MSA median is median family income of the metropolitan statistical area Upper: 120 percent or more.
(MSA) in which the property related to the loan is located. 3. For census tracts located in MSAs.

2. Lower: median family income for census tract less than 80 percent of Source. Federal Financial Institutions Examination Council.
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A.7. PMI applications, grouped by purpose and disposition of application, 1995

Percent
Applicant's MSA-relative income Home purchase Home refinance

and race or ethnic groap Approved‘ Denied ‘ Withdraw{n File clos%d Total ApproJred Deni%d Withdrlawn File c{osed Total
Less than 80 percent
American Indian or Alaskan native .|.. 84.7 12.2 2.7 A4 100 82.0 16.0 2.0 .0 100
Asian or Pacific Islander............ 80.4 16.2 2.8 .6 100 73.8 224 2.8 1.0 100
Black ... . 735 22.2 35 .8 100 69.3 26.4 3.8 A4 100
Hispanic..............cooiien.. . 76.9 19.3 3.1 .8 100 70.0 24.8 4.5 .8 100
WHhite .. ..o . 853 11.9 2.3 D 100 79.6 16.8 3.0 .6 100
Other ...t . 818 15.7 1.8 .6 100 81.9 14.9 3.2 .0 100
Joint (white and minority)........... 79.5 17.7 2.1 7 100 72.3 25.2 25 .0 100
80-99 percent
American Indian or Alaskan native ... 87.1 9.7 2.1 1.2 100 82.9 17.1 .0 .0 100
Asian or Pacific Islander............ 84.0 12.6 2.9 5 100 77.8 17.6 4.3 2 100
Black ... . 78.4 17.3 35 .9 100 75.6 18.3 4.4 1.7 100
Hispanic ... 78.3 17.6 3.2 9 100 76.1 19.3 4.2 5 100
WHhite .. ... . 89.7 7.9 1.9 5 100 84.9 11.8 2.8 2 100
Other ...t . 842 14.0 1.4 A4 100 87.4 6.8 3.9 1.9 100
Joint (white and minority)........... 86.8 11.0 1.7 5 100 79.6 16.9 3.0 5 100
100-119 percent
American Indian or Alaskan native ... 87.6 8.6 3.2 .6 100 88.6 6.8 2.3 2.3 100
Asian or Pacific Islander............ 83.8 12.8 2.7 .8 100 82.2 12.4 4.9 5 100
Black ... . 794 16.6 3.2 7 100 75.4 19.3 3.7 15 100
Hispanic............cooovienn. . 793 16.1 3.6 1.0 100 76.7 17.6 4.5 1.1 100
White . ... . 912 6.5 1.8 4 100 86.5 10.5 25 2 100
Other ...t . 872 9.6 2.3 .8 100 89.1 9.4 7 T 100
Joint (white and minority)........... 87.6 9.9 2.0 .6 100 84.7 12.9 2.4 .0 100
120 or more percent
American Indian or Alaskan native ... 87.1 8.5 3.4 1.0 100 86.6 7.5 5.3 5 100
Asian or Pacific Islander............ 82.5 13.1 35 9 100 78.7 15.7 4.8 7 100
Black ... . 812 14.8 3.2 .8 100 75.9 19.6 3.9 6 100
Hispanic ....l. 814 14.1 35 1.0 100 77.1 17.8 4.1 9 100
White ........... o911 6.3 2.1 5 100 86.7 9.7 3.1 5 100
Other.................... ....}. 86.7 10.1 25 .6 100 86.4 10.6 2.2 8 100
Joint (white and minority). . e 88.3 8.7 25 .6 100 84.8 11.9 3.1 2 100

1. Income percentages are the percentages of the median family income of Source. Federal Financial Institutions Examination Council.
the MSA in which the property related to the loan is located.

discrimination cannot be determined from the dataration of our PMI matching procedure, modified by
submitted by the PMI companies because the companstitutional information, to determine the extent of
nies provide little information about the characteris-PMI use across institutions; (3) application of histori-
tics of the properties that applicants seek to purchaseal default rates and loss severity rates by loan-to-
or refinance or of the financial circumstances of thevalue ratio for each type of institution to calculate the
applicants. For example, applicants’ levels of debtestimated risk dollars held by each group of institu-
their credit histories, and their employment experi-tions; and (4) reallocation of these risk dollars across
ences are not disclosed. Without information abouinstitutions to account for risk-sharing arrangements
these circumstances and about the specific underwribetween private mortgage insurers and other institu-
ing standards used by PMI companies, the fairness dfons and between the VA and originators of VA

the decision process cannot be assessed. mortgages.

APPENDIX B: Estimating Loan-to-Value Distributions
ADJUSTING THECOMPOSITION

OF MORTGAGEACTIVITY FORCREDIT RISK For most institutions, the distribution of loan-to-value

ratios for their mortgage portfolios was not publicly
The process of converting dollar amounts of mort-available. Therefore, we developed a model for esti-
gages extended or insured (“unadjusted dollars”) tomating LTVs for home purchase loans reported in the
risk dollars—the long-term expected loss for each 1995 HMDA data using preliminary information
mortgage extended—involved four steps: (1) the usérom the Federal Reserve’'s 1995 Survey of Con-
of econometric and institutional information about sumer Finances (details of this procedure are avail-
loan-to-value ratio (LTV) distributions to create such able upon request from the authors). For some of the
distributions for each type of institution; (2) incorpo- institutions for which exact aggregate LTV distribu-
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tions were available, we adjusted our estimates tavay of directly evaluating the validity of our esti-
reflect those figures. mates. However, aggregate data were available for
Our estimates, together with institutional knowl- insured and uninsured conventional home purchase
edge, suggest that there are essentially five differennortgages originated by depository institutions and
distributions of loan-to-value ratios across mortgagemortgage bankers as a grotfpThose data suggest
holders and insurers (table B.1). The FHA, the VA, that our estimates underpredicted the proportion in
Fannie Mae and Freddie Mac, and the PMI compathe lowest LTV category but were close to correct for
nies appear to have LTV distributions significantly the highest LTV category (table B.2).
different from each other. But the fifth group— For insured mortgages, the distribution of LTVs
depository institutions subject to the Community varies by insurer. Generally, government-insured
Reinvestment Act, mortgage bankers, other privateljjoans have very high concentrations of mortgages
chartered nondepository institutions, and credithaving loan-to-value ratios of 90 percent or higher;
unions—appear to differ little from each other. We we estimated that 93 percent of the loans insured by
estimated econometrically that roughly 60 percent othe VA in 1995 were in this category. In contrast,
the mortgages held by this latter group have loan-toprivately insured mortgages were estimated to be
value ratios of 80 percent or less, 20 percent have
ratios between 80 percent and 90 percent, and 20 per-
cent have ratios greater than 90 percent. - .
Because data on LTV distributions for this fifth 30. These data are gathered in the Mortgage Interest _Rate_Survey
(MIRS), a monthly survey conducted by the Federal Housing Finance
group of institutions were not available, we had noBoard. The Finance Board provided us with annual data for 1995.

B.1. Estimated loan-to-value ratios, default rates, loss severity rates, and risk-sharing proportions used to derive expected losses
on mortgages extended in 1995

Percent
q q Estimated default rate, Estimated loss severity rate, | _MEMO:
SSERIEE | 20 (V2 [EEO ((PRTEe] by loan-to-value ratie by loan-to-value rati@ Estimated
expected
cumulative
ISLIEAEE Sl 91 or more 91 or more 91 or more dollar loss
and type of risk holder
80 or 80 or 80 or per $100 of
less | 8190 Total | 81-90 81-90 mortgages
96 or £sS 96 or less 96 or
9195 91-95| ° o 91-95 =0 | extended by
institution®
INSURED MORTGAGES
FHA ... . 6 27 31 36 100 5.2 10.6 12.4 15.5 45.8 449 46.8 56.6 6.38
VA . 1 6 17 76 100 1.1 35 6.6 12.2 45.8 44.9 46.8 56.6 4.70
Private mortgage insurets. . .. 2 48 47 8 100 .8 2.7 6.2 9.6 28.4 34.4 47.9 47.9 1.09
UNINSURED MORTGAGES
Fannie Mae or Freddie Mac .|.. 96 2 2 100 .8 2.7 6.2 284 344 47.9 .59
Depositories subject to
CRA® ... ... .oiiinenn. . 61 19 20 100 8 2.7 6.2 284 344 47.9 .94
Independent mortgage
companie$8 63 18 19 100 .8 2.7 6.2 28.4 34.4 47.9 1.04
Other” ....... 61 19 20 100 .8 2.7 6.2 28.4 34.4 47.9 1.23
Credit unions. 62 19 19 100 .8 2.7 6.2 28.4 34.4 47.9 91
Allrisk holders ............. 2.90
Proportion of risk borne
by insurer under
risk-sharing arrangements
Private mortgage insurers |.. 50 50 60 60
VA . 80 80 80 80
1. Default rates show the percentage of mortgages originated in 1975-83 that 5. Includes mortgages originated and held in portfolio by commercial banks
had defaulted by the end of 1992. and savings associations and their mortgage company affiliates and mortgages
2. Total loss before mortgage insurance payout resulting from foreclosure (ifsold to commercial banks and savings associations.
any) divided by original mortgage amount. 6. Includes mortgages originated and held in portfolio by independent mort-

3. Covers both insured and uninsured mortgages. Derived by multiplyinggage companies and mortgages sold to affiliates by independent mortgage
default rate by loss severity rate within each loan-to-value range and thercompanies.
summing across loan-to-value ranges weighted by the dollar proportion of an 7. Includes mortgages sold to life insurance companies, pension funds, and
institution’s mortgages in that category. Losses were then reallocated amongther private-sector purchasers.
institutions using risk-sharing rules. Losses are cumulative over ten to eighteen . . . Not applicable.
years, based on mortgages originated during 1975-83 and tracked through 1992. Sourcke. Federal Housing Administration, U.S. Department of Veterans
4. Based on discussions with individuals at private mortgage insuranceAffairs, Freddie Mac, 1995 Survey of Consumer Finances, and discussions with
companies. The default rate for the LTV range “96 or more” was estimated individuals at private mortgage insurance companies.
using the relationship between default rates for FHA and VA loans in the two
highest LTV ranges.
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more concentrated in the 80 percent to 90 percenbated in a given year that are covered by private
LTV range. mortgage insurance is unknown. However, the extent
For FHA- and VA-insured mortgages, our econo-of the undercount for mortgages purchased by Fannie
metric estimates were close to the actual aggregat®lae and Freddie Mac is known. Thus, for our esti-
distributions (table B.2). We used our estimates formates of the distribution of risk dollars across types
calculating risk dollars for FHA and VA loans of institutions, we increased the estimated number of
because our model allows us to vary LTV by incomemortgages backed by private insurance for all insti-
and race or ethnic group in a consistent manner. Fotutions in proportion to the known undercount for
privately insured mortgages, discussions with indus+annie Mae’s and Freddie Mac’'s 1995 home pur-
try representatives and information available fromchase mortgages.
annual reports and the trade press indicated that our
model significantly overpredicted the proportion of
mortgages in the lowest LTV category and under-Applying Default Rates and
predicted the proportion in the higher categoriesloss Severity Rates
Instead of using the model’s prediction, we imposed
an LTV distribution based on our information about In the third step we converted dollars of mortgages
the industry. However, we applied the model toextended into expected losses by applying average
suggest the extent of variation in the LTV distribution default and loss severity rates. The rates we used
across groups by income and race or ethnic status. were for mortgages originated from 1975 through
For mortgages purchased by Fannie Mae and Fredt983, with performance measured through the end of
die Mac, the model significantly underpredicted the1992. The data came from three sources: Freddie
actual proportion of uninsured mortgages in the low-Mac, the FHA, and the VA. Default and loss severity
est LTV category (table B.2). This underprediction rates for Freddie Mac, which represent a large num-
may not be surprising because the Survey of Conber of conventional home mortgages but not noncon-
sumer Finances does not distinguish between morforming mortgages, were used to calculate credit risk
gages that are sold and those that the originator keeps the conventional mortgage system (table B1l).
in its portfolio, and thus the model cannot account forThe appropriateness of applying this single set of
this type of variation across institutions. rates to all conventional mortgages is unknown; how-
As discussed earlier, Fannie Mae and Freddie Maever, only Freddie Mac has made these data public.
generally are not allowed to purchase mortgages witlFor the government mortgage system, the FHA and
LTVs above 80 percent unless the mortgage is backethe VA, at our request, provided comparable infor-
by private mortgage insurance or the buyer hasnation on mortgages backed by their insurance
recourse to the lender. Almost all of these high-LTV programs.
mortgages have private mortgage insurance, so only
a small proportion of uninsured mortgages purchased
by Fannie Mae and Freddie Mac have LTVs abovelncorporating Risk-Sharing Relationships
80 percent. For uninsured mortgages purchased by
Fannie Mae and Freddie Mac, we used a distributiorThe final step in calculating risk dollars held by
based on information from knowledgeable industrydifferent institutions was to account for risk-sharing
sources. As we did for the PMI industry, we used thearrangements. For privately insured mortgages, we
model to vary Fannie Mae’s and Freddie Mac's LTV estimated that losses are divided 50-50 between the
distributions across groups by income or by race oinsurer and the insuree if the loan-to-value ratio is
ethnic status.

Adiusting for Private Mort Insuran 31. Information on default and loss severity rates at Freddie Mac
deS gto ate viortgage Insurance was drawn from Robert Van Order and Peter Zorn, “Income, Location

. . . and Default: Some Implications for Community Lending,” paper
The second step in calculating risk dollars was tOpresented at the Conference on Housing and Economics, Ohio State

adjust our estimates of the extent of private mortgagélniversity, Columbus, July 1995. Their default and loss severity rates
are estimated through 1992; discussions with the authors as well as the

Insurance coverage among C_Onvent'onal home PUIEHA and the VA indicate that estimated default and loss severity rates
chase mortgages. Our matching of PMI records ttave fallen since 1992 and that the difference between the default rate

HMDA records probably significantly undercounted for high-LTV loans relative to that for lower-LTV loans is currently
less than presented in their study. Because all market participants are

Fhe number of mortgages W'th private mortga‘_g?affected in the same manner by these trends, we have not attempted to
insurance. The exact proportion of mortgages origi-update those estimates.
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B.2. Actual and predicted distributions of loan-to-value ratios for mortgages extended in 1995
Percent

FHA mortgages VA mortgages Fannie Mae and Freddie Mac mortgagles MIRS mottgages
Loan-to-value range :
(percent) ) ; Insured Uninsured i
Actual | Predicted  Actual | Predict Actual | Predicted
Actual Predicted  Actual ‘ Predicter:]
800rless.......coovvviiiiniinn., . 3 6 2 1 0 20 96 59 54 49
81-90. ...t . 12 27 4 6 43 45 2 20 18 26
910rmore........covvvivinnnnnnn.y . R C.. C. . 57 35 2 21 27 25
91-95 ... . 34 31 7 17
96 0rmore. ......oovvvvvenenennn . 51 36 88 76
All . 100 100 100 100 100 100 100 100 100 100

1. Data for insured and uninsured conventional home purchase mortgages Source. Federal Housing Administration, Department of Veterans Affairs,
originated by depository institutions and mortgage bankers as a group. From thand industry sources.
Mortgage Interest Rate Survey conducted by the Federal Housing Finance
Board.

90 percent or less and 60—40 if the loan-to-value raticcredit risk of that mortgage. Because we lacked infor-
is greater than 90 percetit. mation about which institutions service VA loans, we
The VA, like private mortgage insurance compa-assumed that the type of institution that originated a
nies, provides guarantees that may not cover all th&A mortgage, as reported in the HMDA data, was the
losses associated with mortgage defaults. When aurrent servicer of the mortgage and hence bore that
borrower with a VA mortgage defaults, the VA has portion of the credit risk that was not borne by the
the option to “put back” the home to the mortgage VA.
holder if it calculates that such a “put back” is the
least costly means (to the VA) of implementing its
guarantee. In recent years the VA has rarely exercise@iesting the Robustness of Our Analysis
this option, but it was used for roughly one-fifth of
VA defaults (measured by the number of loans)We reviewed the effects of varying some of the
during the late 1980s, when home values in somessumptions and parameters used in our analysis. For
regions of the country declined sharply. Thus, esti-example, we varied the LTV distribution for mort-
mates of the long-term credit risk of a VA mortgage gages held by portfolio lenders because we were
must provide for this risk-sharing; we estimated thatuncertain about the actual distribution. On one hand,
80 percent of the losses are borne by the VA andhe 1995 Survey of Consumer Finances indicates that
20 percent by the mortgage originator regardless 089 percent of the uninsured mortgages had LTVs
loan-to-value ratio. higher than 80 percent. As Fannie Mae and Freddie
Commercial banks, savings associations, and mortMac purchased very few of these loans, the Survey of
gage companies are the most frequent users of VATonsumer Finances data suggest that an even greater
guarantees and thus share risk with the VA to aproportion of the uninsured mortgages held by port-
limited extent. Typically, a VA loan is securitized by folio lenders had an LTV higher than 80 percent.
Ginnie Mae. For Ginnie Mae—backed securities, the On the other hand, depository institutions have a
institutions that service the mortgages underlying thestrong incentive to hold only mortgages that have an
securities (that is, collect the mortgage payments an@TV of 80 percent or less or that are covered by
distribute them to the holders of the securities) areprivate mortgage insurance, because capital require-
usually the institutions that hold the mortgages andnents for such mortgages are lower. Moreover, data
thus partly bear the cost of default. However, in somefrom the Office of Thrift Supervision, the regulator of
cases the originator of a mortgage (who may or maythe savings association industry, indicate that only
not be the current servicer) may retain some of theabout 5 percent of the stock of all mortgages held by
these institutions had an LTV higher than 80 percent
and no private mortgage insurance. Reasonable
adjustments to these data indicate that perhaps only
32. Our estimated sharing rule between PMI companies and othe@S many as 12 percent of the home purchase origina-
institutions is b?r?edp?\;lll conversations; with inguztrprarti_cipants ancgions might be in this category. As discussed in the
Freddie Mac with the historic estmated loss severity rates for mort. 2IN text, variations in this LTV distribution did not
gages with different LTVs. alter our conclusions.
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We also changed the VA risk-sharing arrangemenfll other institutions lost less than 1 percentage point
to allocate more risk to the VA and changed theof their market share. Thus, we conclude that our
loan-to-value distributions for the FHA and the VA results are robust to reasonable changes in the
to reflect their reported LTV distributions. These assumptions and parameters that underlie our mea-
changes raised the FHA's share about 2 percentagaires of credit risk. O
points and the VA's share about 1 percentage point.
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Treasury and Federal Reserve
Foreign Exchange Operations

This quarterly report describes Treasury and SystenGerman mark, and 0.1 percent on a trade-weighted
foreign exchange operations for the period from Julybasis against other Group of Ten currencies. Over
through September 1996. It was presented byhe quarter, the dollar was supported by expectations
Peter R. Fisher, Executive Vice President, Federalthat the Federal Reserve would tighten monetary
Reserve Bank of New York, and Manager for Foreigrpolicy—in contrast to expectations for steady policy
Operations, System Open Market Account. Christinen Germany and Japan. In addition, sentiment for
Hall was primarily responsible for preparation of the the prospect of broad participation in the European

report Monetary Union shifted from doubt early in the quar-
ter to growing confidence late in the quarter, lend-

During the quarter the dollar appreciated 1.6 percening support to the dollar against the mark. The U.S.
against the Japanese yen, 0.1 percent against tmeonetary authorities did not undertake any interven-
tion operations in the foreign exchange market during

EE— , ~ the quarter. However, the U.S. Treasury’'s Exchange
1. The charts for the report are available on request from Publlca—StabiIization Fund (ESF) received a $7 billion repay-

tions Services, Mail Stop 127, Board of Governors of the Federal ) .
Reserve System, Washington, DC 20551. ment from the United Mexican States related to draw-

1. Foreign exchange holdings of U.S. monetary authorities, based on current exchange rates, 1996:Q3
Millions of dollars

Quarterly changes in balances by source
ltem Balance, Currenc Balance,
June 30, 1996 | Net purchases Impact of Investment valuatior)ll Sept. 30, 1996
and sales sale$ income adjustments
FEDERAL RESERVE
Deutsche marks .. - .. 1 12,982.1 0 0 110.0 -53.2 13,038.9
Japanese yen....... . 6,497.3 0 0 5.2 -125.7 6,376.8
Interest receivablds.................... R 74.0 s C C C 72.0
Other cash flow from investmerits. ... .. .5 C. -3.5
Total .o .. 19,553.9 L. C C A 19,484.2
U.S. TREASURY
EXCHANGE STABILIZATION FUND
Deutsche marks 6,571.2 0 0 55.4 -26.9 6,599.8
Japanese yen.. 9,523.3 .0 0 6.0 -180.8 9,348.5
Mexican pesos ....... J. 10,500.0 -7,373.3 0 373.3 .0 3,500.0
Interest receivablés. ................... b 277.3 R C. . C 39.1
Other cash flow from investmerits. ... .. 4.4 .. 1.2
Total oo .. 26,876.2 A C C A 19,488.6
Note. Figures may not sum to totals because of rounding. 5. Cash flow differences from payment and collection of funds between
1. Purchases and sales include foreign currency sales and purchases relatedjuarters.
official activity, swap drawings and repayments, and warehousing. 6. See table 4 for a breakdown of Mexican swap activities. Note that the

2. Calculated using marked-to-market exchange rates; represents the diffefnvestment income on Mexican swaps is sold back to the Bank of Mexico.
ence between the sale exchange rate and the most recent revaluation exchang&. Valuation adjustments on peso balances do not affect profit and loss
rate. Realized profits and losses on sales of foreign currencies computed as thecause the effect is offset by the unwinding of the forward contract at the
difference between the historic cost-of-acquisition exchange rate and the saleepayment date. Although the ESF does not mark to market its peso holdings,

exchange rate are shown in table 2. Mexico is obligated to maintain in dollar terms the value of ESF peso hold-
3. Foreign currency balances are marked to market monthly at month-endngs resulting from Mexican drawings under the Medium-Term Stabilization
exchange rates. Agreement.

4. Interest receivables for the ESF are revalued at month-end exchange rates.
Interest receivables for the Federal Reserve System are carried at average cost
of acquisition and are not marked to market until interest is paid.
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ings by Mexico under the medium-term swap facility nent Federal Reserve tightening. Subsequently, U.S.
with the ESF. An additional $3.5 billion remained stock prices declined sharply and a liquidation of
outstanding. long dollar positions ensued. On July 16, the dollar
depreciated from opening prices of DM 1.5145 and
¥110.22 to a low of DM 1.4695 and ¥108.27 before
GENERALSTABILITY OF EXCHANGERATES partially recovering to close the day at DM 1.4844
and ¥109.32.
For the period as a whole, foreign exchange markets Expectations of a near-term Federal Reserve tight-
were relatively stable. The average daily tradingening were scaled back after Chairman Greenspan’s
range of the dollar was substantially less than theHumphrey—Hawkins testimony in July. Market par-
ranges observed last year. On average the dollaicipants appeared to focus on his comments about
traded in a daily range of 0.6 percent against both theéhe potential for an economic slowdown in the sec-
mark and the yen. This compares with daily dollarond half of the year. Subsequent reports of benign
ranges of 1.1 percent against the mark and 1.4 peinflation further diminished expectations for a tight-
cent against the yen in the third quarter of 1995.ening, and the August meeting of the Federal Open
Additionally, implied volatility on dollar—mark and Market Committee ended with no announced change
dollar—yen one-month options generally maintainedn policy.
the low levels of the second quarter of this year. In September, expectations began to build anew for
However, the period was marked by a few briefa Federal Reserve tightening at the September 24
episodes of sharp dollar movements. The dollarsFOMC meeting. The August nonfarm payroll data
largest one-day move occurred early in the quartercontinued to show robust employment growth. The
On July 16, the dollar traded in a 3.1 percent rangedollar steadily recovered all of its losses against the
against the mark, implied volatility on one-month mark and yen, supported by expectations of higher
dollar—mark options spiked higher, and prices of riskU.S. short-term interest rates as well as by ongoing
reversals indicated a rise in the perceived risk of astrength in the U.S. stock market in September.
further significant dollar declineAs with other sharp The FOMC's decision at the September 24 meet-
dollar moves over the period, the dollar’'s tradinging to keep policy unchanged surprised many market
ranges over subsequent days fell toward the period’participants. Although the dollar declined sharply on
average, implied volatility on dollar—mark options
reverted toward record-low levels, and risk reversal

prices moved closer to neutral. 2. Net profits or losses-f on U.S. Treasury

and Federal Reserve foreign exchange operations,
based on historical cost-of-acquisition exchange rates,
1996:Q3

Millions of dollars

RESPONSE OF THEDOLLAR TOU.S. NTEREST
RATE EXPECTATIONS ANDASSETMARKET

U.S. Treasury
PERFORMANCE . . Federal Exchange
Period and item Reserve Stabilizatgiaon
i i i . Fund

Expectations for a Federal Reserve tightening shifted

i i i~ Valuation profits and losses on
throughout the period. Signs of strong U.S. eCONOMIC gistanding assets and liabilties,
growth and tightening labor markets, yet benign June 30,199 _ 91187 663.5
inflation data, made the near-term interest rate out- Japaneseyen...................[ 13375 1,968.3
look uncertain. Total Lo . 34561 2,631.7

_Early in the_ quarter, the dollar reached a twenty- e s e s
nine-month high against the yen of ¥111.19 while I s
. . une L —Sept. s
holding above DM 1.52 against the mark after the bDeutsche marks . -. . .. ... . ! 0 0
strong U.S. nonfarm payroll report for June, which JaPaneseyen.................... : 0 0
led many market participants to anticipate an immi- Total ... . 0 0
_— Valuation profits and losses on
2. Arisk reversal is an option position consisting of a written put g‘étsttagg'“fgggsets and liabilities,

and a purchased call that mature on the same date and are equaIIyDeﬂt'Sché RS . 20655 636.6
out-of-the-money. The price of a risk reversal indicates whether the Japaneseyen.................... . 1,211.2 1,783.0
dollar call or the dollar put is more valuable. If the dollar call is at a
premium, the market is willing to pay more to insure against the risk TPl «+oreri . LEeh ZALIE

that the dollar will rise sharply. If the dollar put is at a premium, the  NorE. Figures may not sum to totals because of rounding.
market is willing to pay more to insure against the risk that the dollar 1. valuation profits or losses are not affected by peso holdings, which are
will fall sharply. canceled by forward contracts.
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the day of the announcement, it more than recoveredollar. Subsequently, however, market expectations
its losses the following day. Despite the FOMC’s of Bundesbank policy gradually shifted as the
decision to leave policy unchanged, some markemark appreciated against the dollar, growth in the
expectation for a tightening by year-end remained. Bundesbank’s M3 monetary aggregate decelerated,
and German business sentiment deteriorated. Also,
Bundesbank officials made periodic comments that
SUPPORT OF THEDOLLAR AGAINST THEMARK held open the possibility of further reductions in the
FROM EXPECTATIONS FORSTEADY ORLOWER Bundesbank’s key repurchase rate. Long-term inter-
GERMAN RATES est rate differentials between the United States and
Germany widened further in favor of the dollar and
May data for German industrial production and contributed to the stabilization of the dollar after its
orders, which were released early in the quartersharp decline in mid-July.
indicated a third consecutive month-to-month rise in  On July 25, at its last meeting before the summer
each series. These data contributed to market percepecess, the Bundesbank disappointed market expecta-
tions that German economic recovery would precluddions, leaving its repo rate unchanged at 3.3 percent,
further Bundesbank interest rate cuts and that markeind the German mark rose sharply. The dollar fell
rates would rise by year-end. The perception thatrom an opening price of DM 1.4905 to a low of
German rates had bottomed contributed to the declin®M 1.4723 on the announcement.
in the dollar against the mark in mid-July when However, in a largely unanticipated move, at its
declines in U.S. equity prices also weighed on theAugust 22 meeting the Bundesbank cut its repo rate
30 basis points to 3 percent. The dollar appreciated
after the Bundesbank’s decision as interest rate differ-
entials between the United States and Germany wid-
ened further in favor of the dollar. After the reduction
market participants generally came to expect that

3. Currency arrangements, September 30, 1996
Millions of dollars

Institution Aty | sept 30.188  monetary policy in Germany would remain stable
P — through the early part of 1997. Reflecting that senti-
RecrprocaL CURRENCY ment, implied yields on three-month Euromark
KRATCEMENTS futures contracts through March 1997 declined to
Austrian National Bank.......... 250 0 levels only slightly above cash rates.
e N I The Bundesbank’s cut in the repo rate fostered an
National Bank of Denmark........ | 250 i i ici
Bank of England. oo | 3600 impression among many market participants that the
Bank of France................... . 2,000 Bundesbank was motivated, at least in part, to ease
Deutsche Bundesbank............ 6,000 .
pressures on other European Union members to meet
Bank of Ithglzirifffffffffffffffffffff 21888 the economic_(_:onvergenc_e.Criteria of the Maastricht
Bank Of MEXICg -+ 3000 Treaty. In addition, the anticipated pressures on Euro-
Bank of Norway . ................| 250 pean currencies during the release of government
Rt SUREIEEEILIEES T o budgets across Europe did not materialize. This led to
e | SEF S sales of Germ.an marks against higher-yielding Eurp-
Dollars against Swiss francs. ... ... 600 pean currencies. In September, the dollar steadily
Dollars against other authorized K
European currencies. ......... 1,250 climbed back above DM 1.52.
Total ... . 32,400 0

U.S. TREASURY

Ex%HANGE STAABILIZATION Funp SUPPORT FOR THEDOLLAR AGAINST THEYEN
URKENCY ARRANGEMENTS FROM RECEDING EXPECTATIONS FOR A

Deutsche Bundesbank............ 1,000 0 TIGHTENING BY THEBANK OF JAPAN
Bank of Mexicd

Regular swaps ................. X 3,000 0 ) o
B . . 3500 Early in the quarter, most market participants
Total? 2500 believed that a hike in Japanese interest rates would

soon follow any tightening by the Federal Reserve.
1. Facilities available to Mexico comprise short-term swaps between theThis assumption came into question however. as

Bank of Mexico and both the Federal Reserve and the ESF, as well as medium- "™, ,
term swaps and government guarantees between the government of Mexico arafficial commentary and the Bank of Japan S quar-

the ESF. The total amount available from both medium-term swaps and govern H
ment guarantees is $20 billion, less any outstanding drawings on the short!:erly OUtIOOk’ released in late ‘]u'y’ SuggeSted that the

term facilities. economy had not achieved a “self-sustaining” recov-
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ery. A sharp decline in Japanese stock prices in lat@reasury note narrowed from 99 to 43 basis points
August further contributed to the belief that the Bankover the period.
of Japan would not raise rates in the near term.
Additional evidence accumulated to suggest that
Japan’s economic recovery remained fragile. OnNNVESTOROPTIMISM IN MEXICO
August 28, a weak Augusfankanreport showed an
unexpected deterioration in business confidence. IThe peso strengthened over the quarter despite peri-
mid-September, the second-quarter report on grossdic concerns about a near-term interest rate hike in
domestic product showed an annualized quarter-orthe United States. Market participants became opti-
quarter decline of 2.9 percent. On the last day of themistic about the strength of Mexico’s economic
quarter, the dollar reached a two-and-a-half year higliecovery, after a 7.2 percent rise in its second-quarter
of ¥111.68 against the yen, boosted by expectation&DP. Domestic interest rates fell, while Mexican
that Japanese investors would increase their invesBrady debt spreads over U.S. Treasuries fell from
ments in higher-yielding foreign assets in the secon®69 to 510 basis points.
half of the Japanese fiscal year. Mexico successfully raised funds in the interna-
The market’s reaction to trade data released duringional capital markets in four issues in the third
the third quarter was mixed. Early in the period, quarter. In July, Mexico issued $6 billion in five-year,
declines in Japan’s trade surplus, the U.S. trade deffloating-rate notes at a spread of 200 basis points over
cit, and the U.S.-Japanese bilateral deficit, albeit all oLondon interbank offered rates, and in September, it
which occurred at a slower pace than the rate oflaced a $1 billion twenty-year Eurobond issue at
decline in previous quarters, supported the dollar. Aiharrower-than-expected spreads over U.S. Treasuries.
the end of the quarter, U.S. trade data for July indicatOn August 5, Mexico repaid in advance $7 billion of
ing a widening overall U.S. deficit as well as a largerthe $10.5 billion outstanding under the U.S. Trea-
bilateral deficit with Japan, prompted a sharp butsury’'s ESF medium-term swap facility. Of this
temporary decline in the dollar. amount, $5 billion was used to repay the two swaps
that had been drawn in April and May of 1995, and
$2 billion was used to pay down 80 percent of the
CONTINUATION OF THEDOWNWARDTREND OF July 1995 drawing. The repayments reduced the
INTERESTRATES INCANADA amount outstanding from these swaps to $3.5 billion.

Low inflation, a firming Canadian dollar, and steady

U.S. monetary policy allowed interest rates to con-TREASURY ANOFEDERAL RESERVEFOREIGN

tinue their downward trend in Canada. Over theEXCHANGERESERVES

period, the Bank of Canada reduced its overnight call

money range 75 basis points. The midpoint of theAt the end of the quarter, the foreign currency reserve

target range ended the quarter at 4 percent, abotioldings of the Federal Reserve System and the ESF

125 basis points below the federal funds rate. By thevere valued at $19.4 billion and $15.9 billion, respec-

end of the period, positive yield spreads betweertively and consisted of German marks and Japanese

Canadian government bonds and comparable U.Sen.

Treasuries existed only beyond the five-year maturity The U.S. monetary authorities invest all their for-

sector. The spread between the benchmark ten-yeaign currency balances in a variety of instruments

Canadian government bond and the ten-year U.Shat yield market-related rates of return and have a

high degree of liquidity and credit quality. A signifi-

cant portion of these balances is invested in German

and Japanese government securities that are held

either directly or under repurchase agreement. As of

September 30, outright holdings of government secu-
rities by U.S. monetary authorities totaled $6.4 billion

stonding saning,  and included investments in Japanese treasury bills

4. Drawings/rollovers and repayments py Mexican
monetary authorities, 1996:Q3
Millions of dollars

Currency arrangements

Exfrii’n;“ees%%i&L‘i?é#rpyundlulgggo My | Aug. | Sept sepeed  and German government securities. Japanese and

_ German government securities held under repurchase

e o o o o o  agreement are arranged either through transactions
Medium-term......... 10500 0 -7,000 O 3,500 executed directly in the market or through agree-

NotE. Data are on a value-date basis. ments with official institutions. Government securi-
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ties held under repurchase agreements by the U.$vested in deposits at the Bank for International
monetary authorities totaled $11.0 billion at the endSettlements and in facilities at other official
of the quarter. Foreign currency reserves are alsmstitutions. O
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Industrial Production and Capacity Utilization
for October 1996

Released for publication November 15 September level; this falloff resulted largely from
shortages of parts made at strike-affected plants in
Industrial production decreased 0.5 percent in OctoCanada and from a strike that had shut down some
ber after a revised gain of 0.3 percent in Septembeidomestic assembly plants late in the month. Manu-
Sharp drops in the production of motor vehicles andfacturing output fell 0.5 percent, and mining output
in the output of related parts and materials accountedropped 1.0 percent; output at utilities was
for the decrease in the overall index. Motor vehicleunchanged. At 126.6 percent of its 1987 average,
assemblies dropped more than 7 percent from theitotal industrial production in October was 3.6 percent

Industrial production indexes

Twelve-month percent change Twelve-month percent change
Total industry 5 Manufacturing 5
+ +
10 10
— — 5 — - 5
| | | | | | | | | | | |
— Materials — 10 — — 10
Durable
— 1 5 | manufacturing 1 5
Product 0 0
uets 10 Nondurable -1 0
manufacturing
— — 5 — 5
| | | | | | | | | | | |
1990 1991 1992 1993 1994 1995 1996 1990 1991 1992 1993 1994 1995 1996
Capacity and industrial production
Ratio scale, 1987 production = 100 Ratio scale, 1987 production = 100
— Total industry ) —1 160  —Manufacturing ) =1 160
- Capacity 1140 kL Capacity - 140
— — 120 — 120
— ) — 100 [ ) — 100
Production Production
— 80 — 80
I I I I O S S N N | I I S I [ S S N N |
Percent of capacity Percent of capacity
Total industry Manufacturing
I~ Utilization -1 9 Utilization -1 0
W 80 W 80
— — 70 — 70
I I I I O S S N N | I I S I [ S S N N |
1982 1984 1986 1988 1990 1992 1994 1996 1982 1984 1986 1988 1990 1992 1994 1996

All series are seasonally adjusted. Latest series, October. Capacity is an index of potential industrial production.
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Industrial production and capacity utilization, October 1996

Industrial production, index, 1987 =100
Percentage change
Category 1996
1996 Oct. 1995
to
July" ‘ Aug.’ ‘ Sept! ‘ Oct.p Julyr ‘ Aug.’ | Sept! ‘ Oct.p Oct. 1996
Total ...ovvii 126.3 126.8 127.2 126.6 .0 4 3 -5 3.6
Previous estimate................... 126.4 126.8 127.1 .0 4 2
Major market groups
Products, totdl ....................... 1225 122.4 123.0 122.7 2 -1 5 -3 3.7
Consumer goods.... 117.3 116.4 116.6 115.8 4 -8 2 -7 .8
Business equipment.. 170.3 171.0 172.3 172.6 1.0 4 .8 2 10.3
Construction supplies. . 112.0 113.5 114.5 114.3 -1.7 13 1.0 -2 55
Materials...............oooieiinnn . 1321 133.6 133.5 132.6 -4 11 -1 -7 3.5
Major industry groups
Manufacturing. ...................... . 1290 129.1 129.5 128.9 3 1 .3 -5 3.6
Durable.............cooooievnnnn. . 1415 142.2 142.6 141.6 2 .6 2 -7 6.1
Nondurable....................... . 1152 114.7 115.1 114.9 5 -5 3 -2 .5
Mining ... . 100.9 103.5 103.4 102.4 -1.8 25 -1 -1.0 4.3
Utilities ... 122.6 124.9 125.3 125.3 -3.1 19 3 .0 3.1
. e MEMO
Capacity utilization, percent Capacity,
per-
centage
1995 1996
Average, Low, High, c;:(?tagggg5
1967-95 1982 1988-89 o
Oct. July Aug.’ Sept’ Oct.p Oct. 1996
Total .. 82.1 71.8 84.9 83.0 83.4 83.4 83.4 82.7 4.0
Previous estimate................... 83.4 83.4 83.3
Manufacturing. ...................... . 814 70.0 85.2 82.2 82.5 82.3 82.3 81.6 4.4
Advanced processing............. 80.7 714 83.5 80.5 80.8 80.6 80.5 79.8 5.2
Primary processing............... 82.6 66.8 89.0 86.1 86.6 86.6 86.5 86.0 25
MiNING ..o . 874 80.6 86.5 87.8 90.3 92.6 92.5 91.6 -1
Utilities ... 86.9 76.2 92.6 89.8 89.6 91.1 91.3 91.3 14

NotE. Data seasonally adjusted or calculated from seasonally adjusted 2. Contains components in addition to those shown.

monthly data.
1. Change from preceding month.

r Revised.

p Preliminary.

higher than it was in October 1995. The utilization of by another sharp increase in information processing
industrial capacity fell 0.7 percentage point, toequipment. The output of industrial equipment edged
82.7 percent, its lowest level since March. down and has changed little, on balance, in recent
When analyzed by market group, the data showmonths. After several weak months, however, the
that the output of consumer goods dropped 0.7 pereutput of other equipment rebounded strongly with a
cent in October, with the decline in motor vehicles 1.2 percent gain attributable to a sharp increase in the
accounting for much of the loss. The production of production of farm equipment.
other consumer durables, however, also declined The output of construction and business supplies
noticeably, in a continuation of the losses that havewas little changed, but the aggregate output of indus-
reduced output in this industry more than 4 percentrial materials fell 0.7 percent. The production of
since June. While all major segments of other condurable goods materials fell 1.0 percent, largely
sumer durables have weakened recently, the applbecause of a drop in parts and materials used pri-
ance segment has had the largest declines over thmarily by the motor vehicle industry. The output of
past few months. The production of consumer nonnondurable materials changed little over the past two
durables was flat, continuing the sluggishness thatonths; although the output of both textile and paper
has persisted over the past year. materials increased, production in these sectors still
The overall output of business equipment, whichremained below their levels in July. The production
had posted sizable monthly gains since May, edgedf energy materials retreated 0.6 percent, with
up only 0.2 percent, restrained by the drop in motordeclines in the production of coal and crude oil.
vehicle assemblies. Excluding motor vehicles, pro- When analyzed by industry group, the data show
duction of business equipment rose 0.7 percent, lethat factory output decreased 0.5 percent in October
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after a 0.3 percent gain in September; the productiomutput equals 100. Capacity utilization, the ratio of
of durable goods dropped 0.7 percent, while that oflP to capacity, will be recomputed on the basis of
nondurable goods slipped 0.2 percent. The output ofevised IP and capacity measures.
durable goods was held down not only by the big The aggregate IP indexes will be constructed with
drop in motor vehicles and parts but also by decreases superlative index formula similar to that introduced
of 0.5 percent or more in the production of lumber, by the Bureau of Economic Analysis as the featured
primary metals, fabricated metal products, electricaimeasure of real output in its January 1996 compre-
machinery, and miscellaneous manufactures. hensive revision of the National Income and Product
The only substantial increases in durable good#Accounts. At present, the aggregate IP indexes are
production were in computer and office equipmentcomputed as linked Laspeyres indexes, with the
and in instruments; small increases occurred in theveights updated every five years. Because of the
output of furniture and of stone, clay, and glassrapid fall in the relative price of computers and
products. Among nondurables, the indexes for textilgperipheral equipment, that periodic updating of
mill products, paper, petroleum refining, and leathemweights is too infrequent to provide reliable estimates
all posted gains of 0.5 percent or more; the producof current changes in output, capacity, and capacity
tion of foods and of printing and publishing also utilization. With the publication of the revision,
advanced. On the negative side, the output of apparelalue-added proportions will be updated annually,
products and of rubber and plastics products felland the new index number formula will be applied to
more than 1 percent. The production of chemicalall aggregates of IP, capacity, and gross value of
products also declined. product. For the most part, relative price movements
The factory operating rate dropped 0.7 percentagamong the 260 individual components of the IP index
point, to 81.6 percent. The rate for advanced-are likely to have little visible effect on total IP.
processing industries, which includes motor vehiclesHowever, the more frequent updating of the relative
and parts, also decreased 0.7 percentage point, frice of the output of the computer industry could
79.8 percent, and the rate for primary-processindower overall IP growth in some years by as much as
industries declined 0.5 percentage point, to 86.0 per¥z percentage point; in other years, the updating of
cent. The operating rate in motor vehicles and partsveights will have virtually no effect. Because the
declined 5.3 percentage points. In addition the operatrew index number formula will slow capacity growth
ing rate in several of its supplying industries fell at as well as IP growth, the effect of the reaggregation
least 1 percentage point; these include primary meten overall capacity utilization should be small.
als, fabricated metals products, electrical machinery, The regular updating of source data for IP will
apparel products, and rubber and plastics productsnclude the introduction of annual data from th@94
The operating rate at mines fell 0.9 percentage pointAnnual Survey of Manufactureand selectedl995
to 91.6 percent, while the rate at utilities remainedCurrent Industrial Report®f the Bureau of the Cen-
unchanged, at 91.3 percent. sus. Available annual data on mining for 1994 and
This release and the history for all published 1995 from the Department of the Interior will also be
series are available on the Board’'s World Wide Webintroduced. Revisions to the monthly indicators for
site at http://www.bog.frb.fed.us. each industry (physical product data, production-
worker hours, or electric power usage) and revised
seasonal factors will be incorporated back to 1992. In
addition, the benchmark index for semiconductor out-
1996 REVISIONANNOUNCEMENT put will be revised back to 1977 to reflect a hedonic
price index, similar in concept to what is used for the
The Federal Reserve will publish revisions of its computer industry.
measures of industrial production (IP), capacity, The statistics on the industrial use of electric power
capacity utilization, and industrial use of electric will be revised back to 1972. These revisions stem
power on January 7, 1997. The revisions of IP, capacfrom three basic sources. First, the new figures incor-
ity, and capacity utilization will incorporate updated porate more complete reports received from utilities
source data for recent years and will feature a changor the past few years. Second, an updated panel of
in the method of aggregating the indexes. From 197 feporters on cogeneration will be fully integrated into
onward, the value-added proportions used to weighour survey of electric power use. Third, the levels of
individual series will be updated annually rather thanthe monthly electric power series for manufacturing
quinquennially. In addition, the IP indexes and theindustries will be benchmarked to indexes derived
capacity measures will be rebased so that 1992 actufilom data published in the Census Bureau’s annual
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surveys and censuses of manufactures. These indextwough the Economic Bulletin Board of the Depart-
will also be revised so that 1992 electric power usagaenent of Commerce; for information about the Bulle-
equals 100. tin Board, call 202-482-1986. In addition to the data

More detail on the plans for this revision is avail- currently provided, the time series of implicit prices
able on the Internet at http://www.bog.frb.fed.us, thenecessary for a user to aggregate IP and capacity
Board’s World Wide Web site. Once the revision is under the new methodology will be provided. For
published, the revised data will be available at thatinformation on these revisions, call the Industrial
site and on diskettes from the Board of Governors ofOutput Section of the Board of Governors at
the Federal Reserve System, Publications Service202-452-3151. O
202-452-3245. The revised data will also be available
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Announcements

APPOINTMENT OF ACOMMITTEE TOREVIEW San Francisco maintains an “effective internal con-
THE FEDERAL RESERVES PARTICIPATION trol structure” for financial reporting of its currency
IN PAYMENTSERVICES and coin holdings, the Federal Reserve Board

announced on October 22, 1996. The audit by
Federal Reserve Chairman Alan Greenspan ha€oopers & Lybrand confirms the results of an exami-
appointed a committee of senior Federal Reservaation by the Board’s financial auditors as well as the
officials, headed by Board Vice Chair Alice M. Reserve Bank’s internal auditors.
Rivlin, to conduct a fundamental review of the Fed- The General Accounting Office (GAO) had called
eral Reserve’s participation in payment services tanto question the integrity of the Los Angeles
banks and other financial institutions. Branch’s internal controls in a recent report. The

The Federal Reserve provides payment serviceS;AO’s concern was based on errors made by the
including check clearing and electronic transfer ofBranch in reports submitted to the Board rather than
funds, to financial institutions and charges a price foron an in-depth review of financial controls. These
the service. It provides similar services as agent foreports are used only for informational purposes and
the U.S. Treasury and other federal agencies. Paymeate distinct from financial accounting records.
services are also performed by the private sector. The Board retained Coopers & Lybrand to conduct

Formation of the special committee is the next stepa comprehensive review of the Branch’s financial
in the continuing review of Federal Reserve paymentontrols to address GAO’s concern. In its opinion,
services discussed by Dr. Greenspan in testimongZoopers & Lybrand said: “In our opinion, manage-
earlier this year before the Senate Banking Commitment’s assertion that the Los Angeles Branch main-
tee. In announcing on October 17, 1996, the formatained an effective internal control structure over
tion of the committee he said: “Given the significant financial reporting for its coin and currency as of
changes occurring in payment processing, this is august 31, 1996, is fairly stated, in all material
opportune time to assess the Fed’s role in the payrespects. . .
ments systems of the twenty-first century.” As further confirmation of the Branch’s internal

Besides Dr. Rivlin, other members of the commit- controls, the Board last month ordered an unan-
tee are Federal Reserve Governor Edward W. Kelleynounced count of all currency and coin holdings at
Jr., William J. McDonough, President of the Federalthe Branch. The results confirmed that the Branch’s
Reserve Bank of New York, and Thomas C. Melzer,balance sheet accurately reflected its currency and
President of the Federal Reserve Bank of St. Louis. coin holdings.

The committee will consider a wide range of
options and will solicit views from within the Federal
Reserve System, financial institutions active in theAPPROVAL OF THEUSE OF CERTAIN
payment system, and other users. The committee heREFERREDSTOCK INSTRUMENTS INMNER 1
the discretion to bring in outside specialists and con-CAPITAL
sultants as part of its inquiry.

Work will begin immediately, but no time frame The Federal Reserve Board on October 21, 1996,
was established for the completion of the commit-approved the use of certain cumulative preferred
tee’s task. Chairman Greenspan asked that the constock instruments in tier 1 capital for bank holding
mittee report to the Board of Governors on progressompanies.
and results. These instruments, which are marketed under a

variety of proprietary names such as MIPS and
TOPRS, are issued out of a special purpose subsidiary
RESULTS OF ANNDEPENDENTAUDIT OF THE that is wholly owned by the parent company. The
LOS ANGELESBRANCH proceeds are lent to the parent in the form of a very
long-term, deeply subordinated note.
An independent outside audit has confirmed that the Bank holding companies seeking to issue such
Los Angeles Branch of the Federal Reserve Bank okecurities should consult with their District Federal
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Reserve Bank. Such arrangements, which give rise to The Board is expanding an exception to the finan-

minority interest upon consolidation of the subsidiarycial assets restriction for the purchase and sale of

with the parent holding company, normally will be government securities to include any asset having a

accorded tier 1 capital status. Minority interest inreadily identifiable and publicly available market

consolidated subsidiaries generally qualifies as tier fjuotation and purchased at that quotation.

capital under the Board’s current capital adequacy

guidelines for bank holding companies.

To be eligible as tier 1 capital, such instrumentsAPPROVAL OF ANEXPANSION OFFEDWIRE

must provide for a minimum deferral period of five OPERATINGHOURS

consecutive years on distributions to preferred share-

holders. In addition, the intercompany loan must beThe Federal Reserve Board on October 30, 1996,

subordinated to all subordinated debt and have thapproved a December 8, 1997, effective date to open

longest feasible maturity. the Fedwire funds transfer service at 12:30 a.m. East-

The amount of these instruments, together withern Time (ET). The current operating hours of the

other cumulative preferred stock a bank holding com+edwire funds transfer service are 8:30 a.m. to

pany may include in tier 1 capital, is limited to 6:30 p.m. ET. The closing time of the Fedwire funds

25 percent of tier 1. Like other preferred stock includ-transfer service remains unchanged.

able in capital, these instruments require Federal Previously, the Board determined that expansion of

Reserve approval before they may be redeemed. the Fedwire funds transfer service to eighteen hours a
day could be a useful component of private-sector
initiatives to reduce settlement risk in the foreign

AMENDMENTS TOEASE FIREWALL exchange markets and to eliminate an operational

RESTRICTIONS ONBECTION 20 SUBSIDIARIES barrier to potentially important innovation in pri-
vately provided payment and settlement services. Par-

The Federal Reserve Board announced on Octcticipation in the earlier Fedwire operating hours is

ber 30, 1996, amendments to ease or eliminate threeoluntary for depository institutions.

of the prudential limitations, or firewalls, imposed on In conjunction with the expansion of Fedwire oper-

the operations of section 20 subsidiaries of bankating hours, the Board has also approved a modifica-

holding companies authorized to underwrite and deation to the daylight overdraft posting times to fix at

in securities. 8:30 a.m. ET the posting time for certain nonwire
The amendments, which are effective January 7{ransactions that are tied to the current opening time
1997, will accomplish the following: of the Fedwire funds transfer service.

« Modify the prohibition on director, officer, and
employee interlocks between a section 20 subsidiarfREGULATIONY: INTERIM RULE AND PROPOSED
and its affiliated banks or thrift institutions (the inter- ACTION
locks restriction)

* Eliminate the restriction on a bank or thrift insti- The Federal Reserve Board on October 24, 1996,
tution acting as agent for, or engaging in marketingannounced an interim rule and requested comment on
activities on behalf of, an affiliated section 20 subsid-certain definitions in connection with easing provi-
iary (the cross-marketing restriction) sions of Regulation Y (Bank Holding Companies) to

» Ease the restriction on the purchase and sale afliminate the requirement that bank holding compa-
financial assets between a section 20 subsidiary anties seek Board approval before engagieghovoin
its affiliated bank or thrift institution (the financial permissible nonbanking activities if the bank holding
assets restriction). company is well-capitalized and meets other criteria

specified in the new Economic Growth and Regula-

With respect to interlocks, the Board is (1) elimi- tory Paperwork Act.
nating a blanket prohibition on employee interlocks, The interim rule also implements provisions of the
(2) replacing a blanket prohibition on director inter- act to establish expedited procedures for well-
locks with one limited to a majority of the board of a capitalized bank holding companies that meet the
section 20 subsidiary and an affiliated bank, andcriteria to obtain Board approval to acquire smaller
(3) replacing a blanket prohibition on officer inter- companies that engage in any permissible nonbank-
locks with one limited to the chief executive officer ing activities listed in Regulation Y as well as to
of each company. engage in nonbanking activities that the Board has
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approved only by order. The interim rule is effective scheduled to be effective in February 1997. These

immediately. lists are published for the information of lenders and
Comment on the definitions noted in the following the general public.
discussion is requested by December 2, 1996. The changes that have been made to the revised

Because the statutory changes, which the Boar@TC list, which now contains 4,718 OTC stocks, are

recommended, are effective immediately, the Boardas follows:

will apply the procedures now to qualifying propos-

als. Proposed amendments to Regulation Y will be ¢« Two hundred sixty-two stocks have been

issued in the near future to implement the changes. included for the first time, 205 under National Market

For purposes of determining the capital levels atSystem (NMS) designation

which a bank holding company shall be considered ¢ Thirty-nine stocks previously on the list have

“well-capitalized” under section 2208 of the act and been removed for substantially failing to meet the

Regulation Y, the Board has adopted, as an interimrequirements for continued listing

rule, risk-based capital thresholds that are the same ¢« One hundred nineteen stocks have been removed

levels as the levels set for determining that a statdor reasons such as listing on a national securities

member bank is well-capitalized under the provisionsexchange or involvement in an acquisition.

established under section 38 of the Federal Deposit

Insurance Act and a modified leverage ratio. This The OTC list is composed of OTC stocks that have

definition was effective October 23, on an interim been determined by the Board to be subject to margin

basis. The Board invites public comment on thisrequirements in Regulations G (Securities Credit by

definition and will adjust the definition as appropriate Persons other than Banks, Brokers, or Dealers), T,

in light of public comment. The Board also invites and U (Credit by Banks for Purchasing or Carrying

comment on how the statutory definitions in sec-Margin Stocks). It includes OTC stocks qualifying

tion 2208 should be applied to foreign banking under Board criteria and also includes all OTC stocks

organizations. designated as NMS securities. Additional NMS secu-
rities may be added in the interim between quarterly
Board publications; these securities are immediately

AVAILABILITY OFREVISEDLISTS OF marginable upon designation as NMS securities.
OVERTHE-COUNTERSTOCKS AND OFFOREIGN The foreign list is composed of foreign equity
MARGIN STOCKSSUBJECT TOMARGIN securities that are eligible for margin treatment at
REGULATIONS broker—dealers. Effective July 1, 1996, foreign stocks

may be included on the foreign list by being deemed
The Federal Reserve Board on October 25, 19960 have a “ready market” for purposes of the Securi-
published a revised list of over-the-counter (OTC)ties and Exchange Commission’s (SEC) net capital
stocks that are subject to its margin regulations (OTGQule. The SEC effectively treats all stocks included on
list). Also published was a revised list of foreign the Financial Times/Standard & Poor’'s Actuaries
equity securities (foreign list) that meet the marginWorld Indices (FT/S&P-AW Indices) as having a
criteria in Regulation T (Credit by Brokers and ready market for capital purposes. The Board is add-
Dealers). ing thirty-six foreign stocks and deleting thirty-one,
The lists became effective November 12, 1996, angrimarily based on changes to the FT/S&P-AW Indi-
supersede the previous lists that were effectiveces. The revised foreign list now contains 1,965
August 12, 1996. The next revision of the lists is securities displayed in country order. O
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Legal Developments

FINAL RULE—AMENDMENTS TOREGULATIONSG, T, U,  Ernst Home Center, Inc.: $.01 par common
AND X EV Environmental, Inc.: $.01 par common

) . Exstar Financial Corporation: $.01 par common
The Board of Governors is amending 12 C.F.R. Parts 207,

220, 221, and 224, its Regulations G, T, U, and X (Securi-

ties Credit Transactions; List of Marginable OTC Stocks;

List of Foreign Margin Stocks). The List of Marginable

OTC Stocks (“OTC List”) is composed of stocks traded

over-the-counter (“OTC") in the United States that have Gametek, Inc.: $.01 par common

been determined by the Board of Governors of the FederaBander Mountain, Inc.: $.01 par common

Reserve System to be subject to the margin requirements

under certain Federal Reserve regulations. The List Oindependence Bancorp, Inc. (New Jersey): $1.00 par common

Foreign Margin Stocks (“Foreign List”) is composed of |nerscience Computer Corporation: Warrants (expire

foreign equity securities that have met the Board'’s eligibil- 11-15-96)

ity criteria under Regulation T. The OTC List and the

Foreign List are published four times a year by the Board,, . . ;

This document sets forth additions to and deletions froml"pOsome Company, Inc., The: Depositary Shares

the previous OTC List and the previous Foreign List. ) . .
Effective November 12, 1996, 12 C.F.R. Parts 207, 220,Maxux Energy Corporation: $4.00 par cumulative convertible

221, and 224 are amended as follows. Accordingly, pursu- Preferred

ant to the authority of sections 7 and 23 of the SecuritiedVedmarco, Inc.: $.001 par common

Exchange Act of 1934, as amended (15 U.S.C. 78g and

78w), and in accordance with 12 C.F.R. 207.2(k) and 207.6New World Power Corporation: $.01 par common

(Regulation G), 12 C.F.R. 220.2 and 220.17 (Regula-

tion T), and 12 C.F.R. 221.2(j) and 221.7 (Regulation U), People’s Bank (Connecticut): 8.5% Series A, no par noncumu-

there is set forth below a listing of deletions from and lative convertible preferred

additions to the OTC List and the Foreign List.

First Charter Bank, N.A. (California): $2.56 par common
Forrest Oil Corporation: Warrants (expire 10-01-96)

Rally’s Hamburgers, Inc.: Rights (expire 09—-20-96)

Republic Security Financial Corp.: Series A, 7.5% par cumu-
lative convertible preferred

Deletions From The List Of Marginable OTC
Stocks

Stocks Removed For Failing Continued Listing

. Seven Hills Financial Corporation: No par common
Requirements

Syquest Technology, Inc.: $.001 par common
American White Cross, Inc.: $.01 par common

AW Computer Systems, Inc.: Class A, $.01 par common Tapistron International, Inc.: $.0004 par common; Warrants
(expire 06—23-97)
Ben Franklin Retail Stores, Inc.: $.01 par common Tinsley Laboratories, Inc.: No par common

Biosys, Inc.: No par common
BPI Packaging Technologies, Inc.: Class B, Warrants (expireJ-S. Diagnostic Labs, Inc.: Class B, Warrants (expire

10-07-96) 10-14-99)
U.S. Homecare Corporation: $.01 par common
Capstone Pharmacy Services, Inc.: Warrants (expire Ultradata Systems, Inc.: Class A, Warrants (expire 02—-01-98)
08-23-96) Urethane Technologies, Inc.: $.01 par common
Cel-Sci Corporation: Warrants (expire 02—-06—-97)
Clothestime, Inc.: $.001 par common Veterinary Centers of America, Inc.: Warrants (expire
10-10-96)

Danskin, Inc.: $.01 par common
David White, Inc.: $3.00 par common Watermarc Food Management Company: $.05 par common
Diacrin Inc.: Units (expire 12—31-2000) Weitzer Homebuilders, Inc.: Class A, $.01 par common
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Stocks Removed For Listing On A National
Securities Exchange Or Being Involved In An
Acquisition

AES Corporation, The: $.01 par common

Agrium Inc.: No par common

Alexander Energy Corporation: $.03 par common
Allegiance Banc Corporation: $1.00 par common
Ambar, Inc.: $.01 par common

America Online Inc.: $.01 par common

Amserv Healthcare Inc.: $.01 par common

Applied Bioscience International, Inc.: $.01 par common
Atria Software, Inc.: $.01 par common

Bailey Corporation: $.10 par common

BayBanks, Inc. (Massachusetts): $2.00 par common
Bayport Restaurant Group, Inc.: $.001 par common
Brenco, Inc.: $1.00 par common

Brooktree Corporation: No par common

Bugaboo Creek Steak House: $.01 par common
Builders Warehouse Association: $.008 par common
BWI/IP, Inc.: Class A, $.01 par common

Canyon Resources Corporation: $.01 par common

CCB Financial Corporation: $5.00 par common

Cellular Communications International, Inc.: $.01
par common

CFB Bancorp (Florida): $2.00 par common

CFI Industries, Inc.: $1.00 par common

Charter Bancshares, Inc.: $1.00 par common

Chartwell RE Corporation: $.01 par common

Chromcraft Revington, Inc.: $.01 par common

Circle Financial Corporation: $1.00 par common

Citicasters Inc.: Class A, No par common

Citizens Security Group, Inc.: $.01 par common

Clinton Gas Systems Inc.: No par common

Fluorsocan Imaging System: $.0001 par common; Redeem-
able Warrants (expire 07—-11-99)

Geriatric & Medical Companies, Inc.: $.10 par common
Golf Enterprises, Inc.: $.01 par common
Guest Supply, Inc.: No par common

Hometown Bancorporation Inc.: $1.00 par common
Hometown Buffet, Inc.: $.01 par common

Image Industries, Inc.: $.01 par common
Innkeepers USA Trust: $.01 par common
Interim Services Inc.: $.01 par common
International Jensen Inc.: $.01 par common
Interpoint Corporation: No par common

JLG Industries, Inc.: $.20 par common

Kahler Realty Corporation: $.10 par common
KFX Inc.: $.001 par common

Landmark Graphics Corporation: $.05 par common
Leader Financial Corporation: $1.00 par common
Loewen Group Inc., The: No par common

Lomak Petroleum, Inc.: $.01 par common

Maic Holdings, Inc.: $1.00 par common

Mark Twain Bancshares, Inc.: $1.25 par common
MDT Corporation: $1.25 par common

Mercury General Corporation: No par common
Microtek Medical, Inc.: $.01 par common
Midlantic Corporation: $3.00 par common
Mississippi Chemical Corp.: $.01 par common
Mountasia Entertainment, Inc.: No par common
MSB Bancorp, Inc. (New York): $.01 par common

Commerce Bancorp, Inc. (New Jersey): $1.5625 par common

Computer Identics Corporation: $.10 par common
CTL Credit, Inc.: $.01 par common

Dairy Mart Convenience Stores: Class A, $.01 par common

Class B, $.01 par common
Davidson & Associates, Inc.: $10.00 par common
DNA Plant Technology Corporation: $.01 par common;
$.01 par convertible exchangeable
Douglas & Lomason Company: $2.00 par common

Eaton Vance Corporation: Non-voting, $.125 par common

Equity Inns, Inc.: $.01 par common

Fahnestock Viner Holdings: Class A, No par common
Fairfax Bank & Trust Comp: $1.25 par common
Financial Security Corporation: $.01 par common

N.S. Bancorp, Inc. (lllinois): $.01 par common
Netstar, Inc.: $.01 par common
Network Express, Inc.: No par common

NHS Financial, Inc.: No par common

NMR of America, Inc.: $.01 par common
NYCOR, Inc.: $1.00 par common; Class A, $1.00 par com-
mon

Orbit Semiconductor, Inc.: $.001 par common

Pacific Basin Bulk Shipping: $.7327 par common; Warrants
(expire 09-30-99)

Parkway Properties, Inc.: $1.00 par common

Patlex Corporation: $.10 par common

PCI Services, Inc.: $.001 par common

Financing for Science International Inc.: $.01 par common;Pediatrix Medical Group, Inc.: $.01 par common

Warrants (expire 05—-19-99)
Firefox Communications, Inc.: $.001 par common
First Washington Realty Trust, Inc.: $.01 par common,;
Series A, cumulative convertible preferred

Perpetual State Bank (North Carolina): $5.00 par common
Pet Practice, Inc., The: $.01 par common

Premier Financial Bancorp, Inc.: No par common
Professional Sports Care Management Inc.: $.01 par common
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Quaker Chemical Corporation: $1.00 par common

Regional Acceptance Corp.: No par common
Renaissancere Holdings, Ltd.: $1.00 par common
RFS Hotel Investors, Inc.: $.01 par common
Roto-Rooter, Inc.: $1.00 par common

Scientific Games Holding Corp.: $.001 par common
Security Capital Bancorp (North Carolina): No par common
Shaw Group, Inc., The: $.01 par common

Sierra On-line, Inc.: $.01 par common

Asia Pacific Resources, Ltd.: No par common
Atria Communities, Inc.: $.10 par common
Ault Incorporated: No par common

Aware, Inc.: $.01 par common

Bank of Los Angeles: No par common; Warrants
(expire 12—01-98)

Bank United Corporation: $.01 par common

Barbers Hairstyling for Men & Women, Inc., The: $.01 par
common

Beverly Bancorporation, Inc.: $.01 par common

Station Casinos, Inc.: $.01 par common; 7% convertible pre-Big Entertainment, Inc.: $.01 par common

ferred
Sunstone Hotel Investors, Inc.: $.01 par common
Sybron Chemicals Inc.: $.01 par common
Syratech Corporation: $.01 par common
Systemed, Inc.: $.001 par common

Third Financial Corporation: $.01 par common
Tucker Drilling Company, Inc.: $.01 par common

U. S. Healthcare, Inc.: $.005 par common
Uniroyal Chemical Corporation: $.01 par common

Billing Information Concepts Corporation: $.01 par common

Blyvooruitzicht Gold Mining Company Limited: American
Depositary Receipts

Bre-X Minerals, Limited: No par common

Buffelsfontein Gold Mines, Ltd.: American Depositary
Receipts

Business & Professional Bank (California): No par common

C. R. Anthony Company: $.01 par common
Cadus Pharmaceutical Corporation: $.01 par common
California Independent Bancorp.: No par common

United Companies Financial: $2.00 par common; $2.00 paiCambridge Heart, Inc.: $.001 par common

convertible preferred
Uunet Technologies, Inc.: $.001 par common

Varitronic Systems, Inc.: $.01 par common

Westcott Communications, Inc.: $.01 par common
WEFS Bancorp, Inc. (Kansas): $.01 par common

Additions To The List Of Marginable OTC Stocks

Abacus Direct Corporation: $.001 par common

ABT Global Pharmaceutical Corporation: No par common

Accumed International, Inc.: No par common; Warrants
(expire 10-14-97)

Ace*Comm Corporation: $.01 par common

Acrodyne Communications, Inc.: $.01 par common

Advance Paradigm, Inc.: $.01 par common

Advanced Deposition Technologies, Inc.: $.01 par common

Advanced Digital Information Corporation: No par common

Advanced Fibre Communications: $.01 par common

Advanced Health Corporation: $.01 par common

Afsala Bancorp, Inc. (New York): $.01 par common

Algos Pharmaceutical Corporation: $.01 par common

AMB Financial Corporation: $.01 par common

Carriage Services, Inc.: Class A, $.01 par common

CCC Information Services Group, Inc.: $.10 par common
Cellegy Pharmaceutical, Inc.: No par common

Cellnet Data Systems, Inc.: $.001 par common

Cherokee Inc.: $.02 par common

Chester Bancorp, Inc.: $.01 par common

Chromatics Color Sciences: $.001 par common
Claremont Technology Group, Inc.: No par common

CN Biosciences, Inc.: $.01 par common

Coffee People, Inc.: No par common

Coinmach Laundry Corporation: $.01 par common
Colossal Resources Corporation: No par common
Company Doctor, The: $.01 par common

Connect, Inc.: $.001 par common

Control Devices, Inc.: $.01 par common

Costilla Energy, Inc.: $.01 par common

County Bank of Chesterfield (Virginia): $5.00 par common
CSI Computer Specialists, Inc.: Class A, $.001 par common
Cuno Incorporated: $.001 par common

Cymer, Inc.: $.01 par common

D&E Communications, Inc.: $.16 par common
Dailey Petroleum Services Corporation: Class A, $.01 par
common

American Bankers Insurance Group: Series B, $1.00 par preBBT Online, Inc.: $.10 par common

ferred
American Disposal Services, Inc.: $.01 par common
American Healthchoice, Inc.: $.001 par preferred
Anacomp, Inc.: $.01 par common; Warrants (expire
06-03-2001)
Anchor Financial Corporation: $6.00 par common
Anika Research, Inc.: $.01 par common
Applied Analytical Industries, Inc.: $.001 par common
Arqule, Inc.: $.01 par common

Diacrin, Inc.: $.01 par common; Warrants (expire
12-31-2000)

Dialysis Corporation of America: $.01 par common

Diedrich Coffee: No par common

Digex, Incorporated: $.01 par common

Digital Solutions, Inc.: $.001 par common

DNAP Holding Corporation: $.01 par common

Document Sciences Corporation: $.001 par common

Dura Automotive Systems, Inc.: Class A, $.01 par common
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Durban Roodepoort Deep, Ltd.: American Depositary
Receipts

Dynamex, Inc.: $.01 par common

Dynamic Healthcare Technologies, Inc.: $.01 par common

Dynamotive Technologies Corporation: No par common

E*Trade Group, Inc.: $.01 par common
Einstein/Noah Bagel Corporation: $.01 par common
Electrosource, Inc.: $.10 par common

Faxsav Incorporated: $.01 par common

Film Roman, Inc.: $.01 par common

First Alliance Corporation: Class A, no par common

First Enterprise Financial Group, Inc.: $.01 par common

First M & F Corporation: $5.00 par common

Flanders Corporation: $.001 par common

Fotoball USA, Inc.: $.01 par common; Warrants (expire
08-12-99)

Fountain Powerboat Industries, Inc.: $.01 par common

FPIC Insurance Group, Inc.: $.10 par common

FX Energy, Inc.: $.001 par common

Gargoyles, Inc.: No par common

Geron Corporation: $.001 par common

GKN Holding Corporation: $.0001 par common

Golden Bear Galf, Inc.: Class A, $.01 par common
Gradall Industries, Inc.: $.01 par common

Grand Premier Financial, Inc.: $.01 par common
Greenstone Resources, Ltd.: No par common

Grootvlei Propritary Mines: American Depositary Receipts

Harmony Gold Mining Co., Ltd.: American Depositary
Receipts

Healthcor Holdings, Inc.: $.01 par common

Hibbett Sporting Goods, Inc: $.01 par common

Home Bancorp of Elgin, Inc.: $.01 par common

Hot Topic, Inc.: No par common

House of Fabrics, Incorporated: $.01 par common

Hvide Marine Incorporated: Class A, $.001 par common

Inamed Corporation: $.01 par common

Industir-Matematik International Corporation: $.01 par com-

mon
Integrated Living Communities, Inc.: $.01 par common
Intelligroup, Inc.: $.01 par common

Intensiva Healthcare Corporation: $.001 par common
Interlink Computer Sciences, Inc.: $.001 par common
International Network Services: No par common
Interwest Home Medical, Inc.: No par common
Invision Technologies, Inc.: $.001 par common

J. W. Charles Financial Services, Inc.: $.001 par common

Jacor Communications, Inc.: Warrants (expire 09—18-2001)

Kapson Senior Quarters Corporation: $.01 par common
Karrington Health, Inc.: No par common
Kitty Hawk, Inc.: $.01 par common

Kushner-Locke Company, The: Series C, Warrants
(expire 07—-25-2001)

Lamar Advertising Company: $.0001 par common
Larson-Davis Incorporated: $.001 par common

Laser Industries Limited: Ordinary shares (par NIS 0.0001)
Lason, Inc.: $.01 par common

LCC International, Inc.: Class A, $.01 par common

Leap Group, Inc., The: $.01 par common

Lightbridge, Inc.: $.01 par common

Lightpath Technologies, Inc.: Class A, $.01 par common
Liguidation World, Inc.: No par common

Luther Medical Products, Inc.: No par common

Markwest Hydrocarbon, Inc.: $.01 par common

Matrix Capital Corporation: $.01 par common

McM Corporation: $1.00 par common

Medi-Ject Corporation: $.01 par common

Medical Alliance, Inc.: $.002 par common

Memberworks, Inc.: $.01 par common

Memco Software Limited: Ordinary shares (NIS .01)

Metro Networks, Inc.: $.001 par common

Metro One Telecommunications, Inc.: No par common

Metzler Group, Inc., The: $.001 par common

Microcap Fund, Inc., The: $.01 par common

Microvision, Inc.: No par common; Warrants (expire
08-27-2001)

Mid-Peninsula Bancorp (California): No par common

Midwest Federal Financial Corporation: $.01 par common

MIM Corporation: $.0001 par common

Modacad, Inc.: No par common

Motrovac Technologies, Inc.: $.01 par common

Mountain Province Mining, Inc.: No par common

Nastech Pharmaceutical Company Inc.: Warrants (expire
12-07-96)

Neotherapeutics, Inc.: No par common; Warrants (expire
09-26-2001)

Netvantage, Inc.: Class A, $.001 par common; Warrants
(expire 05—03-2000)

New York Bagel Enterprises, Inc.: $.01 par common

Nitinol Medical Technologies, Inc.: $.001 par common

North County Bancorp (California): No par common

Nu-Tech Bio-Med, Inc.: $.01 par common

Object Design, Inc.: $.001 par common

Ocwen Financial Corporation: $.01 par common

On Command Corporation: $.01 par common

Optika Imaging Systems, Inc.: No par common

Orckit Communications Limited: Ordinary shares (NIS .10)

Pacific Gateway Exchange, Inc.: $.001 par common

Park Bancorp, Inc. (lllinois): $.01 par common

Parts Source, Inc., The: $.001 par common

Peerless Group, Inc.: $.01 par common

Peerless Systems Corporation: $.001 par common

Pegasus Communications Corporation: Class A, $.01 par com-
mon
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Pegasystems, Inc.: $.01 par common Summit Design, Inc.: $.01 par common
Petroleum Securities Australia Limited: American Depositary Superior Consultant Holdings Corporation: $.01 par common
Receipts Swissray International, Inc.: $.01 par common

Pinnacle Banc Group, Inc.: $4.69 par common Synthetech, Inc.: $.001 par common

Premis Corporation: $.01 par common

Pro-Dex, Inc.: No par common Talx Corporation: $.01 par common

Professional Staff, plc: American Depositary Receipts Techniclone International Corporation: No par common
Technology Modeling Associates, Inc.: No par common

Q.E.P. Co., Inc.: $.001 par common Technology Service Group, Inc.: $.01 par common; Warrants

Quadramed Corporation: $.01 par common (expire 05—-09-99)

Telco Communications Group, Inc.: No par common
R & G Financial Corporation: Class B, $.01 par common Telespectrum Worldwide, Inc.: $.01 par common

R.H. Phillips, Inc.: No par common Teletech Holdings, Inc.: $.01 par common

Rally’'s Hamburgers, Inc.: Warrants (expire 09—26—2000) Teletek, Inc.: $.0001 par common

Raster Graphics, Inc.: $.001 par common Thorn plc: American Depositary Receipts

RCM Technologies, Inc.: $.05 par common Transact Technologies, Incorporated: $.01 par common

Redwood Trust, Inc.: 9.74% Class B, $.01 par cumulativeTranskaryotic Therapies, Inc.: $.01 par common
convertible preferred Tri-Point Medical Corporation: $.01 par common

Reliance Bancshares, Inc.: $1.00 par common Triteal Corporation: $.001 par common

Reliv’ International, Inc.: No par common Trusted Information Systems, Inc.: $.01 par common

Rental Service Corporation: $.01 par common TV Filme, Inc.: $.01 par common

Research Engineers, Inc.: $.01 par common
Resources Mortgage Capital, Inc.: Series C, par cumulativeJ. S. Opportunity Search, Inc.: $.001 par common

convertible preferred Unionbancorp, Inc. (lllinois): $1.00 par common
Response USA, Inc.: $.008 par common United Bancorp, Inc. (Ohio): $1.00 par common
Restrac, Inc.: $.01 par common Universal Outdoor Holdings, Inc.: $.01 par common
RMH Teleservices, Inc.: No par common Usana, Inc.: No par common
Rockshox, Inc.: $.01 par common
Rofin-Sinar Technologies, Inc.: $.01 par common Ventana Medical Systems, Inc.: $.001 par common
RT Industries, Inc.: $.001 par common Versant Object Technology: No par common

Viatel Inc.: $.01 par common

Schmitt Industries, Inc.: No par common Vion Pharmaceuticals, Inc.: $.01 par common
Security Bank Holding Company: $5.00 par common Visigenic Software, Inc.: $.001 par common

Seiler Pollution Control Systems, Inc.: $.0001 par common
Select Software Tools plc: American Depositary Receipts Warp 10 Technologies, Inc.: No par common

Service Experts, Inc.: $.01 par common Westwood Homestead Financial Corporation: $.01 par com-
Shell Seafood Restaurants, Inc.: $.01 par common mon

Signature Resorts, Inc.: $.01 par common White Pine Software, Inc.: $.01 par common

Silicon Gaming, Inc.: $.001 par common Willis Lease Finance Corporation: No par common

Skylands Community Bank (New Jersey): $2.50 par commonWinton Financial Corporation: No par common
Smartserv Online, Inc.: $.01 par common

Solar-Mates, Inc.: $.001 par common; Warrants Xavier Corporation: $.0001 par common
(expire 09—29-2000) Xionics Document Technologies, Inc.: $.01 par common
Source Services Corporation: $.02 par common XLConnect Solutions, Inc.: $.01 par common
South Street Financial Corporation: No par common XOMED Surgical Products, Inc.: $.01 par common
Specialty Catalog Corporation: $.01 par common
Splash Technology Holdings, Inc.: $.001 par common Deletions to the Foreign Margin List
SRS Labs, Inc.: $.001 par common
Staffmark, Inc.: $.01 par common Australia
Stat Healthcare, Inc.: $.01 par common; Warrants Gold Mines of Kalgoorlie Limited: Ordinary shares,
(expire 04—21-98) par A$0.05
Stericycle, Inc.: $.01 par common Posgold Limited: Ordinary shares, par A$0.10
Sterile Recoveries, Inc.: $.001 par common
Storm Technology, Inc.: $.001 par common Canada
Strayer Education, Inc.: $.01 par common Diamond Fields Resources Inc.: No par common
Strongsvile Savings Bank (Ohio): No par common Hemlo Gold Mines Inc.: No par common
Suburban Ostomy Supply Co., Inc.: No par common Scott’s Hospitality Inc.: No par common subordinate-voting

Summit Bank Corporation: No par common Toronto Sun Publishing Corporation: No par common
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France Italy
Docks de France SA: Ordinary shares, par 10 French francs Istituto Bancario San Paolo Ditorino: Ordinary shares, par
Ecco SA: Ordinary shares, par 25 French francs 10,000 lira

Poliet SA: Ordinary shares, par 50 French francs
Mediaset SPA: Ordinary shares, par 1000 lira

Germany
Asko Deutsche Kaughaus AG: Bearer shares par DM 50 Mexico
Kaufhof Holding AG: Bearer shares, par DM 50 Apasco SA: Ordinary shares, No par common

Kaufhof Holding AG: Non-Voting Preferred, par DM 50
Carso Global Telecom S.A. de C.V.: No par common

Italy Cemex S.A. de C.V. (CPO): No par common
SME Societa Meridionale Finanziaria: Ordinary shares,
par 1000 lira Empresas La Moderna S.A. de C.V.: Class Series A registered,
No par common
Japan
Honshu Paper Co., Ltd= 80 par common Gruma S.A. de C.V.: Series 1-B fixed, No par common
Mitsubishi Warehouse & Transportation Co., Lte..50 Grupo Financiero Banammex Accival S.A. de C.V.: Series L,
par common No par variable ordinary shares
Grupo Financiero Bancomer S.A. de C.V.: Series L registered,
Norway No par common
Smedvig ASA: Common Shares, par 3 Norwegian krone Grupo Financiero Bancomer S.A. de C.V.: Series B, No par
common
Transocean ASA: Common Shares, par 5 Norwegian krone Grupo Financiero Inbursa S.A. de C.V.: Series B, No par
common
Singapore Grupo Mexico S.A. de C.V.: Series B, No par common

AMCOL Holdings Ltd.: Ordinary shares, par S$0.25
Industrias PENOLES S.A. de C.V.: No par common

Switzerland
Winterthur Schweizer. Versicherungs GES.: Bearer shares, Norway
par 20 Swiss francs Smedvig ASA: A shares, par 3 Norwegian krone

Smedvig ASA: B shares, par 3 Norwegian krone
United Kingdom
APV plc: Ordinary shares, par 10 p United Kingdom

Alliance Trust plc: Ordinary shares, par 25 p
BET plc: Ordinary shares, par value 25 p

Bilton plc: Ordinary shares, par .125 p British Biotech Group plc: Ordinary shares, par 5 p
Dawson International plc: Ordinary shares, par 25 p Caledonia Investment plc: Ordinary shares, par 5 p

Compass Group plc: Ordinary shares, par 5 p
Fisons plc: Ordinary shares, par value 25 p Cowie Group plc: Ordinary shares, par 5 p

Forte plc: Ordinary shares, par value 25 p
Daily Mail & General Trust plc: A Ordinary Shares, non-
Laing (John) plc: Ordinary shares, par 25 p voting par 50 p
Laing (John) plc: A Ordinary Non-voting 25 p
EMAP plc: Ordinary Shares, par 25 p
Merchants Trust plc, The: Ordinary shares, par 25 p
Hays plc: Ordinary shares, par 1 p
Sun Alliance Group plc: Ordinary shares, par 25 p
Laird Group plc: Ordinary shares, par 25 p
TSB Group plc: Ordinary shares, par value 25 p
Orange plc: Ordinary shares, par 20 p
William Baird plc: Ordinary shares, par 50 p
Perpetual plc: Ordinary shares, par 10 p
Additions to the Foreign Margin List
Railtrack Group plc: Ordinary shares, par 25 p
Germany Refuge Group plc: Ordinary shares, par 5 p
Metro AG: Bearer shares, par DM 50
Metro AG: Preferred Type 1, par DM 50 Scottish Investment Trust plc: Ordinary shares, par 25 p
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Scottish Mortgage & Trust plc: Ordinary shares, par 25 p
Securicor plc: Ordinary shares, par 5 p
Stagecoach Holdings plc: Ordinary shares, par 2.5 p

2461 note), the Board has set forth in paragraph (b) of this
section adjusted maximum penalty amounts for each civil
money penalty provided by law within its jurisdiction. The
adjusted civil penalty amounts provided in paragraph (b) of
this section replace only the amounts published in the
statutes authorizing the assessment of penalties. The autho-
rizing statutes contain the complete provisions under which
the Board may seek a civil money penalty. The increased
penalty amounts apply only to violations occurring after

Thorn plc: Ordinary shares, par 25 p

WPP Group plc: Ordinary shares, par 10 p

FINAL RULE—AMENDMENT TOREGULATIONV

October 24, 1996.
The Board of Governors is repealing 12 C.F.R. Part 245, itdP) Maximum civil money penaltie¥he maximum civil
Regulation V (Loan Guarantees for Defense Production) a§'oney penalties as set forth N the referenced statutory
obsolete. This action does not represent any policy chang&ections are adjuste.d as follows:
but rather eliminates an outmoded regulation and reduces (1) 12U.S.C. 324:

regulatory burden.

Effective October 9, 1996, 12 C.F.R. Part 245 is amended

as follows:

Part 245—[Removed]

1. Part 245 is removed.

FINAL RULE—AVENDMENT TORULES OF PRACTICE
FOR HEARINGS

The Board of Governors is amending 12 C.F.R. Part 263,
its Rules of Practice for Hearings, to include a section
listing increases in the maximum amounts of each civil
money penalty under its jurisdiction. The Board is required
to enact such regulation by the Debt Collection Improve-
ments Act of 1996, which requires agencies to adjust their
statutorily based civil money penalties to account for infla-
tion.

Effective October 24, 1996, 12 C.F.R. Part 263 is
amended as follows:

Part 263—Rules of Practice for Hearings

1. The authority citation for 12 C.F.R. Part 263 is revised to
read as follows:

Authority: 5U.S.C. 504; 12 U.S.C. 248, 324, 504, 505,
1817(j), 1818, 1828(c), 18310, 1831p-1, 1847(b), 1847(d),
1884(b), 1972(2)(F), 3105, 3107, 3108, 3907, 3909;
15 U.S.C. 21, 780-4,780-5, 78u-2; and 28 U.S.C. 2461
note.

() Inadvertently late or misleading reportgiter
alia—$2,000.
(ii) Other late or misleading reportsnter alia—
$22,000.
(iii) Knowingly or recklessly false or misleading re-
ports,inter alia—$1,100,000.
(2) 12 U.S.C. 504, 505, 1817(j)(16), 1818(i)(2) and
1972(F):
(i) First tier—$5,500.
(i) Second tier—$27,500.
(iii) Third tier—$1,100,000.
(3) 12 U.S.C. 1832(c)—%$1,100.
(4) 12 U.S.C. 1847(b)—$27,500.
(5) 12 U.S.C. 1847(d):
(i) First tier—$2,000.
(i) Second tier—$22,000.
(iii) Third tier—$1,100,000.
(6) 12 U.S.C. 1884—$110.
(7) 12 U.S.C. 3909(d)—$1,100.
(8) 15 U.S.C. 78u-2:
(i) 15 U.S.C. 78u-2(b)(1)—$5,500 for a natural person
and $55,000 for any other person.
(i) 15 U.S.C. 78u-2(b)(2)—$55,000 for a natural per-
son and $275,000 for any other person.
(i) 15 U.S.C. 78u-2(b)(3)—%$110,000 for a natural
person and $550,000 for any other person.
(9) 42 U.S.C. 4012a(f)(5):
(i) For each violation—$350.
(ii) For the total amount of penalties assessed under
42 U.S.C 4012a(f)(5) against an institution or enter-
prise during any calendar year—$105,000.

ORDERSISSUEDUNDER BANK HOLDING COMPANYACT

Subpart C—Rules and Procedures for Assessment
and Collection of Civil Money Penalties

Orders Issued Under Section 3 of the Bank Holding

Company Act

2. A new section 263.65 is added to subpart C to read aflacogdoches Commercial Bancshares, Inc.

follows:

Nacogdoches, Texas

Section 263.65—Civil penalty inflation adjustments. Order Approving Acquisition of a Bank

(a) Inflation adjustmentsin accordance with the Federal Nacogdoches Commercial Bancshares, Inc. (“NCB”), a
Civil Penalties Inflation Adjustment Act of 1990 (28 U.S.C. bank holding company within the meaning of the Bank
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Holding Company Act (“BHC Act”), has applied for the Texas? NCB is the second largest commercial banking
Board’'s approval under section 3 of the BHC Act organization in the market, controlling approximately
(12 U.S.C. § 1842) to acquire 6.3 percent of the voting$121 million in deposits, representing 22 percent of total
shares of Security National Bank, both of Nacogdochesdeposits in commercial banks in the market (“market de-
Texas (“Bank”) .t posits”). Bank is the fifth largest commercial banking
Notice of the proposal, affording interested persons arorganization in the market, with approximately $32 million
opportunity to submit comments, has been publishedn deposits, representing 5.9 percent of market deposits. On
(61 Federal Registe36,728 (1996)). The time for filing consummation of the proposal, NCB would remain the
comments has expired, and the Board has considered treecond largest commercial banking organization in the
application and all comments received in light of the Nacogdoches banking market, controlling approximately
factors set forth in section 3(c) of the BHC Act. $153 million in deposits, representing 27.9 percent of
NCB is the 140th largest commercial banking organiza-market deposits. The Herfindahl-Hirschman Index
tion in Texas, controlling approximately $121 million in (“HHI”) in the market would increase by 259 points to
deposits, representing less than 1 percent of total deposi®4095
in commercial banking organizations in the staiank is The Board believes that several features of the Nacogdo-
the 501st largest commercial banking organization inches banking market mitigate the potential anticompetitive
Texas, with approximately $32 million in deposits, repre- effects of the proposal. Eight commercial bank competitors
senting less than 1 percent of total deposits in commercialvould remain in the market in addition to NCB, three of
banking organizations in the state. On consummation ofvhich would each control more than 10 percent of market
the proposal, NCB would become the 122d largest com-deposits. The Nacogdoches banking market also has sev-
mercial banking organization in Texas, controlling approx- eral characteristics that make it attractive for entry. Nacog-
imately $153 million in deposits. doches County has the highest level of total deposits and
NCB proposes to acquire less than 25 percent of thehe second highest population among all non-MSA coun-
voting shares of Bank, which is not a normal acquisitionties in Texas, and the average level of deposits and popula-
for a bank holding company. Nonetheless, the requirement
in section 3 of the BHC Act that the Board’s approval be
obtained before a bank holding company acquires more
than 5 percent of the voting shares of a bank suggests that
Congress contemplated that a bank holding company may
acquire between 5 and 25 percent of the voting shares of a

bank or another bank holding company or may acquir A The Board and th s have found that the rel ¢ banki
; . The Board and the courts have found that the relevant banking
control of a bank or another bank holding company bymarket for analyzing the competitive effect of a proposal must reflect

means other than acquiring 25 percent or more of theommercial and banking realities and should consist of the local area
voting shares. Accordingly, the Board has reviewed thewhere the banks involved offer their services and where local custom-
proposal in accordance with the factors set forth in theers can practicably turn for alternativeee St. Joseph Valley Bank
BHC Act2 68 Federal Reserve Bulleti673, 674 (1982). The key question to be
considered in making this selection “is not where the parties to the
. . . merger do business or even where they compete, but where, within the
Competitive Considerations area of competitive overlap, the effect of the merger on competition
will be direct and immediate.United States v. Philadelphia National

NCB and Bank compete directly in the Nacogdoches,Bank 374 U.S. 321, 357 (1963)nited States v. Philipsburg National

Texas, banking market, which consists of Nacogdoche@ank 399 U.S. 350, 364-65 (1969). The Board has considered NCB's
’ ’ contention that the relevant banking market consists of Nacogdoches

County and the southern one-third of Rusk County, both incounty and Angelina County, also in Texas. The Board believes,
however, that the appropriate market for analyzing the competitive
effects of the proposal is the Nacogdoches banking market. The Board
bases its conclusion on an analysis of employment commuting data,
shopping patterns, newspaper circulation, advertising by financial

1. NCB would acquire the shares from its subsidiary bank, Commer-institutions, loan and deposit data, and interviews with local bankers
cial Bank of Texas, N.A., Nacogdoches, Texas, which acquired theand other officials conducted in 1991, and updated in 1996, by the
shares in the regular course of securing or collecting a debt previouslyederal Reserve Bank of Dallas, and other facts of record that indicate
contracted in good faithSee12 U.S.C. § 1842(a)(A)(ii)); 12 C.F.R. that commuting, travel, and competition between Nacogdoches

225.12(b). County and Angelina County are limited.

2. All banking data are as of June 30, 1995. 5. Under the revised Department of Justice Merger Guidelines
3. The Board has indicated that acquisitions of less than a(49 Federal Registe26,823 (June 29, 1984)), a market in which the
25-percent voting interest may result in a bank holding company’spost-merger HHI is over 1800 is considered to be concentrated. The
obtaining the ability to exercise a controlling influence over the Justice Department has informed the Board that a bank merger or
management and policies of another bank holding comp&eg acquisition generally will not be challenged (in the absence of other

McLeod Bancshares, Inc73 Federal Reserve Bulletii24 (1987); factors indicating anti-competitive effects) unless the post-merger

Hudson Financial Associate®2 Federal Reserve Bulletih50 (1986). HHI is at least 1800 and the merger increases the HHI by 200 points.

NCB has indicated that it may seek to influence the management oThe Justice Department has stated that the higher than normal HHI

policies of Bank, including its dividend policies or practices, if, in the thresholds for screening bank mergers for anti-competitive effects

view of NCB, circumstances would warrant such action as a means ofmplicitly recognize the competitive effect of limited-purpose lenders
receiving fair value for its shares. and other non-depository financial entities.
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tion per banking office in Nacogdoches County substanthree months after the effective date of this order, unless
tially exceed the averages for all non-MSA counties in thesuch period is extended for good cause by the Board or by
state® Population growth and deposit growth also havethe Federal Reserve Bank of Dallas, acting pursuant to
substantially exceeded statewide averages for non-MSAlelegated authority.

counties during recent yeatsTexas law, moreover, per- By order of the Board of Governors, effective October 9,
mits Texas banks to branch statewide, thereby providingl996.

easy entry to the market by potential competitoiEhe

Nacogdoches banking market also has recently experi- Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
enced botlde novoand entry by acquisitioh The Depart- Governors Kelley, Phillips, Yellen, and Meyer. Absent and not voting:
ment of Justice has reviewed the proposal and advised thg°Venor Lindsey.

Board that consummation of the proposal is not likely to
have any significantly adverse competitive effects in the
Nacogdoches banking market and any other relevant bank-
ing marketto

Based on these and all the facts of record, the Boar(g
concludes that consummation of the proposal is not likely
to have a significantly adverse effect on competition or on
the concentration of banking resources in the Nacogdoch
banking market or any other relevant banking market.

In light of all the facts of record, the Board also con-
cludes that the financial and managerial resources an
future prospects of the organizations involved in the pro-
posal are consistent with approval, as are consideration
relating to the convenience and needs of the community t
be served and other supervisory factors the Board mug
consider under the BHC Act.

JENNIFER J. DHNSON
Deputy Secretary of the Board

rders Issued Under Section 4 of the Bank Holding
ompany Act

eFirst Union Corporation
éharlotte, North Carolina

grder Approving Notice to Acquire a Savings
ssociation

Birst Union Corporation, Charlotte, North Carolina (“First
nion”), a bank holding company within the meaning of
e Bank Holding Company Act (“BHC Act”), has re-
guested the Board’s approval under section 4(c)(8) of the
BHC Act (12 U.S.C. § 1843(c)(8)) and section 225.23 of
the Board’s Regulation Y (12 C.F.R. 225.23) to acquire all

Based e § ] 4 all the facts of d th the voting shares of Home Financial Corporation (“Home
ased on the loregoing and all € 1acts of record, €54 0ia1) and its wholly owned subsidiary, Home Sav-

Board has determined that the proposal should be, an gs Bank, FSB (“Savings Bank”), both of Hollywood

hereby is, approved. The commitments and ConditionsFloridal ' ' ’

relied on by the Board in reaching this decision are deemed Notice of the proposal, affording interested persons an

to be conditions imposed in writing by the Board in con- opportunity to submit comments, has been published
?61 Federal Registed4,061 (1996)). The time for filing
comments has expired, and the Board has considered the
notice and all comments received in light of the factors set
Yorth in section 4(c)(8) of the BHC Act.

First Union, with total consolidated assets of
$139.9 billion, operates 12 subsidiary banks in Connecti-
cut, Delaware, the District of Columbia, Florida, Georgia,
Maryland, North Carolina, Pennsylvania, South Carolina,

6. All market comparison data are as of December 31, 1994, excep?ennessee’ and VirginfaFirst Union is the second largest

banking office deposit data as of June 30, 1995. Nacogdoches Coun§€POSItOry organization in Florida, controlling $27.8 bil-
has $59 million per banking office, compared to $32.7 million per lion in deposits, representing approximately 15.7 percent
banking office for all non-MSA counties in Texas, and 6,326 persons
per banking office, compared to 3,656 persons per banking office for
all non-MSA counties in the state.
7. The population in Nacogdoches County increased at an average
rate of approximately 1 percent per year from 1990 through 1994,
compared to an average decline for all non-MSA counties in Texas
during this period. Insured deposits in Nacogdoches County increased
at more than twice the average rate for insured deposits in all non- 1. After acquiring Home Financial, First Union proposes to merge
MSA counties in Texas during this period. Savings Bank with and into its subsidiary bank, First Union National
8. SeeTex. Rev. Civ. Stat. Ann. art. 342-3.203 (West 1996). Bank of Florida, Jacksonville, Florida (“FUNB-FL"). The Office of
9. In 1994, two commercial banks madeda novoentry into the the Comptroller of the Currency (“OCC"), the primary federal super-
market, and two other commercial banks have entered the market imisor of FUNB-FL, has approved the merger under section 18(c) of
recent years by acquiring existing banks. the Federal Deposit Insurance Act (12 U.S.C. § 1828(c), (the “Bank
10. In addition, the Office of the Comptroller of the Currency and Merger Act”)).
the Federal Deposit Insurance Corporation have not objected to the 2. Consolidated asset data are as of June 30, 1996. Deposit data are
proposal. as of June 30, 1995.

Conclusion

enforced in proceedings under applicable law.

The proposed acquisition of Bank’s voting shares shall
not be consummated before the fifteenth calendar da
following the effective date of this order, and not later than



1124 Federal Reserve Bulletin December 1996

of total deposits in depository institutions in the state. manageri@resources of the organizations involved in this

Home Financial is the 23d largest depository organizatiorproposal are consistent with appro®al.

in Florida, controlling $853.2 million in deposits, repre-

senting less than 1 percent of total deposits in depositoryfCompetitive Considerations

institutions in the state. On consummation of the proposal,

First Union would remain the second largest depositoryThe Board has carefully reviewed the competitive effects

organization in Florida, controlling deposits of $28.7 bil- of this proposal in light of all the facts of record, including

lion, representing approximately 16.2 percent of total de-comments from Protestant contending that the proposal

posits in depository institutions in the state. would have significant anticompetitive effects in both
The Board has determined that the operation of a savingbanking markets. First Union and Home Financial compete

association by a bank holding company is closely related talirectly in the Miami-Fort Lauderdale and Highlands

banking for purposes of section 4(c)(8) of the BHC Act. County banking markets, both in Florid.

First Union has committed to conform all activities of  First Union operates the second largest depository insti-

Savings Bank to those permissible for bank holding com-tution in the Miami-Fort Lauderdale banking market, con-

panies under section 4(c)(8) of the BHC Act and Regula-trolling deposits of approximately $8.1 billion, represent-

tion Y.5 ing 17 percent of total deposits in depository institutions in
In order to approve the proposal, the Board also musthe market (“market deposits®* Home Financial oper-

determine that the proposed activities are a proper incident

to banking, that is, that the proposal “can reasonably be

expected to produce benefits to the public, such as greatérs protestant also contends that two recent settlements by First

convenience, increased competition, or gains in efficiencyUnion and pending lawsuits related to its sale of mutual funds in

that outweigh possible adverse effects, such as undue cofflorida raise adverse managerial considerations. The Board has con-

: : .. sidered these comments in light of the various settlements of these
centration of resources, decreased or unfair COmpetltlonr’natters and the correction or termination by First Union of the

conflicts of interests, or unsound banking practices.” ASpyactices that gave rise to these matters and the supervisory assess-
part of its evaluation of these factors, the Board has carements of First Union’s managerial resources. Protestant also notes that
fully reviewed the financial and managerial resources offirst Union is the subject of an employment discrimination lawsuit
First Union, Home Financial, and their respective Subsid-ﬁle‘j by former employees that were laid off in connection with First

Lo Union’s acquisition of First American Metro Corp., McLean, Vir-
laries in l'ght of all the facts of record, and the effect the ginia. Pursuant to Department of Labor regulations, First Union is

transaction would have on such resourt@he facts of  required to file an annual report with the Equal Employment Opportu-

record include confidential reports of examination from thenity Commission (‘EEOC”) covering all employees in its corporate

primary federal Supervisors of the Organizations assessingl’ucture.seﬂl C.F.R. 60—1.7(3) and 60-1.40. The EEOC has juris-
i

s : : iction for determining whether companies are in compliance with the
their financial and managerial resources. Based on all th qual employment statutes. To date, there has been no finding or

facts of record, the Board concludes that the finaf@atl  ,gjudication of illegal employment practices by First Union.
9. Protestant also maintains that Banco Santander, S.A., Madrid,
Spain (“Banco Santander”), has violated the terms of certain passivity
commitments made in connection with its acquisition of a minority
interest in First UnionSee Banco Santander, S.81 Federal Reserve
Bulletin 1139 (1995). The Board previously reviewed and rejected
substantially similar comments from Protestant in connection with
Banco Santander’s acquisition of Banco Central Hispano Puerto Rico,
3. In this context, depository institutions include commercial banks,Hato Rey, Puerto RicoSee Statement by the Board of Governors
savings banks, and savings associations. Regarding the Application by Banco Santander, S.A., to Acquire
4.Seel2 C.F.R. 225.25(b)(9). Banco Central Hispano Puerto Ric82 Federal Reserve Bulleti@33
5. First Union has committed that all impermissible real estate(1996); Letter from Jennifer J. Johnson, Deputy Secretary of the
activities will be divested or terminated within two years of consum- Board, to Matthew Lee, Inner City Press/Community on the Move
mation of the proposal, that no new impermissible projects or invest-(September 13, 1996).
ments will be undertaken during this period, and that capital adequacy 10. The Miami-Fort Lauderdale banking market is approximated by
guidelines will be met excluding impermissible real estate invest-Dade and Broward Counties, both in Florida. The Highlands County
ments. First Union also has committed that any impermissible securibanking market is approximated by Highlands County, Florida.
ties or insurance activities conducted by Savings Bank will cease on 11. Market data are as of June 30, 1995, and are based on calcula-
or before consummation of the proposal. Savings Bank may continugions in which the deposits of thrift institutions are included at 50
to service any impermissible insurance policies for two years afterpercent. The Board previously has indicated that thrift institutions
consummation of the proposal, but may not renew any policies duringhave become, or have the potential to become, significant competitors
this two-year period. of commercial banksSee Midwest Financial Groyp75 Federal
6.Sed?2 C.F.R. 225.24see also The Fuji Bank, Limited5 Federal Reserve Bulletir886 (1989);National City Corporation 70 Federal
Reserve Bulleti®4 (1989);Bayerische Vereinsbank AG3 Federal Reserve Bulletiry43 (1984). Thus, the Board has regularly included
Reserve Bulletii55 (1987). thrift deposits in the calculation of market share on a 50-percent
7. In connection with this proposal, the Board received commentsweighted basisSee, e.g., First Hawaiian, Inc77 Federal Reserve
from Inner City Press/Community on the Move (“Protestant”) main- Bulletin 52 (1991). Because the deposits of Savings Bank would be
taining that the recent downgrading by an independent rating agencgcquired by a commercial banking organization under the proposal,
of its investor outlook for First Union’s debt raises adverse financial those deposits are included at 100 percent in the calculation of First
considerations. The Board has carefully reviewed Protestant’s inforUnion’s pro formamarket shareSee Norwest Corporatiory8 Fed-
mation in light of the overall financial condition of First Union and its eral Reserve Bulletid52 (1992); First Banks, Inc. 76 Federal
subsidiaries, as assessed by their primary federal supervisors. Reserve Bulleti$69, 670 n.9 (1990).
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ates the 20th largest depository institution in the marketbanking market for in-state and out-of-state depository
controlling deposits of approximately $721 million, repre- organizationsg? Last year, a bank entered the market by
senting less than 1 percent of market deposits. On consunacquiring a thrift branch.
mation of this proposal, First Union would continue to The Board sought comments from the United States
operate the second largest depository institution in theAttorney General, and the Attorney General stated that
Miami-Fort Lauderdale banking market, controlling depos-consummation of the proposal would not likely have any
its of approximately $8.8 billion, representing 18.4 percentsignificantly adverse competitive effects. Based on these
of market deposits. On consummation of the proposal, theand all the other facts of record, the Board concludes that
market would remain moderately concentrated, as meaconsummation of this proposal is not likely to have a
sured by the Herfindahl-Hirschman Index (“HHI*},the  significantly adverse effect on competition or the concen-
HHI would increase by 37 points to 1051, and numeroustration of banking resources in the Miami-Fort Lauderdale
competitors would remain in the Miami-Fort Lauderdale or Highlands County banking markets, or any other rele-
banking market. vant banking markeit!
First Union operates the third largest depository institu-
tion in the Highlands County banking market, controlling A. Record of Performance under the Community
deposits of approximately $147.2 million, representing ap-Reinvestment Act
proximately 15.3 percent of total market deposits. Home
Financial operates the fifth largest depository institutionin acting on a proposal to acquire a savings association
in the market, controlling deposits of approximately under section 4(c)(8) of the BHC Act, the Board reviews
$132.3 million, representing 6.9 percent of market deposthe records of the relevant depository institutions under the
its. On consummation of this proposal, First Union would Community Reinvestment Act (12 U.S.C. § 2961 seq)
become the second largest depository institution in thg“CRA"). 15 The Board has evaluated the record of perfor-
Highlands County banking market, controlling deposits of mance of First Union’s depository institutions and Savings
$279.5 million, representing approximately 27.1 percent ofBank in light of the CRA performance examinations by
market deposits. The HHI for the Highlands County bank-their primary federal supervisors.
ing market would increase 238 points to 2273. The Board has carefully considered comments from
A number of factors indicate that the market concentra-Protestant maintaining that First Union’s record of closing
tion as measured by the HHI tends to overstate the compebranches, particularly the number of branches closed in
itive effect of the proposal in the Highlands County bank- Floridas adversely affects its ability to assist in meeting
ing market. For example, eight depository institution the credit needs of its communitiesProtestant also cites
competitors, including the subsidiaries of four large bankdata submitted under the Home Mortgage Disclosure Act
holding companies, would remain in the market after con-
summation of the proposal. Three of these competitors in
addition to First Union would each control more than 13.SeeFla. Stat. ch. 168 (1996).
10 percent of market deposits. The Highlands County 14.Inanalyzing the competitive effects of the proposed transaction,
banking market also has several characteristics that make ikqe Board considered Protestant’s assertion that First Union’s policy

ttracti f trv b t-of ket instituti = imposing a surcharge on ATM transactions by non-customers
attractive 1or entry Dy an out-ol-market Insutution. For .4 have adverse competitive effects by causing customers of small

example, Highlands County is the third largest of the 33panks to terminate their relationships and become customers of large
non-MSA counties in Florida, and its population increasedbanks with extensive ATM networks, like First Union, to avoid the
9.6 percent between 1990 and 1995, compared tgurcharge. The Board notes that Home Financial does not own or

9.3 percent for the 32 other non-MSA counties and goperate any ATMs. Thus, the proposed transaction would not expand
L First Union’s surcharge policy in markets currently served by Home

percent for the state of F_|0|’ida- In adqition, F|0rida’_5 Financial. In addition, Home Financial's customers would gain access
interstate and branch banking laws permit both statewideo a large ATM network, and would no longer be subject to First
branching and interstate banking, and, therefore, presentnion’s surcharge policy. Moreover, it would be speculative to con-

low legal barriers to entry into the Highlands County clude_ how cgstom_ers_of small banks generally woul_d change their
banking relationships in response to surcharge fees implemented by

large banks.
15. See Norwest Corporatiori76 Federal Reserve Bulleti®73
(1990).

12. Under the revised Department of Justice Merger Guidelines, 49 16. Protestant claims that between April 1994 and September 1995,
Federal Register26,823 (June 29, 1984), a market in which the First Union closed 119 branches and opened only eight branches in
post-merger HHI is between 1000 and 1800 is considered moderatelfflorida. Protestant also argues that First Union has closed more than
concentrated, and a market in which the post-merger HHI is abovehalf the branches operated by a Florida thrift it recently acquired, and
1800 is considered highly concentrated. The Justice Department hatat First Union is beginning to close branches acquired in connection
informed the Board that a bank merger or acquisition generally will with its acquisition of First Fidelity Bancorporation, Newark, New
not be challenged (in the absence of other factors indicating anticomdersey, in October 1995, in areas where First Union had no prior
petitive effects) unless the post-merger HHI is at least 1800 and thdanking operations.
merger increases the HHI by more than 200 points. The Justice 17. Protestant also questions whether First Union has correctly
Department has stated that the higher than normal threshold for anlassified certain branch closings as consolidations or relocations that
increase in the HHI when screening bank mergers and acquisitions fowould not require prior notice to the bank’s primary federal supervisor
anticompetitive effects implicitly recognizes the competitive effects of under Section 42 of the Federal Deposit Insurance Corporation Act
limited-purpose lenders and other non-depository financial entities. (“FDI Act”) as implemented by the Joint Policy Statement Regarding
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(“HMDA") by a number of First Union’s subsidiary eated communities, and has developed a number of afford-
bankg8 and First Union’s mortgage company to support itsable credit products in response to identified needs. In
contention that First Union has not adequately providedaddition, the 1994 CRA performance evaluation for
outreach to, or assisted in meeting the credit needs offUNB-FL noted that the bank actively participates in
Hispanics and African Americans in its delineated commu-government-sponsored programs such as those of the Small
nities, and that First Union may have violated fair lending Business Administration, the Federal Housing Administra-
laws. tion, the Florida Housing Finance Agency, and the Jack-
An institution’s most recent CRA performance evalua- sonville Economic Development Authority. Examiners also
tion is a particularly important consideration in the applica- noted that FUNB-FL's geographic distribution of credit
tions process because it represents a detailed on-site evalapplications and approvals reflects a reasonable penetration
ation of the institution’s overall record of performance throughout its delineated communities. The 1994 CRA
under the CRA by its primary federal supervi$drin performance evaluation for FUNB-FL also stated that the
addition, the Board considers an institution’s policies andbank had exhibited a high level of participation in commu-
practices for compliance with applicable fair lending laws. nity development programs, and noted that the bank had
The Board also takes into account information on an insti-taken a leadership role in identifying community develop-
tution’s lending activities that assist in meeting the creditment opportunities and making investments in worthwhile
needs of low- and moderate-income neighborhoods. programs that benefit its local communities, particularly
Performance Examination#ll of First Union’s subsid-  those that benefit low- and moderate-income (“LMI")
iary banks received a CRA performance rating of “satisfac-areas.
tory” or “outstanding” in their most recent evaluations for ~ Record of Opening and Closing Branchétome Sav-
CRA performance by their primary federal supervisors.ings Bank BranchesThe Board has considered the effect
First Union’s lead subsidiary bank, First Union National of the proposal on the branches currently operated by
Bank of North Carolina, Charlotte, North Carolina, and Savings Bank in light of Protestant's comments and the
FUNB-FL received “outstanding” and “satisfactory” rat- Branch Policy Statemet. Savings Bank operates eight
ings, respectively, from their primary federal supervisor, branches in three counties in Florida. First Union indicates
the OCC, at their most recent examination for CRA perfor-that two of Savings Bank’s branches would cease opera-
mance, as of April 1994 Savings Bank also received a tions and would be merged with two branches of FUNB-
“satisfactory” rating from its primary federal supervisor, FL. One of the branches is located in a LMI census tract
the Office of Thrift Supervision, at its most recent examina-and the other is located in a middle-income census tract. In
tion for CRA performance, as of May 1994. each case, the First Union branch that would survive is
Examiners noted that FUNB-FL has taken a number oflocated within one-quarter mile of the Savings Bank
actions to ascertain effectively the credit needs of its delin-branch. Savings Bank’s customers would continue to be
adequately served because the First Union branches oper-
ate in the same neighborhood and census tracts as the

Branch Closings (“Branch Policy Statement”). 12 U.S.C. § 1831r-1; branches that would cease operatighs.
58 Federal Registed9,083 (1993).

18. The banks are located in the District of Columbia, Florida,
Georgia, Maryland, North Carolina, South Carolina, Tennessee, and
Virginia. 21. 58Federal Registed9,083 (1993). First Union has submitted

19. The Statement of the Federal Financial Supervisory Agenciegonfidential branch closing information in connection with the pro-
Regarding the Community Reinvestment Act provides that a CRAposal. Protestant asserts that this information should be disclosed
examination is an important and often controlling factor in the consid-under the Board’s application processing procedures that generally
eration of an institution’s CRA record and that reports of these prohibitex partecommunications during the processing of an applica-
examinations will be given great weight in the applications process.tion. The Board notes that its rules regarding access to information
54 Federal Registefl 3,742 and 13,745 (1989). under the Freedom of Information Act (“FOIA") provide the appropri-

20. The OCC conducted joint examinations of eight of First Union’s ate framework for considering a commenter’s challenge to confiden-
subsidiary banks in April 1994. The remaining six subsidiary banks,tial treatment accorded an applicant's submissions, and that Protes-
First Union National Bank of Georgia, Atlanta, Georgia; First Union tant’s challenge here was reviewed under those rules and denied. The
National Bank of Maryland, Rockville, Maryland; First Union Na- Board'’s rules do not provide a commenter access to information that
tional Bank of South Carolina, Greenville, South Carolina; First is otherwise exempt from disclosure under FOIA. Protestant, more-
Union National Bank of Tennessee, Nashville, Tennessee; First Uniorover, has been provided with all non-confidential submissions by First
National Bank of Virginia, Roanoke, Virginia; and First Union Na- Union that respond to particular issues raised by Protestant.
tional Bank of Washington D.C. each received “satisfactory” CRA  22. The Board notes that Section 42 of the FDI Act requires that the
performance ratings from the OCC. First Union North, Avondale, bank’s primary federal supervisor receive notice at least 90 days
Pennsylvania (formerly known as First Fidelity Bank, N.A.) also before the date of the proposed branch closing, and that the bank
received a “satisfactory” rating from the OCC at its most recent provide the reasons and other supporting data for the closure consis-
examination for CRA performance, as of July 1994. In addition, First tent with the institution’s written policy for branch closings. For the
Union Bank of Connecticut, Stamford, Connecticut (formerly known reasons noted above, the two Home Savings branches that would
as First Fidelity Bank), and First Union Bank of Delaware, Wilming- cease operations appear to meet the criteria for a relocation. The Joint
ton, Delaware (formerly known as First Fidelity Bank) both received Policy Statement provides that each federal banking agency must
“satisfactory” ratings from their primary federal supervisor, the Fed- examine compliance with Section 42 of the FDI Act as part of an
eral Deposit Insurance Corporation (“FDIC”), at their most recent institution’s CRA performance evaluation and may make adverse
examinations for CRA performance, as of March 1995 and April findings in the evaluation or take appropriate enforcement action
1995, respectively. against an institution that fails to comply. The CRA examination for
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Other BranchesProtestant’'s allegations also relate to that the bank had followed its policies in evaluating the
the effects of branch closings by First Union banks inimpact of branch closings on its communities, including
Florida from April 1994 to September 1995 and the branchlow- and moderate-income areas. First Union has informed
closings in connection with the First Fidelity acquisition. the Board that it followed these policies when it closed the
None of these branch closings is related to the transactioflorida branches. First Union also stated that similar poli-
under review in this application. cies have been adopted at the former First Fidelity subsid-

Section 4 of the BHC Act provides that the Board mustiaries and have been followed in connection with those
evaluate whether the proposed transaction would result imnstitutions’ branch consolidations and closings.
public benefits that outweigh potential adverse effects. HMDA Data and Lending ActivitiesThe Board has
Because these branch closings are not related to the Honzarefully reviewed HMDA data submitted by First Union
Savings transaction, the effect of these branch closings iand First Fidelity in light of Protestant's comme#tsThe
not directly relevant to the factors that must be consideredBoard previously has reviewed 1993 and 1994 HMDA data
in evaluating the Home Savings transaction. The branclsubmitted by First Union and First Fidelity in light of
closing policies used by First Union would, however, re- similar comments from Protesta##tThe data indicate that
flect on the managerial resources and would govern futuréirst Union has continued to increase its percentage of
branch closings at Home Savings. Consequently, théhome mortgage loans to LMI individuals and African-
branch closing policies of First Union have been reviewedAmerican borrowers. For example, 1995 HMDA data for
in this case. FUNB-FL has adopted First Union’s corporateFirst Union show that, although the overall total number of
policy for branch closures that provides for an objective HMDA-related loans reported for First Union’s bank and
determination of branches to be closed, consideration ofmortgage subsidiaries generally decreased, the percentage
alternative solutions, examination of options to minimize of applications from LMI individuals and African Ameri-
potential adverse effects on and inconvenience to the concan borrowers increased in most of First Union’s service
munities, and sufficient notice to the communities. Theareas. In addition, the number of HMDA-related applica-
policy also requires additional analyses, community con-tions received by FUNB-FL from Hispanics has increased
tacts and/or review of need ascertainment calls when angteadily from 1993 to 1995 and the disparity between the
branch closing affects a LMI community. rates of approval and denial for Hispanic applicants at

In addition, the effect of all branch closings is reviewed FUNB-FL continues to decrease. In 1995, in the Miami
in the CRA examination process and the results of thes@1SA, where approximately 49 percent of the population is
on-site examinations have been carefully considétéd.  Hispanic, approximately 52 percent of all HMDA-related
this case, the Florida branch closings identified by Protesapplications were from Hispanics.
tant will be reviewed by the OCC in the next CRA perfor- The data for First Union and First Fidelity also reflect
mance examination of FUNB-FL, and the branches of thesome disparities in the rate of loan orginations, denials, and
former First Fidelity banks will be reviewed in the next applications by racial group or income level. The Board is
CRA performance examination by the appropriate federatoncerned when the record of an institution indicates such
supervisor for the particular bank that closed the branchdisparities in lending, and believes that all banks are obli-
The OCC reviewed the general policy employed bygated to ensure that their lending practices are based on
FUNB-FL in closing branches, and the branches actuallycriteria that assure not only safe and sound lending, but
closed by FUNB-FL before April 1994, in connection with also assure equal access to credit by creditworthy appli-
the bank’s 1994 CRA performance examination. The OCCcants regardless of race. The Board recognizes, however,
determined that FUNB-FL has formal procedures for openthat HMDA data alone provide an incomplete measure of
ing and closing offices that are designed to maintain aan institution’s lending in its community because these
reasonable level of services in each delineated communitgata cover only a few categories of housing-related lending
and that its branches are readily accessible to all segmengnd provide limited information about the covered lo&ns.
within its delineated communities. The OCC concludedHMDA data, therefore, have limitations that make the data

FUNB-FL noted compliance by the bank with Section 42 of the FDI  24. HMDA data filed by the mortgage subsidiary of First Union and
Act. The Board has given the OCC and the FDIC copies of ProtesFirst Fidelity have been combined with data for the banking subsid-
tant's comments regarding First Union’s designation of recent branchary operating in each state, as appropriate. First Fidelity’s data also
closings as consolidations or relocations for evaluation in the nextinclude the data for the First Fidelity Urban Investment Corporation.
CRA performance examinations. First Union’s data do not include the HMDA data reported by First
23. The on-site CRA examination includes a review of the types of Union Home Equity Bank because the subsidiary takes the majority of
lending and banking services provided by the closed branch, the typeits applications by telephone and is therefore not required to record the
of lending and banking services available from the institution’s re- race of the borrower under applicable law. Data for First Union and
maining branches and alternative systems for delivering bankingrirst Fidelity have been considered separately because First Union did
services, the proximity of the closed branch to the other branches ohot consummate its acquisition of First Fidelity until year-end 1995.
the institution, and the needs for lending and banking services of the 25. See First Union/First Fidelity81 Federal Reserve Bulletiat
particular area. An on-site examination also provides examiners withl147-48.
the opportunity to consider the institution’s overall business strategy 26. These data, for example, do not provide a basis for an indepen-
for closing branches such as cost, profitability and effective servicedent assessment of whether an applicant who was denied credit was,
delivery. in fact, creditworthy. Credit history problems and excessive debt
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an inadequate basis, absent other information, for concludthat represent a broad range of communities, including
ing that an institution has engaged in illegal discrimination LMI areas. First Union’s subsidiary banks also used news-
in lending. paper and radio to advertise their products and services to
Because of the limitations of HMDA data, the Board hasLMI residents, including a series featuring CRA-related
carefully reviewed other information, particularly examina- products that is used in local publications that focus on
tion reports that provide an on-site evaluation of compli- LMI individuals and minority small business owners. First
ance by First Union and Savings Bank with the fair lendingUnion also has implemented a number of specialized lend-
laws 27 The examinations of First Union’s subsidiary bank, ing programs such as the Affordable Home Mortgage Loan,
the examinations of First Fidelity’s subsidiary banks, andwhich is a specialized product offering flexible terms such
Savings Bank found no evidence of prohibited discrimina-as flexible debt-to-income requirements and lower down
tion or other illegal credit practices at the institutions. payments. Other programs designed for LMI individuals
Examiners also found no evidence at any of the institutionsncluded the Special Home Improvement Loan, which of-
of any practices intended to discourage applications for thders rebates for timely payments, flexible debt-to-income
types of credit listed in the banks’ CRA statement. ratios, and no origination fee; Special Instant Cash Re-
As discussed in more detail in the First Union/First serve, a revolving line of credit that acts as an instant loan
Fidelity Order, the 1994 examinations of First Union’s and overdraft protection; and Special FirstAdvance, an
subsidiary banks considered that the geographic distribuansecured line of credit with flexible debt-to-income ratios.
tion of credit showed reasonable penetration of all seg+First Union banks also offered loans under government-
ments of each bank’s communities, including LMI neigh- insured loan programs, such as the Small Business Admin-
borhoods. The 1994 examinations also found that thestration, the Federal Housing Authority, and the Veterans
delineations by all of First Union’s subsidiary banks of Administration, and made a number of small business
their local communities were reasonable and did not arbi{oans to borrowers in LMI census traéts.
trarily exclude LMI areas. Finally, the 1994 First Union
examinations indicated that all of the subsidiary banksB. Conclusion Regarding CRA Considerations
solicited and accepted credit applications from all seg-
ments of their delineated communities, including individu- The Board has carefully reviewed all the facts of record in
als in LMI areas. considering the CRA performance record of Bank, includ-
First Union also has taken a number of steps to increaseng information provided by commenters to the proposal,
lending by its subsidiary banks to LMI and minority bor- First Union’s responses, and results of the performance
rowers. For example, First Union has implemented a secexaminations of First Union’s subsidiary banks and Sav-
ond review of denied loan applications for mortgages andngs Bank. Based on this review, and for the reasons
consumer loans to ensure that consistent loan decisions adéscussed above and in the First Union/First Fidelity Order,
made. The second review is conducted before a final deciwhich are incorporated herein by reference, the Board
sion is made for all these types of loans for which denial isconcludes that considerations relating to the CRA are con-
recommended. Other corporate fair lending programs insistent with approved?
clude semi-annual reviews of files to assess the level of
assistance to applicants and the basis for lending decisions,
regression modeling to test for variances in rates charged 28. The Board has carefully reviewed Protestant’s assertion that
to borrowers, matched-pair shopping to gauge the qualityFirst Union’s account requirements to qualify for lower fees adversely
and level of assistance provided to loan applicants, andffect the a_bility of LMI individuals_to obt_ain banking services. The
annual policy reviews to ensure that policies are nonC”S_Boar_d previously has noted that First Union provides a full range of
- . - . credit products and banking services that assist in meeting the credit
criminatory. Examiners noted in First Union’s 1994 exam- anq banking needs of LMI individuals, including products to provide
inations that management of all the subsidiary banks haebans in small amounts to LMI individuals, no-minimum-balance
implemented comprehensive training and compliance prochecking accounts for LMI customers that allow a certain number of

grams to support equal treatment in lending and to ensurgee posted checks per statement per?od, anc_! overdraft protection for

that all l t treated fairl small business owners. There is no evidence in the record that the fees
a . a apP ICantS \_Nere reated fairly. charged by First Union are based on any factor that would be prohib-
First Union has implemented a number of outreach andied under law. While the Board has recognized that banks help serve

lending activities to assist in meeting the credit needs ofthe banking needs of their communities by making basic banking

areas with predominately LMI and minority residents. Out- services available at nominal or no charge, the CRA does not impose

: : : any limitation on the fees or surcharges for services.
reach efforts noted by examiners included ongoing commu 29. Another protestant (“Florida Protestant”) has reiterated his

nications with community, civic, and neighborhood groups contention that First Union practices “price discrimination” by charg-
ing customers outside First Union’s home state of North Carolina,
particularly in Florida, higher fees for certain services. The Board
levels relative to income—reasons most frequently cited for a creditpreviously has reviewed Florida Protestant’s comments in light of the
denial—are not available from the HMDA data. factors required to be considered under sections 3 and 4 of the BHC
27. As noted in the First Union/First Fidelity Order, the OCC, Act. SeeFirst Union/First Fidelity Order, 8Federal Reserve Bulletin
contrary to Protestant’s assertion, reviewed a sample of loans made bgt 1151; First Union/Society First Order. The Board has also reviewed
First Union’s mortgage company in reviewing compliance with appli- these comments again in this case and concludes that this proposal and
cable fair lending laws by First Union’s subsidiary banks in the 1994 prior acquisitions by First Union in Florida would not sufficiently
CRA performance evaluations. lessen, and have not sufficiently lessened, competition in the relevant
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Conclusion The Governor and Company of the Bank of Ireland

For the reasons discussed above, and in reliance on all thIBUblln’ Ireland

commitments made in connection with this proposal, andOrder Approving Notice to Engage in Nonbanking
the conditions discussed in this order, the Board Concmdeictivities

that the proposal is not likely to result in decreased or
unfair competition, conflicts of interests, unsound bankingT
practices, undue concentration of resources, or other aq

verse effects. The Board expects, moreover, that the acquhﬁeaning of the Bank Holding Company Act (‘BHC Act’)
sglgndof Hom(_a Flna}[ncL?l by FF.'rSt Up;yon wct>uld pr0\l/|de has requested the Board'’s approval under section 4(c)(8) of
added convenience 1o Home Financlal's CUSIomers. I pafy,, gy act (12 U.S.C. § 1843(c)(8)) and section 225.23

ticular, I_-I_ome Financial would be_ able to offer its custom- of the Board's Regulation Y (12 C.F.R. 225.23) to acquire
ers additional products and services that are currently of-

- . ; ST . - a 50-percent equity interest in BBOI Worldwide LLC,
brokerage senvices, Imvesiment products, e card salenVel: Colorado (Company’), ale novojoint venture
. 9 N P N company, and thereby engage in providing investment and
vices, trust services, management advice, and access to

X - fHancial advisory services under section 225.25(b)(4)(ii),
extensive ATM network. Accordingly, the Board has deter-gii) and (iv) of Regulation Y (12 C.F.R. 225.25(b)(4)(i),

he Governor and Company of the Bank of Ireland, Dub-
in, Ireland (“BOI"), a bank holding company within the

n}gl(je[?céhafjl;m;sb%':gfﬁiatlh;tar(])urtivaesioﬂa:rzy ta)l?jvi)r(gee(gggc: iii) and (iv)) and administrative services to open-end in-
p P 9 y estment companies (“mutual funds” or “funds®.BOI

under the proper incident to banking standard of SeCtioq/vould hold its equity interest in Company through its
4(c)(8) of the BHC Act. - o
Based on the foregoing and all other facts of record,SUbS'dlary’ Bank of Ireland Asset Management (U.S.) Lim

including all the commitments made by First Union in ited, Dublin, Ireland ("BIAM”). The remaining 50 percent

connection with this proposal, the Board has determine “ »
that the application should be, and hereby is, approved.nc" Denver, Colorado (*Berger’).

The Board’ roval is exoressl nditioned on comoli- Notice of the proposal, affording interested persons an
€ board's approval IS expressly co oned on comp opportunity to submit comments, has been published

22rﬁﬁeté¥io?r§\t/itgn;ﬁir; W'rtg 3!;12; don\jvrirt]tlwmzligtscgﬂz(ijtﬁ)r:g (61 Federal Register9,462 (1996)). The time for filing
referred to in this ordgr Igor purposes of this action thecomments has expired, and the Board has considered the

. L ) ', ~notice and all comments received in light of the factors set
commitments and conditions relied on by the Board iNorth in section 4(c)(8) of the BHC Act.

reaCh"?g th_is_ decision are deemed to be con_ditions im- BOI, with total consolidated assets of approximately
posed '3 W“t'n?. anl:(JjI’ a:s such, may be enforced in Ioroceecj$32.9 billion, is the 186th largest bank in the world, and
INgs under applicable law. the second largest banking organization in Irelaal the

Ynited States, BOI operates a branch in New York, New

months following the effective date of this order, unlessYork and owns 23.5 percent of the voting shares of Citi-
such period is extended for good cause by the Board or b&ens’ Financial Groﬁp, Inc., Providence, Rhode Isfand.

the Federal Reserve Bank of Richmond, acting pursuant to Both BIAM and Company are investment advisors regis-

deéeg%tr%i?lgp?rrll;yéoar d of Governors. effective Octo tered with the SEC under the Investment Advisers Act of
ber{S 1996 ' 194_0 (15 U.S.C. §80b-ét sm_aq) (“Advisers A_ct") ano_l are
’ ) subject to the recordkeeping and reporting obligations,
Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and fiduciary standards, and other requirements of the Advisers
Governors Lindsey, Phillips, Yellen, and Meyer. Absent and not Act and the SEC. Initially, Company would provide advi-
voting: Governor Kelley. sory and administrative services to funds organized by
JENNIFER J. DHNSoN  Berger that would bear the name “Berger/BIAM” (“the

Deputy Secretary of the Board Funds’)?

Cinterest in Company would be held by Berger Associates,

banking markets to permit First Union unilaterally to determine pric- 1. Company would provide advisory services only to institutional
ing policy for the banking industry in Florida or act as a price leader in customers as defined in Regulation Y. 12 C.F.R. 225.2(g).

the markets. The Board has concluded that First Union’s prior acquisi- 2. Asset data are as of March 31, 1996. Foreign ranking data are as
tions have not given it a dominant market position, and that otherof December 31, 1995.

firms are likely to have sufficient capacity to prevent First Union from 3. The subsidiary banks of Citizens Financial Group are Citizens
achieving a dominant market position. In addition, there is no evi- Savings Bank and Citizens Trust Company, both of Providence,
dence that First Union sets its fees on a basis prohibited undeRhode Island; Citizens Bank of Massachusetts, Boston, Massachu-
applicable fair lending or banking laws, and, in general, fair lending setts; and Citizens NH Bank, Manchester, New Hampshire.

laws do not prohibit a depository institution from charging different 4. The initial group of the Funds has been organized in a master-
fees in different parts of the country. The Board previously hasfeeder structure in which several feeder funds may invest in a master
provided Florida Protestant's comments to the OCC, the primaryportfolio (“Portfolio”). In providing services to the Funds, Company
federal regulator of FUNB-FL, and the appropriate agency to deter-would enter into an investment advisory agreement and an administra-
mine whether the bank has violated the Equal Credit Opportunity Acttive services agreement with each Portfolio. Company then would
(15 U.S.C. 88 169%t seq). enter into a sub-advisory agreement with BIAM and a sub-
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Berger also is an investment advisor registered with theGlass—Steagall Act
SEC under the Advisers Act, and it provides discretionary
investment management services to institutional clientsnder the Glass—Steagall Act, a company that owns a
including mutual funds, pension and profit-sharing plans.member bank may not control “through stock ownership
Berger provides certain administrative, recordkeeping, anar in any other manner” a company that engages princi-
marketing services with respect to mutual funds for whichpally in distributing, underwriting or issuing securities.
Berger serves as investment advisor (“Berger Funds”).The Board previously has determined that the Glass—
Berger is currently engaged in organizing and sponsoringsteagall Act does not prohibit a bank holding company
mutual funds and plans to distribute funds through Bergeifrom serving as investment advisor to a mutual fand.
Distributors, Inc. Berger has organized seven registered, In Mellon, the Board determined that the bank holding
open-end investment companies, with assets of $3.4 bilecompany would not control a mutual fund by virtue of
lion, as of October 7, 1996. serving as investment advisor to the fund, providing admin-
The Board previously has determined by regulation thatistrative services to the fund and having limited employee
the investment advisory services that BOI proposes tdnterlocks with the fund. The Board reasoned that control
conduct through Company are closely related to bankingf the fund would rest with the board of directors of the
and permissible for bank holding companies under sectioriund, which would be wholly independent of Mellon. The
4(c)(8) of the BHC Act The Board also previously has Board noted that the policy-making authority for a fund
determined that the administrative services BOI proposesests with that fund’s board of directors, which, under the
to provide through Company are closely related to bankingederal securities laws, must have a number of independent
within the meaning of section 4(c)(8) of the BHC Act. directors and is responsible for the selection and review of
BOI has committed to conduct the proposed activitiesthe investment advisor, underwriter and other major con-
subject to the prudential and other limitations establishedractors with the fund. Mellon also committed that it would
by the Board irMellon, except as discussed beldw. not have any director or officer interlocks with funds to
which it provided both advisory and administrative ser-
vices. The Board permitted Mellon to have one director
interlock with a fund to which Mellon provided only
administrative services (but not investment advisory ser-
vices) on the rationale that the countervailing influence of
administration agreement with Berger. The Funds would be distrib-@n independent advisor, in addition to the presence of the
uted through Berger's newly formed broker-dealer subsidiary, Bergeiindependent directors on the fund’'s board of directors,
Distlt’)ibLitors, !n::., or IQL‘;T?Snﬁg"i[}ﬂﬁﬁins%?Qt ﬂﬁt;rli)lutg,cirs‘?oxggsldwould not permit Mellon to control the fund.
Q?E(;).p;%%ng;gar;: PLC32 Federal Reservg BuIIet)i/mSS atn.7 .Thls proposal differs fronMeIan in the following ways.
(1996) (“Barclays). First, BOI proposes that two officers of Company serve on
5. 12 C.F.R. 225.25(b)(4). BOI also proposes to advise customeréhe 11-member board of trustees of funds for which Com-
on the purchase of contracts for the forward delivery of foreign pany will serve as both investment advisor and administra-
currency to hedge foreign exchange exposure. BOI would provide thiggr gecond, BOI proposes that one of these officers also
advice only in connection with advising a customer to purchase . )
foreign-denominated securities. As proposed, this advice with respecf?‘erve as presujent Of. _the Funds. These officer ‘T’md trustee
to forward contracts is incidental to the provision of investment interlocks are in addition to several employee interlocks
advice. that are consistent with the Board’s decisionMellon.1°
6. See Mellon Bank Corporatiory9 Federal Reserve Bulletii26 ~ |n this case, despite the absence of an independent invest-
(1993) (*Mellor). The administrative services that Company would 0t 4 4visor, the Board does not believe that the proposed
provide to mutual funds include computing the fund’s financial data, .
maintaining and preserving the records of the fund, accounting andnterlocks between Company and the Funds would compro-

recordkeeping, providing office facilities and clerical support for the

fund, and preparing and filing tax returns and regulatory reports for

the fund. A complete list of the proposed administrative services is 8. 12 U.S.C. 8§ 221a and 377.

included in Appendix A to this order. 9.12 C.F.R. 225.25(b)(4); 12 C.F.R. 225.125.

7. Company also would provide telephone shareholder services 10. BOI proposes that up to three employees of Company assist in
through a toll-free number. BOI has committed that telephone servicghe administration of the Funds by serving as assistant secretary,
operators would not solicit callers to purchase shares in particula@assistant treasurer or assistant vice president of the Funds or Portfolio.
mutual funds and that substantive questions about mutual fund perforfhose employees would be supervised by the board of trustees and
mance or strategies would be referred to specific mutual fund distribusenior-level officers who, except for the proposed president discussed
tors or investment advisorSee The Chase Manhattan Corporation above, would not work for Company. Those employees would have
81 Federal Reserve BulletiB83 at n. 52 (1995). BOI proposes that no policy-making authority at the Funds or Portfolios, and would not
Company be permitted to prepare sales literature for mutual funds ibe responsible for, or involved in, making recommendations regarding
administers. BOI has committed that Company would prepare suctpolicy decisions. The Board believes that these interlocks, under the
literature only at the direction and under the supervision of theconditions described in this order, would not permit BOI to control the
distributor for the fund. Responsibility for use of the fund’'s sales Funds.
literature would remain with the distributor, which would be responsi- BOI also proposes to acquire up to 5 percent of the shares of mutual
ble for filing advertisements and sales literature with the Nationalfunds for which it provides administrative, but not advisory, services.
Association of Securities Dealers and for all decisions relating toBOI has committed that such ownership would not be used in any way
marketing the fund and arranging for brokers to distribute shares ofn marketing or selling the shares of the investment comp&eg
the fund.See Barclaysit n. 8. Mellonat n. 21.
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mise the independence of the boards of trustees of th@roper Incident to Banking Test
Funds, or the independent distribution of the Funds, or
result in control of the Funds by BOI. In order to approve this proposal, the Board also must find
As the Board noted irMellon, under the Investment that the performance of the proposed activities by BOI
Company Act of 1940 (“1940 Act”), at least 40 percent of “can reasonably be expected to produce benefits to the
the board of directors of a mutual fund must be individualspublic . . . that outweigh possible adverse effects, such as
who are not affiliated with the mutual fund, investment undue concentration of resources, decreased or unfair com-
adviser or any other major contractor to the mutual fthd. petition, conflicts of interests, or unsound banking prac-
The 1940 Act and related regulatory provisions require thatices.” 12 U.S.C. § 1843(c)(8).
independent directors annually review and approve the In prior cases, the Board has expressed concern that joint
mutual fund’s investment advisory contract and any planventures might lead to a matrix of relationships between
of distribution or related agreeme¥it. co-venturers that could break down the legally mandated
Under this proposal, a majority of the trustees of theseparation of banking and comme#€eThe Board has
Funds would be independent of BOI, Berger and Com-found this concern to be particularly acute where, as here,
pany. Any trustee of the Funds who also serves as athe joint venture involves a relationship between a bank
officer or employee of Company would be an “interested holding company and a securities firm, and the potential
person” under the 1940 Act and, therefore, would beexists for the mingling of permissible and impermissible
required to abstain from voting on the Funds’ investmentsecurities activitie$*
advisory and other major contracts. In addition, BOl and As noted above, the Board has been concerned that
Berger have committed that only disinterested personsnterlocks and other relationships between a securities firm
would vote on the contract for administrative servicesco-venturer and a joint venture company might cause the
provided to the Funds under the same requirements estapint venture company to become engaged in impermissi-
lished for advisory contracts in the 1940 Act. Under theseble securities activities. The Board, previously has permit-
circumstances, the Board believes that the proposed direted interlocks between a securities co-venturer and a joint
tor interlocks would not allow BOI to control the Funds.  venture company if the interlocks did not involve an officer
The Board also does not believe that the proposed officeor employee of the securities co-venturer whose responsi-
interlock between Company and the Funds would increaseilities consist of selling, marketing, distributing, under-
the ability of BOI to control the Funds in this case. The writing or dealing in any bank-ineligible securities, or
interlock involves the president of Berger, who, except foroverseeing the corporate affairs of any of the securities firm
his position at Company would not otherwise be an officer,co-venturer’s mutual funds. The Board, however, has per-
director, or employee of BOI or any of its subsidiaries. As mitted a bank holding company directly to advise, adminis-
the president of Berger, the officer could be expected tder and recommend to customers mutual funds that were
represent the interests of Berger in his positions withsold primarily to customers of the bank holding company.
Company and the Funds. In this regard, Berger (which isThe Board relied on the independence of the board of
not subject to the BHC Act or the Glass—Steagall Act) isdirectors of the funds as well as the independence of the
not prohibited from controlling the mutual funds. With the distributors of the funds to determine that the bank holding
exception of this interlock, there would be no senior officer company was not engaged in impermissible securities ac-
interlocks between the Funds and BOI or any of its subsid+ivities .5
iaries. Moreover, BOI has committed that there would be In this case, BOI proposes one officer interlock between
no other interlock between Berger and Company. TheCompany and Berger in which the Berger officer also
Board believes that, together with the countervailing influ-would provide investment advice to customers of Com-
ence of the independent trustees of the Funds, these fagtany and, unlike prior cases, would recommend to such
mitigate the controlling influence that BOI could have on customers shares of the Funds that are both sponsored and
the Funds as a result of this interlock. distributed by Berger. This officer is the president of
Based on the foregoing, the Board concludes that controBerger, a senior officer of Company, and trustee and presi-
of the Funds would rest with the independent members ofient of the Funds. His responsibilities at Company would
the boards of trustees of the Funds or potentially withinclude the management of Company’s business and ad-
Berger, and that the proposed interlocks between Companministrative issues, the implementation of new products
and the Funds would not compromise the independence adnd coordination of matters relating to the Funds and
the boards of the Funds or permit BOI to control the Funds Company. BOI has committed that there would be no other
Thus, the Board concludes that this proposal is consisterdual officer or employees of Company and Berger.
with the Glass—Steagall Act.

13. See, e.g., The Maybaco Company and Equitable Bancorpora-
tion, 69 Federal Reserve Bulletia75 (1983).
14.See The Chuo Trust and Banking Company, Limif&dederal
Reserve Bulletim46 (1992); Amsterdam-Rotterdam Bank, N.VO
11. 15 U.S.C. 88 80a-2(a)(19) and 80a-10(a). Federal Reserve Bulletig35 (1984).
12. 15 U.S.C. § 15(c); Rule 12b-1(b). 15. See Barclays
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Notwithstanding these proposed relationships, the Boargdommitments, coupled with the commitments BIAM has
believes that this joint venture arrangement is not a meanmade regarding its relationship with Berger, lessen the
to permit BOI to control Berger or to avoid the BHC Act likelihood that BOI could control Berger in order to engage
restrictions on the activities of bank holding companies, orin impermissible securities activities.
result in adverse effects such as misleading customers of The Board notes that BOI also would take steps to
the joint venture. Berger is owned and controlled by Kan-mitigate concerns about the potential for customer confu-
sas City Southern Industries, Inc., and has operated as aion over the relationship between Berger and BOI that
investment advisor registered with the SEC for 23 yé&rs. could result from the proposed interlocks. Company pro-
Neither BOI nor Company is obligated by any agreementposes to provide investment advice only to institutional
to engage in any sales activities for any mutual fund sharegmvestors. Company would provide to customers a number
or to enter into any distribution agreement with any mutualof disclosures designed to alert its customers to the rela-
fund. Furthermore, BOI will not participate in any of the tionships among Company, Berger and the Funds. The
securities distribution activities prohibited for bank holding disclosures include those required by the Board’s interpre-
companies? Berger Distributors, which would distribute tive rule on investment advisory activities to address con-
the Funds, is controlled by Berger, and BOI has committedlicts of interest that may be raised by these relationsHips.
that there would be no interlocks between Berger Distribu-Neither BOI nor Company, moreover, would broker shares
tors and Company. of any funds for which BOI, Company or Berger acts as an

Moreover, BOI has made a number of commitmentsinvestment advisor. On this basis, the Board believes that
similar to those the Board has relied on in other joint this proposal would not likely result in misleading custom-
venture cases intended to separate the activities of a bardes of the joint venture.
holding company and a joint venture company from the Based on the foregoing, the Board finds that the pro-
impermissible activities of a securities co-venturer. Theposed joint venture between Berger and BOI to provide
commitments include restrictions on BOI extending creditadvisory and administrative services would not result in
to or investing in Berger without first obtaining the Board’s Company engaging in any impermissible securities activ-
approval, having interlocks with Berger, and engaging inity, and that the joint venture does not appear to present a
non-arm’s length business transactions with Berger. BOframework in which BOI may exercise a controlling influ-
has committed that it will not nominate any director of ence over the management, policies or affairs of Berger.
Berger, and has indicated that, aside from Company, there In every case involving the proposal of nonbanking
will be no other significant business relationship betweenactivities by a bank holding company under section 4 of
Berger and BOI. BOI also has committed that it will seek the BHC Act, the Board also must consider the financial
the Board’'s approval to retain its interest in Company inand managerial resources of the applicant and its subsidiar-
the event that Berger expands its activities beyond itdes and the effect of the transaction on those resoufdes.
current line of business. The Board believes that thes¢his case, the Board notes that BOI meets the relevant
risk-based capital standards established under the Basle
- Accord and has capital equivalent to that which would be

16. Berger provides discretionary investment management serviceﬁequired of a U.S. banking organization. Based on these
to institutional clients. As of October 7, 1996, Berger had over .
$3.8 billion in assets under management. In contrast to the internaé’_md OFher facts of rec_ord’ the_ Boat_’d has determ'ned th_at
tional investment management services provided by BIAM, Berger’sﬂnanclal and managerlal considerations are consistent with
services are focused on U.S. investments. Berger also provides certagpproval of this proposal.
marketing, administrative and recordkeeping services to existing The Board expects thate novoentry of Company into

Berger funds. It does not underwrite, deal or make a market iy, o market for the proposed services would provide added
bank-ineligible securities.

17. As noted above, BOI proposes that these funds bear the namfgonvenience to BOI's customers by offering an expande_nd
“Berger/BIAM”, reflecting the fact that Berger and BIAM would be range of products and investment management expertise
providing services to the Funds. The Board's interpretive rule onand would increase the level of competition among exist-

inve_stment advisory activities (12 C.F.R. 2_25.125) states t_hat a banlfng providers of these services by offering an alternative to
holding company should not act as an investment advisor to an

investment company that has a name that is similar to, or a variatior“ex's‘t_Ing Investment ad_v'sory firms. In a_d(_j't'on' the _B(_)ard
of, the name of the holding company or any of its subsidiary banks. InPreviously has determined that the provision of administra-
this case, the name proposed is not identical to the name of the bartive services to mutual funds within certain parameters is
holding company or any of its subsidiary banks. “BIAM" is suffi- not likely to result in the types of subtle hazards at which

ciently distinct from “Bank of Ireland” and its use would not likely _ ; :
lead to customer confusion regarding the relationship between BOFhe Glass-Steagall Act is aimed or any other adverse

and the Funds. The Board's interpretive rule on investment advisoryeffects. There is no evidence in the record, moreover, that
activities requires that if a bank holding company recommends toconsummation of this proposal, subject to the commit-
customers shares of a mutual fund that the bank holding companynents noted above, would result in any significantly ad-
advises it must caution customers to read the fund prospectus before

investing and advise customers in writing that the fund’s shares are

not insured by the FDIC, and are not deposits, obligations of, or

endorsed or guaranteed in any way, by any bank, unless that happensl18. Seel2 C.F.R. 225.125.

to be the case. The holding company must also disclose in writing to 19. 12 C.F.R. 225.28arclays The Fuji Bank, Limited75 Federal

the customer the role of the company or its affiliate as investmentReserve BulletirB4 (1989); Bayerishe Vereinbank AG/3 Federal
advisor to the fund. Reserve Bulletin55 (1987).
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verse effects, such as undue concentration of resource€) Preparing reports and other informational materials
decreased or unfair competition, conflicts of interests, oregarding the Portfolios and the Funds, including proxies
unsound banking practices that are not outweighed by thand other shareholder communications, and reviewing pro-
benefits of this proposal. spectuses.

On the basis of the foregoing and all the other facts of(6) Providing legal and other regulatory advice to the
record, including the commitments made by BOI, the Portfolios and the Funds in connection with their other
Board has determined that the performance of the proposealdministrative functions.
activities by Company reasonably can be expected to prot7) Providing office facilities and clerical support for the
duce benefits to the public that would outweigh any possi-Portfolios and the Funds.
ble adverse effects under the proper incident to bankind8) Developing and implementing procedures for monitor-
standard of section 4(c)(8) of the BHC Act. ing compliance with regulatory requirements and compli-

Based on all the facts of record, including all the com- ance with the Portfolios’ and the Funds’ investment objec-
mitments and representations made by BOI, and subject ttves, policies and restrictions as established by the trustees
all of the terms and conditions set forth in this order, theof the Portfolios and the Funds.

Board has determined that the notice should be, and hereb@) Providing routine fund accounting services and liaison
is, approved. The Board’s determination is subject to allwith outside auditors.

the conditions set forth in the Board’s Regulation Y, includ- (10) Preparing and filing tax returns.

ing those in sections 225.4(d) and 225.23(b), and to th€11) Reviewing and arranging for payment of expenses of
Board’s authority to require modification or termination of the Funds.

the activities of a bank holding company or any of its (12) Providing communication and coordination services
subsidiaries as the Board finds necessary to assure complitith regard to the Portfolios’ and the Funds’ transfer agent,
ance with, or to prevent evasion of, the provisions andcustodian, distributor and other service organizations that
purposes of the BHC Act and the Board’s regulations andrender recordkeeping or shareholder communication ser-
orders issued thereunder. The Board’s decision is specifivices.

cally conditioned on compliance with all the commitments (13) Reviewing and providing advice to the distributor and
and representations made in the notice, including the comthe Funds regarding sales literature and marketing plans to
mitments and conditions discussed in this order. The comassure regulatory compliance.

mitments, representations, and conditions relied on in(14) Providing information to the distributor's personnel
reaching this decision shall be deemed to be conditiongoncerning performance and administration of the Funds.
imposed in writing by the Board in connection with its (15) Participating in seminars, meetings and conferences
findings and decision, and, as such, may be enforced idesigned to present information to brokers and investment
proceedings under applicable law. companies, but not in connection with the sale of shares of

This proposal shall not be consummated later than thre¢he Funds to the public, concerning the operations of the
months after the effective date of this order, unless suchrunds, including administrative services provided by Com-
period is extended for good cause by the Board or theany to the Funds.

Reserve Bank of Boston, acting pursuant to delegated16) Assisting in the development of additional Portfolios

authority. and Funds.
By order of the Board of Governors, effective (17) Providing reports to the trustees of the Portfolios and
October 21, 1996. the Funds with regard to the activities of the Portfolios and
the Funds.

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and (18) Providing telephone shareholder services through a
Governors Kelley, Phillips, Yellen, and Meyer. Absent and not voting: tg||-free 800 number.
Governor Lindsey.

JENNIFER J. DHNSON

Deputy Secretary of the Board Appendix B

Investment Advisory Commitments
Appendix A
(1) Except as authorized by a client of Company, no

(1) Maintaining and preserving the records of the Portfo-confidential information supplied by the client to Company
lios and the Funds, including financial and corporatewill be made available to BOI or any of its subsidiaries or

records. Berger.

(2) Computing net asset value, dividends, performanc&2) Company will disclose to each client of Company that
data and financial information regarding the Funds. Company is an affiliate of BOIl and Berger.

(3) Furnishing statistical and research data. (3) Advice by Company to any client on an explicit fee

(4) Preparing and filing with the SEC and state securitiesbasis will be rendered without regard to correspondent
regulators registration statements, notices, reports and othealances maintained by that client at BOI or any depository
materials required to be filed under applicable laws. institution subsidiary of BOI.
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(4) Company’s financial advisory activities will not encom- investment company, BIAM’s investment approach and
pass the performance of routine tasks or operations for autlook, and the role of BIAM in relation to the investment
client on a daily or continuous basis, other than investmentompany,providedthat BIAM personnel will not solicit
company administrative services. callers to invest in the investment company, respond to
(5) Company will not act as broker in connection with the requests for investment advice by callers, or answer sub-
purchase or sale of, and will not purchase in its solestantive questions about the performance of the investment
discretion in a fiduciary capacity, any securities of anycompany.

Fund or any Berger Fund which invests in variable or fixed(8) Company will provide administrative services only to

rate annuities. U.S. registered open-end investment companies whose
boards of directors consist of a majority of disinterested
Administrative Services Commitments persons.

(9) Except to the extent permitted under Regulation Y as
(6) BOI and its subsidiaries, including Company, will not such regulation may be amended from time to time:
provide administrative services to any U.S. registered open- (i) BOI and its subsidiaries (including Company) will

end investment compahyhat is marketed or sold primar- not purchase for their own account shares of any U.S.
ily to customers of BOI or any of its subsidiary banks. registered open-end investment company to which
(7) Neither BOI nor any of its affiliates, including Com- BOI or any of its subsidiaries, including Company,

pany, will be obligated by any agreement to engage in any  provide advisory services, and

sales activities with regard to shares of any U.S. registered (i) In the event that BOI or any of its subsidiaries
open-end investment company and will not enter into any provide administrative services, but not advisory ser-
distribution agreement with any such investment company  vices, to a U.S. registered open-end investment com-
without the prior approval of the Board. pany, BOI or its subsidiaries may purchase up to
(7A) Company will not engage in the development of 5 percent of such an investment company’s shares,
marketing plans for any U.S. registered open-end invest-  providedthat such ownership of the investment com-
ment company except to give advice to the distributor of pany not be used in any way in marketing or selling
such investment company regarding regulatory compli- the shares of the investment company.

ance. Company will not engage in advertising activities(9A) Any Administrative Services Agreement or Sub-
with respect to such investment companies. Company peradministration Agreement, and any amendment thereto,
sonnel may present information about the operations ofvill be approved by vote of a majority of the Independent
such an investment company at meetings or seminars fofrustees i(e., the same vote required for approval of In-
brokers of such an investment company, but sales activivestment Advisory Agreements). Any agreement between
ties, if any, at such events will be conducted solely by theCompany and any other U.S. registered open-end invest-
distributor or another broker-dealer (which will not be an ment company, pursuant to which Company provides ad-
affiliate of BOI) of the investment company. ministrative services, will be approved by a vote of a
(7B) Company may prepare sales literature for a U.Smajority of the trustees or directors of such investment
registered open-end investment company only at the direccompany who are not “interested persons,” as such term is
tion and under the supervision of its distributor. Responsi-defined in the Investment Company Act, if any members of
bility for use of such investment company’s sales literaturethe Board of Managers, officers or employees of Company
will remain with its distributor, which will be responsible serve as trustees or directors of such investment company.
for filing advertisements and sales literature with the Na-

tional Association of Securities Dealers and for all deci- j4int Venture Commitments

sions relating to marketing such investment company and

arranging for brokers to distribute shares of such invest- . .
ment company. (10) The name of Company will not include the words

“Berger Associates, Inc.” or “Berger.”

(7C) In providing telephone shareholder services through . . '
toll-free 800 number in respect of any U.S. registered?)lfge';lge:?@?”?’erger nor any director, officer, or employee

open-end investment company, Company will not solicit . .

cgllers to purchase shares Iion a)rlly suchpinv)t/astment company _(') To th_e knowledge of BOI, acquire any stock or
and will refer to the distributor of such investment com- 'F‘.tereSt In, or . )

pany any substantive questions regarding the performance (i) Serve concurrently as gidlrector, officer or em-
of such investment company. Company may refer to BIAM ployee of, BOI or any subsidiary of BOI (other than
questions regarding the composition of the portfolio of the Company).

In addition, BOI will not acquire any stock or interest in, or
- _ _ have any directors or management officials on the board or
1. References toda_“U.S. registered open(—end |n|vfestg;ent company’committees of, Berger (other than Company); nor shall
mean any open-end investment company (mutual fund): y ,
(i) Organized in the United States, BOI's name bt.a.used by Berger or Berger s name by BOIl or
(ii) Offered in the United States, or any of its affiliates, other than in connection with the

(iii) Sold to U.S. residents. activities of Company.
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(12) BOI will apply for the Board's prior approval to retain extend credit directly or indirectly to Company or to any
its investment in Company should Berger expand into acustomer of Company on terms more favorable than those
line of business other than the businesses it currenthafforded similar borrowers in similar circumstances.
engages in. If required by the Board in such circumstanceg21) Company will not solicit customers of the Berger
BOI will divest its investment in Company. Funds in their capacity as customers of the Berger Funds
(13) The offices of Berger and Company will have separateand Company will not request or accept access to the
entrances. customer lists of any Berger Fund.

(14) The names of customers of any of BOI's U.S. subsid-(22) Company will provide advice only to “institutional
iaries, including any branches, agencies or other depositorgustomers” as that term is defined in section 225.2(g) of
institutions (but not including Company), will not be fur- Regulation Y and as that term may be amended from time
nished to Berger. to time.

(15) BOI and its subsidiaries will not act as registrar, (23) None of the dual employees of Company and BOI or
transfer agent or custodian for any of the Portfolios, theits subsidiaries will be engaged in bank-ineligible securi-
Funds or the Berger Fundprovidedthat BOI may serve ties activities, or activities that are impermissible for bank
as foreign sub-custodian for Irish securities of the Portfo-holding companies.

lios pursuant to arrangements with the U.S. custodian of23A)(i)) No more than two members of the Board of
the Portfolios in accordance with Rule [7f-5 under the Managers, officers or employees of Company will
Investment Company Act. serve as Trustees of the Funds or the Portfolios;

(16) BOI and its subsidiaries will not, directly or indirectly:
(i) Engage in the public sale or distribution of, or
purchase for their own account, any shares of the
Funds or the Berger Funds, or
(i) Whether as underwriter, dealer, or in any other
capacity, purchase for their account from Berger any
securities as to which Berger is acting as underwriter
or dealer.

(i) No more than one of such members of the Board
of Managers, officers or employees will serve as a
senior officer of the Funds or the Portfolios and any
person serving as such senior officer will also be a
director, officer or employee of Berger and will not be

a director, officer or employee of BOI or its subsidiar-

ies (other than the Company); and

(iii) (A) No more than three officers or employees of

Company will serve in junior-level capacities as
assistant secretary, assistant treasurer or assistant
vice president of the Funds or the Portfolios,

(B) Such persons will have no policy-making au-
thority, and will not be responsible for, or involved
in making recommendations regarding, policy-
making functions, and

(C) Such persons may perform administrative ser-
vices for the Funds or the Portfolios, but will be
supervised by senior-level officers who do not work
for Company as well as by the appropriate Boards
of Trustees of the Funds or the Portfolios.

In addition, the U.S. branches, agencies and subsidiaries of
BOI will not, directly or indirectly, engage in the public
sale or distribution of, or purchase for their account, any
security as to which Berger is acting as an underwriter.
(16A) No director, officer or employee of Berger Distribu-
tors, Inc., will serve as a member of the Board of Manag-
ers, officer or employee of Company.
(17) Neither BOI nor any of its subsidiaries (including
Company) will:
(i) Purchase in its sole discretion any securities of the
Funds or the Berger Funds in a fiduciary capacity
(including as managing agent) unless the purchase is
specifically authorized by the terms of the instrumentExcept as described in this commitment, there will be no
creating the fiduciary relationship, by court order, or other director, officer or employee interlocks between BOI
by the law of the jurisdiction under which the trust is or its subsidiaries (including the Company) and the Funds
administered, or or the Portfolios.
(i) Except to the extent permitted under Regulation Y (23B) The restrictions in Commitment 23A shall apply to
as such regulation may be amended from time to timeany other U.S. registered open-end investment company for
extend credit to any such Fund or Berger Fund orwhich Company provides investment advisory or adminis-
accept securities of any such Fund or Berger Fund asrative services.
collateral for a loan which is for the purpose of (23C) No more than one director, officer or employee of
purchasing securities of any such Fund or BergerBerger will serve as a member of the Board of Managers,
Fund. officer or employee of Company.
(18) BOI and any subsidiary of BOI will obtain the Board’'s (24) As a subsidiary of a bank holding company, Company
prior approval before making any investments in or loanswill observe the anti-tying provisions of the BHC Act
to Berger, and will not nominate any director of Berger.  Amendments of 1970 to the extent required under Regula-
(19) No U.S. office of BOI or any of BOI's U.S. subsidiar- tion Y as such regulation may be amended from time to
ies will take into account the fact that a potential borrowertime. Company will be an affiliate of BOI's U.S. bank and
competes with Company or Berger in determining whetherthrift subsidiaries for purposes of sections 23A and 23B of
to extend credit to that borrower. the Federal Reserve Act.
(20) No office of BOI or any of BOI's subsidiaries will (24A) BOI and its U.S. subsidiaries (including Company)
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will not provide brokerage services to customers in thethan through Company, BOI will not solicit any business
U.S. with respect to the shares of a U.S. registered operfor Berger or vice versa, and there will be no advertising or
end investment company for which BOI, any of its non- marketing of each other’'s services. Neither BOI nor its
bank subsidiaries (including Company), Berger or any ofsubsidiaries will refer customers to Berger, and Berger will
Berger’s subsidiaries acts as an investment adviser. not refer customers to BOI or its subsidiaries, in each case
(25) In the event that BOI or any of its U.S. nonbank except for referrals to and by Company.
subsidiaries (including Company) provides investment ad{29) BOI and its subsidiaries (except for Company) will
visory services to customers in the U.S. with respect to thenot distribute prospectuses or sales literature for the Funds
shares of an investment company for which BOI, any of itsor the Berger Funds or make any such literature available
nonbank subsidiaries (including Company), Berger or anyto the public at any of their offices.
of Berger’s subsidiaries acts as an investment adviser:  (30) None of the Portfolios, Funds or Berger Funds will
(i) BOI will instruct its officers and employees, and have offices in any building which is likely to be identified
the officers and employees of such U.S. nonbankin the public’s mind with BOI or its subsidiaries (except

subsidiaries, to: for Company).
(A) Caution customers to read the prospectus of the
investment company before investing, and Orders Issued Under Sections 3 and 4 of the Bank

(B) Advise customers in writing that the investment Holding Company Act
company’s shares:
(1) Are not insured by the Federal Deposit Insur- River Valley Bancorp
ance Corporation, are not deposits, and are noMadison, Indiana
obligations of, or endorsed or guaranteed in any
way by, any bank, unless that is the case; and Order Approving the Formation of a Bank Holding
(2) Are subject to investment risks, including possi- Company
ble loss of the principal invested; and
(ii) BOI or such U.S. nonbank subsidiary will disclose River Valley Bancorp (“River Valley”) has requested the
in writing to the customer the appropriate entity’s role Board’s approval under section 3 of the Bank Holding
as adviser to the investment company, as well as th&€€ompany Act (“BHC Act”) to become a bank holding
existence of any fees, penalties and surrender chargeompany by acquiring approximately 96 percent of the
with respect to the investment company’s shapes: voting shares of Citizens National Bank of Madison
vided that the disclosures described in this commit- (“Bank”), all in Madison, Indiana. River Valley also has
ment (i) may be made orally so long as written requested the Board’s approval under section 4(c)(8) of the
disclosure is provided to the customer immediatelyBHC Act (12 U.S.C. § 1843(c)(8)) and section 225.23 of
thereafter. the Board’s Regulation Y (12 C.F.R. 225.23) to:
(26) Neither Company nor any affiliated U.S. bank, thrift, (1) Acquire all the voting shares of Madison First Fed-
branch, or agency shall express an opinion on the value or eral Savings and Loan Association, also in Madison,
the advisability of the purchase or the sale of ineligible Indiana (“Madison Savings”}, and thereby engage in
securities underwritten or dealt in by Berger unless Com- the operation of a savings association pursuant to section
pany or the affiliate notifies the customer that Berger is 225.25(b)(9) of Regulation Y (12 C.F.R. 225.25(b)(9));
underwriting, making a market, distributing or dealing in  and
the security, and that Company is an affiliate of Berger. (2) Engagade novoin making, acquiring, and servicing
(27) Neither Company nor any U.S. bank, thrift, branch, loans pursuant to section 225.25(b)(1) of Regulation Y
agency, trust or investment adviser affiliated with BOl shall (12 C.F.R. 225.25(b)(1)).
purchase, as a trustee or in any other fiduciary capacity, for
accounts over which it has investment discretion ineligible Notice of the proposal, affording interested persons an
securities: opportunity to submit comments, has been published
(i) Underwritten by Berger as lead underwriter or (61 Federal Registe#3,361 (1996)). The time for filing
syndicate member during the period of any underwrit-comments has expired, and the Board has considered the
ing or selling syndicate, and for a period of 60 days proposal and all comments received in light of the factors
after the termination thereof, and set forth in sections 3(c) and 4(c)(8) of the BHC Act.
(i) From Berger if it makes a market in that security, ~ River Valley is a nonoperating corporation that would
unless, in either case, such purchase is specificallpcquire Madison Savings shortly before acquiring Bank.
authorized under the instrument creating the fiduciaryBank is the 165th largest depository institution in Indiana,
relationship, by court order, or by the law of the controlling $42.4 million in deposits, representing less than
jurisdiction under which the relationship is adminis-
tered.
(28) All business transactions between BOI and Berger 1 The Office of Thrift Supervision has approved Madison Savings's
(other than with respect to Company) will be on an arm’s-request to convert from a federal mutual savings and loan association
length, non-exclusive, and non-preferential basis. Otheio a federal stock savings and loan association.
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1 percent of total deposits in commercial banking organiza-Savings is the fourth largest depository institution in the
tions in the staté.Madison Savings is the 108th largest Madison banking market, controlling approximately
depository institution in Indiana, controlling $79.7 million $79.7 million of the total deposits in depository institutions
in deposits, representing less than 1 percent of total deposa the market (“market deposits”), representing 11.7 per-
its in depository institutions in the state. On consummationcent of market depositsBank is the third largest deposi-
of the proposal, River Valley would become the 76th tory institution in the market, controlling approximately
largest depository institution in Indiana, controlling depos-$42.4 million in deposits. On consummation of this pro-
its of $122.1 million. posal, River Valley would become the second largest de-
The Board previously has determined by regulation thatpository institution in the Madison banking market. River
the operation of a savings association by a bank holding/alley would control approximately 32 percent of market
company is closely related to banking for purposes ofdeposits and the Herfindahl-Hirschman Index (“HHI")
section 4(c)(8) of the BHC Act. River Valley has commit- would increase by 329 points to a level of 2680.
ted to conform all activities of Madison Savings to those In order to mitigate the adverse competitive effect that
permissible under section 4(c)(8) of the BHC Act and might result from consummation of the proposal, River
Regulation ¥ The Board also has determined by regula- Valley has committed to divest at least one branch in the
tion that the proposed lending activities are closely relatedMadison banking market with deposits totalling at least
to banking within the meaning of section 4(c)(8) of the $7.5 million& River Valley has committed to sell the
BHC Act. River Valley has committed to conduct these
activities subject to the limitations in Regulation Y.

St. Joseph Valley Bank8 Federal Reserve Bulleti673, 674 (1982).
Competitive Considerations The key question to be considered in making this selection “is not
where the parties to the merger do business or even where they

: : compete, but where, within the area of competitive overlap, the effect
Sections 3 and 4 of the BHC Act require the Board to of the merger on competition will be direct and immediateiiited

consider the competitive effects of a proposed acquisitionsiates v. Philadelphia National Bani74 U.S. 321, 357 (1963);
of a depository institution.River Valley proposes to ac- United States v. Phillipsburg National BanR99 U.S. 350, 364—65

quire two depository institutions—Madison Savings and(1969). The Board believes that the appropriate market for analyzing
Bank—that compete directly in the Madison, Indiana the competitive effects of this proposal is the banking market approxi-

. . . . 5 . mated by Jefferson and Trimble Counties. The Board bases this
banking market (“Madison banking market®)Madison conclusion on an analysis of employment commuting data, the shop-

ping opportunities available to Trimble County residents in Madison,
Indiana, which is the largest city in the market and connected to
2. All banking data are as of June 30, 1995, and have been adjuste@rimble County by a bridge over the Ohio River, and the results of an
to reflect mergers and acquisitions since that date. In this contextinformal survey of local bankers in Trimble County regarding compe-
depository institutions include commercial banks, savings banks, andition with a bank that serves Madison and areas of Trimble County.
savings associations. The Board notes that other facts of record indicate that Carroll County
3. River Valley has committed that all impermissible real estate residents are unlikely to commute to Jefferson or Trimble Counties for
activities will be divested or terminated within two years of consum- employment or shopping because of the greater distance to Madison
mation of the proposal, that no new impermissible projects or invest-and the presence of Carrollton, the second largest city in the three-
ments will be undertaken during this period, and that capital adequacygounty area, in Carroll County.
guidelines will be met, excluding specified real estate investments. 6. Market deposit data are as of June 30, 1996. Market share data
River Valley also has committed that any impermissible securities orare based on calculations in which the deposits of thrift institutions are
insurance activities conducted by Madison Savings will cease on oiincluded at a 50-percent weighted basis. The Board previously has
before consummation. indicated that thrift institutions have become, or have the potential to
4. See Section 3 of the BHC Act (12 U.S.C. § 1842(c)), which become, major competitors of commercial barkse Midwest Finan-
prohibits the Board from approving an application if the proposal cial Group, 75 Federal Reserve BulletiB86 (1989);National City
would result in a monopoly, or if the proposal would substantially Corporation 70 Federal Reserve Bulletiry43 (1984). Thus, the
lessen competition in any relevant banking market, unless such antiBoard has regularly included thrift deposits in the calculation of
competitive effects are clearly outweighed in the public interest by themarket share on a 50-percent weighted b&g®, e.g., First Hawaiian
probable effect of the transaction in meeting the convenience andnc., 77 Federal Reserve Bulletif2 (1991). Because the deposits of
needs of the community to be served; and Section 4 of the BHC ActMadison Savings would be acquired by a commercial banking organi-
(12 U.S.C. §1843(c)(8)), which requires the Board to considerzation under this proposal, these deposits are included at 100 percent
whether a proposal is likely to result in any significantly adverse in the calculation of River Valley'gro formamarket shareNorwest
effects, such as greater convenience, increased competition, or gair@@orporation 78 Federal Reserve Bulleti#h52 (1992).
in efficiency, that outweigh possible adverse effects, such as undue 7. Under the revised Department of Justice Merger Guidelines,
concentration of resources, decreased or unfair competition, conflictd9 Federal Registe26,823 (June 29, 1984), a market in which the
of interests, or unsound banking practices. post-merger HHI is above 1800 is considered highly concentrated.
5. The Madison banking market is approximated by JeffersonThe Department of Justice has informed the Board that a bank merger
County, Indiana, and Trimble County, Kentucky. The Board has or acquisition generally will not be challenged (in the absence of other
considered River Valley’s contention that the relevant banking marketfactors indicating anticompetitive effects) unless the post-merger HHI
also includes Carroll County, Kentucky, which is located to the east ofis at least 1800 and the merger increases the HHI by at least 200
Trimble County, in light of relevant precedent and all the facts of points. The Justice Department has stated that the higher than normal
record. The Board and the courts have found that the relevant bankinglHI thresholds for screening bank mergers for anticompetitive effects
market for analyzing the competitive effect of a proposal must reflectimplicitly recognize the competitive effect of limited-purpose lenders
commercial and banking realities and should consist of the local areand other non-depository financial entities.
where the depository institutions involved offer their services and 8. River Valley has committed to execute a sales agreement to
where local customers can practicably turn for alternatigse accomplish this divestiture before consummation of this proposal and
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branch to an out-of-market depository institution or to onecommitments made in connection with the proposal, the
of the two competitors in the market that each control lessBoard also concludes that the proposal is not likely to
than 5 percent of market deposits. Under the terms of theesult in decreased or unfair competition, conflicts of inter-
commitment, River Valley would not control more than ests, unsound banking practices, undue concentration of
approximately 30 percent of market deposits, and the HHIresources, or other adverse effects. In addition, the record
would not increase by more than 258 points to 2609. in this case indicates that there are numerous competitors

At least six depository institutions would remain in the engaged in the lending activities proposed by River Valley.
market, the largest of which is a subsidiary of one of theThe Board expects, moreover, that the proposal would
largest commercial banking organizations in the region.result in efficiencies and economies of scale and, accord-
This institution currently controls approximately 41.3 per- ingly, enable River Valley to provide increased conve-
cent of market deposits. Data also indicate that the Madinience and improved services to the customers of Bank and
son banking market has become less concentrated aridadison Savings such as access to a broader array of
more competitive in recent years. During the last five banking products and services than currently is offered by
years, for example, the HHI for the market has decreaseeither institution individually. Accordingly, the Board has
by 879 points, and market deposits for the largest institu-determined that the proposal can be expected to produce
tion in the market have decreased by approximatelypublic benefits that outweigh any adverse effects under the
12 percentage points. During the same period, three smallgrroper incident to banking standard of section 4(c)(8) of
competitors in the market each have increased their markehe BHC Act.
deposits by 3 to 5 percent.

In accordance with the BHC Act, the Board sought
comments from the Department of Justice (“DOJ"), the Conclusion
Office of the Comptroller of the Currency (“OCC"), the
Office of Thrift Supervision (“OTS"), and the Federal
Deposit Insurance Corporation (“FDIC”) on the competi- Based on the foregoing and all the facts of record, includ-
tive effects of the proposal. The DOJ advised the Boardng the proposed divestiture, the Board has determined that
that consummation of the proposal would not likely havethe proposal should be, and hereby is, approved. The
any significantly adverse effects on competition in anyBoard’s approval is specifically conditioned on compliance
relevant banking market, and has not objected to consumpy River Valley with the divestiture commitment and other
mation of the proposaP Based on all the facts of record commitments made in connection with the proposal. The
and for the reasons discussed in this order, the Boar@oard’s determination also is subject to all the conditions
concludes that consummation of the proposal is not likelyin Regulation Y and to the Board’s authority to require
to have a significantly adverse effect on competition or onsuch modification or termination of the activities of a
the concentration of resources in the Madison bankingholding company or any of its subsidiaries as the Board

market or in any relevant banking market. finds necessary to assure compliance with, or to prevent
_ _ evasion of, the provisions and purposes of the BHC Act
Other Considerations and the Board’s regulations and orders issued thereunder.

The commitments and conditions relied on by the Board in
In light of all the facts of record, the Board concludes thatreaching this decision are deemed to be conditions im-

the financial and managerial resources and future prospecgsosed in writing by the Board in connection with its

of the institutions involved are consistent with approval, asfindings and decision, and, as such, may be enforced in

are considerations relating to the convenience and needs @foceedings under applicable law.

the community to be served and other supervisory factors. The acquisition of Bank shall not be consummated be-

For the reasons discussed above, and in reliance on all thgre the fifteenth calendar day following the effective date
of this order, and the acquisition of Bank and Madison

to complete the divestiture within 180 days of consummation. Riversa\/Ings shall not be consummated, and the proposed lend-

Valley also has committed that, if it is unsuccessful in completing theiNd activities of River V.a"ey shall th commence, later
divestiture within 180 days of consummation, it will transfer the than three months following the effective date of this order,

unsold branch to an independent trustee that is acceptable to the Boayghless such period is extended for good cause by the Board

ar_wd that will be mstruct_ed to sell thg assets promptly. In add't'O”'Pr by the Federal Reserve Bank of St. Louis, acting pursu-
River Valley has committed to submit an executed trust agreemen

acceptable to the Board stating the terms of the divestiture within@nt to delegated authority. _
150 days of consummation of the acquisition if the sale of the branch By order of the Board of Governors, effective
has not been consummated at that time. October 28, 1996.

9. Divestiture to an out-of-market thrift would increase the HHI by
258 points to 2609, and divestiture to an out-of-market commercial
bank would increase the HHI by 210 points to 2561. Divestiture to the
larger of the two in-market competitors would increase the HHI by
223 points to 2574 and divestiture to the smaller in-market competito
would increase the HHI by 219 points to 2570.

10. The OCC, OTS, and FDIC also have not objected to consumma- JENNIFER J. JDHNSON
tion of this proposal. Deputy Secretary of the Board

Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
Governors Kelley, Phillips, Yellen, and Meyer. Absent and not voting:
rGovernor Lindsey.
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ORDERSISSUEDUNDER BANK MERGERACT to convert the acquired bank offices into branches of the
acquiring institution. The Riegle-Neal Act, however, pro-

The Chase Manhattan Bank vides that an interstate merger may be approved prior to

New York, New York June 1, 1997, “if the home state of each bank involved in

the transaction has in effect, as of the date of the approval
Order Approving the Merger of Banks and Establishment of such transaction, a law that:

of Bank Branches () Applies equally to all out-of-state banks; and
(i) Expressly permits interstate merger transactions
The Chase Manhattan Bank, New York, New York with all out-of state banks#®

(“Chase Bank”), a state member bank, has requested the
Board’s approval under section 18(c) of the Federal De- New York and New Jersey have adopted laws, which
posit Insurance Act (12 U.S.C. § 1828(c)) (the “Bank apply equally to all out-of-state banks, that allow interstate
Merger Act”) to merge with Chemical Bank New Jersey, mergers between banks located in their states and out-of-
N.A., Morristown, New Jersey (“CBNJ”), with Chase state banks to occur prior to June 1, 19%n application
Bank surviving the merger. As part of the transaction,requesting approval of this proposal is pending with the
Chase Bank also has applied under section 9 of the Federdlew York Superintendent of Bankgn light of the forego-
Reserve Act (12 U.S.C.321) to establish branch offices aing, it appears that this proposal complies with the New
the current locations of the CBNJ branches. York and New Jersey interstate banking laws.
Notice of this proposal, affording interested persons an
opportunity to submit comments, has been given in accorCompetitive Considerations
dance with the Bank Merger Act and the Board's Rules of
Procedure (12 C.F.R. 262.3(b)). As required by the BankThe Bank Merger Act provides that the Board may not
Merger Act, reports on the competitive effects of the approve an application if the effect of the acquisition of
merger were requested from the United States Attorneyanother bank is to substantially lessen competition in any
General, the Office of the Comptroller of the Currency section of the country unless the Board finds that the
(“OCC"), and the Federal Deposit Insurance Corporation. anticompetitive effects of the proposal are clearly out-
The time for filing comments has expired, and the Boardweighed in the public interest by the probable effect of the
has considered the proposal and all the facts of record, iproposal in meeting the convenience and needs of the
light of the factors set forth in the Bank Merger Act and community? The proposal represents a reorganization of
section 9 of the Federal Reserve Act. Chase’s existing banking operations. Based on all the facts
Chase Bank and CBNJ are wholly owned subsidiaries obf record, consummation of the proposal would not have
The Chase Manhattan Corporation, New York, New York any significantly adverse effects on competition or concen-
(“Chase”).2 Chase is the largest commercial banking orga-tration of banking resources in any relevant banking mar-
nization in New York, controlling deposits of approxi- ket.
mately $75 billion, representing 30.3 percent of the total
deposits in commercial banking organizations in NewOther Factors Under the Bank Merger Act
York. In New Jersey, Chase is the sixth largest commercial
banking organization, controlling deposits of approxi- The Bank Merger Act also requires the Board to consider
mately $5 billion, representing 5.7 percent of the total the financial and managerial resources and future prospects
deposits in commercial banking organizations in New Jer-
seys

Riegle-Neal Act Analysis
4.12 U.S.C. § 1831u(a)(3)(A) (1994).

Section 102 of the Riegle-Neal Interstate Banking and 5. The interstate banking laws of New Jersey provide that an

. . w: " out-of-state bank may establish branches of a New Jersey state bank
Branching Efficiency Act of 1994 (*Riegle-Neal Act’) acquired by acquisition or merger provided that the state has not opted

(Pub. L. No. 103-328, 108 Stat. 2338 (1994)) authorizesyut of the provisions concerning interstate branching. N.J. Stat.
banks, after June 1, 1997, to conduct interstate mergers ankhn. § 17:9A-148 (1996). Effective February 6, 1996, the New York
Banking Law was amended to authorize state-chartered banks to
merge with out-of-state banks, and subsequently maintain as branch
1. The locations of the branches that Chase proposes to establish aoffices the main office and branches acquired by merger or acquisition.
listed in the Appendix. N.Y Banking Law 8§ 600(6), 105(5)(a) (1996). In addition, an out-of-
2. On January 5, 1996, the Board approved the merger of Chemicadtate branch may maintain one or more branches located in New York
Banking Corporation (“Old Chemical”) and The Chase Manhattan acquired by means of an acquisition transaction, if the superintendent
Corporation (“Old Chase”), both of New York, New YorkSee finds that the laws of the out-of-state bank’s home state would
Chemical Banking Corporatign82 Federal Reserve Bulletir239 authorize a New York bank to maintain branches in that state under
(1996) (“Chemical/Chase Order”). The resulting bank holding com- comparable circumstancdd. at § 223.
pany is known as The Chase Manhattan Corporation, and Chase Bank 6. New Jersey does not require an application for mergers involving
was formed by a merger of the two lead banks of Old Chemical anda national bank unless the surviving bank is a New Jersey state-
Old Chase. chartered bank.
3. Deposit data are as of June 30, 1995. 7.12 U.S.C. § 1828(c)(5)(B).
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of the existing and proposed institutions, and the conveall factors required to be considered under the Federal
nience and needs of the community to be seéved. Reserve Act are consistent with approval.

A. Supervisory Factors B. Convenience and Needs Factor

The Board carefully has considered the financial and manThe Board has long held that consideration of the conve-
agerial resources and future prospects of Chase and itsience and needs factor includes a review of the records of
subsidiaries in light of all the facts of record, including a the relevant depository institutions under the Community
review of confidential reports of examination prepared byReinvestment Act (12 U.S.C. § 29@t seq) (“CRA"). As
the primary federal supervisors of the organizations assesgtrovided in the CRA, the Board has evaluated this factor in
ing the financial and managerial resources of the organizalight of examinations by the primary federal supervisors of
tions. The Board notes that the proposal represents a corpthe CRA performance records of the relevant institutions.
rate reorganization of Chase and its subsidiaries which willAs noted above, this proposal represents a reorganization
result in a more efficient organization, and does not involveof Chase’s existing banking operations, and would not
an expenditure of additional resources. Based on all theesult in any expansion of Chase’s deposit-taking facilities.
facts of record, the Board concludes that these consider- The Board also has carefully considered comments from
ations for the organizations involved in the proposal areProtestant alleging that Chase has abandoned LMI areas
consistent with approvdl.The Board also concludes that through branch closings since the Chemical/Chase merg-
erlo|n addition, Protestant contends that 1995 HMDA data
for Chase indicate some disparities in the rate of denials
I and originations for housing-related loans by racial
8. Inner City Press/Community on the Move, Bronx, New York OgrOUps%l

(“Protestant”) contends that the Chemical/Chase Order misanalyze i A _
and misinterpreted a number of issues raised by the merger of Old. An institution’s most recent CRA performance evalua

Chemical and Old Chase, including the potential anticompetitive 10N is a particularly imp_ortam ConSideratior_‘ in the a_pplica-
effects of the merger, the impact of the announced branch closings oiONS process because it represents a detailed on-site evalu-
low- to moderate-income (“LMI") communities and communities ation of the institution’s overall record of performance
with predominantly minority populations, the reliability of the data under the CRA by its primary federal supervisdrin

submitted under the Home Mortgage Disclosure Act (“HMDA") dditi the Board id institution’ lici d
relating to loans made through the New York City Housing Partner- 2d0ILON, he Board considers an INSttution's policies an

ship, and Chase’s luxury auto lending, which Protestant maintains hapractices for compliance with applicable fair lending laws.
the effect of excluding LMI and minority borrowers. In addition, The Board also takes into account information on an insti-
Protestant argues that the availability of new information since thetytion’s lending activities that assist in meeting the credit

Chemical/Chase Order, including Chase’s HMDA data for 1995, ) r . .
criticisms by the General Accounting Office of examiner fair lending needs of low- and moderate-income neighborhoods, in

training and enforcement policies of the federal financial supervisory
agencies, and Chase’s characterization of certain branch closings as
not in connection with the merger, require the Board to reconsider thehese discussions, the NYCHP will send adverse action letters to
conclusions reached in the Chemical/Chase Order on these issues. Applicants deemed ineligible for the program.
explained in the Chemical/Chase Order, the Board concluded, on the 10. Protestant also contends that Chase has not opened the branches
basis of all the facts of record, that the proposal met the competitiveand ATMs in LMI areas identified in connection with the Board's
convenience and needs, and other statutory factors the Board iapproval of the Chemical/Chase Order and has not made any progress
required to consider and should be approved. The Board has alreadp connection with the CRA commitment discussed in the Chemical/
denied Protestant’s request that the Board reconsider its decision i€hase Order. The Board notes that the merger of Old Chemical and
the Chemical/Chase merger. Old Chase, which involved two of the largest domestic bank holding

9. Protestant maintains that certain aspects of Chase’s operatiormompanies, was not consummated until July 14, 1996, and that Chase
raise adverse managerial considerations, including trading in unregishas already begun to implement the programs and policies discussed
tered copper futures by Chase Bank, problems with Automated Tellein the Chemical/Chase Order. Chase’s announced CRA commitment
Machine (“ATM”) services and billing errors in Chase’s secured discussed in the Chemical/Chase Order also provides that Chase will
credit card program, and the departure of mid- and high-level manageissue annual public announcements on its performance and will meet
ment from Chase. Protestant also alleges that Chase made severaith interested groups periodically to discuss its performance in local
misleading and inaccurate media announcements regarding branatommunities.
closings in LMI areas and specific branch closings in Westchester 11. Protestant objects to the pending request filed by The Chase
County. For example, Protestant cited press reports stating that Chaddanhattan Bank (USA), Wilmington, Delaware (“Chase Delaware”),
would not close any branches in Westchester County before Chast® be designated as a limited-purpose bank under the new regulations
subsequently gave notice to close two branches in the county. Protegeintly promulgated by the federal financial supervisory agencies to
tant's allegations regarding the closure of LMI branches are discusse@mplement the CRA, because the bank offers a wide variety of credit
below, and the Board notes that neither of the Westchester Countproducts.See60 Federal Registe£2,156 (May 4, 1995). The OCC,
branches proposed for closure is located in a LMI neighborhood. TheChase Delaware’s primary federal supervisor, is responsible for acting
Board also has received comments from an individual who is generon the requested designation, and such requests are not reviewable by
ally opposed to the proposal and from another individual who isthe BoardSeel2 C.F.R. 25.25(b).
seeking information regarding certain monies allegedly owed to him 12. The Board notes that the Statement of the Federal Financial
by a number of government entities. The Board has reviewed all ofSupervisory Agencies Regarding the Community Reinvestment Act
these allegations in light of supervisory assessments of Chase’s manarovides that a CRA examination is an important and often controlling
gerial resources. The Board also has reviewed the Federal Reserfactor in the consideration of an institution’s CRA record and that
System’s discussions with the New York City Housing Partnershipreports of these examinations will be given great weight in the
(“NYCHP") referenced in the Chemical/Chase Order. As a result of applications process. Federal Registel 3,742, 13,745 (1989).




Legal Developments1141

cluding programs and activities initiated since its mostmoved the LMI Branch and two other branches in middle-
recent CRA performance examination. income census tracts to @ novobranch. Chase has
Performance ExaminationsChase Bank has not been indicated that the new facility, which is located approxi-
evaluated for CRA performance since the merger of Oldmately one-half mile from the LMI Branch, would be a
Chemical and Old Chase in July 1996. Prior to the mergermore modern full-service facility that would serve custom-
Old Chemical’s lead bank was rated “outstanding” by the ers better, and would include three 24-hour ATMs that
Federal Reserve Bank of New York at its most recentwere not available at the LMI Branch. Chase would con-
examination for CRA performance, as of March 13, 1995tinue to operate more than 60 consumer branches in LMI
(“1995 Chemical Examination”). Old Chase’s lead bank census tracts out of approximately 260 consumer branches
also received an overall CRA performance rating of “out- in New York City1>
standing” from its primary federal supervisor, the Office of = More generally, since the Chemical/Chase Order, Chase
the Comptroller of the Currency (“OCC") at its most indicates that Chase Bank has closed or relocated a total of
recent examination for CRA performance, as of Octo-13 branches through August 1996 (including the LMI
ber 27, 1995 (“1995 Chase Examinatior’3.CBNJ re- branches discussed above), and has provided customer,
ceived a “satisfactory” rating from the OCC at its most community and regulatory notifications to close or relocate
recent examination for CRA performance, as of Decembefil4 more branches. The record indicates that a substantial
7,1995 (“CBNJ Examination”). All other subsidiary banks number of these closures are within one mile of another
of Old Chemical and Old Chase received “outstanding” or full-service Chase Bank branch (“receptor branches”). In
“satisfactory” ratings at the most recent examinations of addition, Chase Bank has added new 24-hour ATMs at
their CRA performance by their primary federal supervi- many of the receptor branches to increase services to these
Sors. areas. Chase also indicates that since the merger, it has
Branch Openings and ClosingProtestant alleges that installed 23 of the 47 planned new 24-hour ATMs in
Chase has abandoned LMI communities since thebranches located in LMI areas.
Chemical/Chase merger. The Board notes that Protestant’s The Board has also reviewed the branch closing policies
contentions generally relate to branch closings resultingor Old Chemical and Old Chase and their records of
from the Chemical/Chase transaction, and that Chase hdawanch openings and closings. The branch closing policies
not proposed the closure of any branches as a result of thifer both banks require consideration of a number of fac-
proposal. tors, including current market conditions, market potential,
Chase previously announced that it would close severonsumer satisfaction and product usage, demographics,
branches that it operates in LMI census tracts in New Yorkand community needs. The 1995 Chemical and Chase
City in connection with the Chemical/Chase merger. TheExaminations concluded that the institutions’ branch clos-
record indicates that, as of August 1996, Chase had giveing policies were satisfactory and that the institutions’
notice to close only one of these branches located in LMIrecords of opening and closing branches had not negatively
census tracts. The Board notes that Chase has also closaflected its communities, including LMI communities. In
one additional branch located in an LMI census tract inaddition, the effect of all branch closings is reviewed in the
New York City that had not been disclosed in the CRA examination process as part of the institution’s over-
Chemical/Chase application. This branch is located in arall evaluation. Chase has also provided customer, commu-
LMI census tract in Queens (“LMI Branch”). The Board nity and regulatory notifications in connection with the
has considered Protestant’s contention that Chase misreprieranches closed since the mertfer.
sented the number of branches to be closed in LMI areas in HMDA Data and Lending ActivitiesThe Board has
light of the entire record* Chase has stated that it has carefully reviewed 1994 and 1995 HMDA data in view of
Protestant’s contention that Chase’s bank and mortgage
subsidiaries have inadequate and discriminatory lending
13. The 1995 Chase Examination was not publicly released untilrecords. These data show that in some respects, such as in
after the Board issued the Chemical/Chase Order. This examinatiophe denial rate to African-American loan applicants as
represented a CRA rating increase from “satisfactory” to “outstand- - . . ,
ing” for Old Chase’s lead bank. compared to _the denial rate to white applicants, Chase’s
14. Chase indicates that the LMI Branch was inadvertently identi-Performance is comparable to or exceeds the performance

fied as a branch that would be retained in an LMI census tract. Chasef lenders in the aggregate in certain markets. In other
has stated that it has reviewed its overall branch consolidation plan

and has determined that this was an isolated instance. Section 42 of

the Federal Deposit Insurance Act (12 U.S.C. § 1831r-1) (“FDI Act”) instances with the Federal Reserve System prior to the 90-day notifi-
and the Joint Policy Statement on Branch Closings Fefleral cation.

Register49,083 (1993)) (“Joint Policy Statement”) require that a  15. Consumer branches exclude limited access specialized facilities
bank’s primary federal supervisor receive notice at least 90 dayssuch as private banking, middle market business offices, and private
before the date of the proposed branch closing. The Board notes thatccess corporate locations.

Chase complied with Section 42 of the FDI Act, and has provided 16. Protestant states that Chase has characterized its branch closings
notice to the Federal Reserve System at least 90 days before the da#s consolidations and contends that certain of the closings should not
of the proposed branch closing, including the reasons and othebe considered consolidations under the Joint Policy Statement. The
supporting data for the closure consistent with the institution’s writtenrecord indicates that regardless of whether the cessation of branch
policy for branch closing. Chase also has stated that if its plans foroperations was categorized as a consolidation or a closing, Chase has
LMI branches vary from previous submissions, it would discuss thesecomplied with Section 42 of the FDI Act.
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respects, however, the data show disparities in applicatiotn these applications, particularly the Chemical/Chase
and origination rates to African-American loan applicants Order, the Board carefully reviewed the CRA performance
as compared to white applicants in certain markets. records of Old Chemical and Old Chase, including their
The Board is concerned when the record of an institutionlending, marketing and outreach activities, the services
indicates such disparities in lending, and believes that alprovided through their branches, their branch closing poli-
banks are obligated to ensure that their lending practicesies, and the actions that both institutions had taken to
are based on criteria that assure not only safe and soundcrease their lending in LMI areas.
lending, but also assure equal access to credit by creditwor- Chase engages in a variety of lending and community
thy applicants regardless of race. The Board recognizesjevelopment programs designed to help meet the credit
however, that HMDA data alone provide an incomplete needs of the communities in its service area, including the
measure of an institution’s lending in its community be- credit need of LMI neighborhoods. For example, Chase
cause these data cover only a few categories of housing3ank offers a variety of affordable mortgage products to
related lending and provide limited information about the increase the availability of mortgage financing to LMI
covered loans? HMDA data, therefore, have limitations individuals or communities, including the Federal National
that make the data an inadequate basis, absent other infa¥ortgage Association’s Affordable Housing Partnership
mation, for concluding that an institution has engaged inProgram, The Affirmative Mortgage Program which pro-
illegal discrimination in lending. vides flexible underwriting criteria, the Chase Assisted
Because of the limitations of HMDA data, the Board has Settlement for Homebuyers Loan which helps borrowers
carefully reviewed other information such as the examinajpay for closing costs and part of the down payment, the
tions reports of the banks’ primary supervisors. The 1995State of New York Mortgage Agency Mortgage Program
Chemical and Chase Examinations found that neither bankhich offers a fixed rate of interest below the prevailing
engaged in practices that would discourage individualsconventional interest rate and longer repayment terms, and
from applying for credit. Examiners at both institutions NYC Urban Home Loan which enables borrowers to fi-
also found that the community delineations were reasonnance extensive renovations, rehabilitations, and conver-
able and that the geographic analysis of lending data densions of one- to four-family residences in New York City.
onstrated that there was a reasonable penetration throughs addition, The Chase Community Development Corpora-
out each bank’s delineated communities, including LMI tion (“CCDC") finances construction and rehabilitation of
census tracts. Fair lending reviews were conducted duringffordable housing and commercial revitalization projects,
both CRA examinations and examiners found no evidencerovides financing to small businesses that may qualify for
of discrimination or other illegal credit practicgsln addi-  government-guaranteed loans, and finances smaller non-
tion, examiners noted in the examinations that manageprofit community organizations. The Minority- and
ment of the banks had implemented comprehensive writteWWomen-Owned Business Development Program enables
policies, procedures, and training programs to support faibusinesses owned by minorities and women to have an
and equal treatment of loan applicants. Chase has indicatezbjual opportunity to bid on contracts and receive technical
that Chase Bank and its mortgage affiliate have a multipleassistance, and may refer business owners to the CCDC for
review process for residential mortgage applications tosmall business loans.
ensure that credit policies and procedures are consistently Conclusion on Convenience and Needs Facfbhe
applied and that fair lending objectives are met. Board has carefully considered the entire record in its
On consummation of the transaction, Chase proposes treview of the convenience and needs factor under the Bank
merge Chase Bank with CBNJ, after which the operationdMerger Act. As noted above, the proposal is a corporate
of CBNJ would be subject to the CRA policies, proceduresreorganization of Chase’s existing banking operations, and
and programs of Chase Bank. The Board has carefullydoes not represent an expansion of banking activities.
reviewed the CRA performance records of the two banksBased on all the facts of record, including information
that were merged to form Chase Bank in light of severalprovided by Protestant and Chase and CRA performance
recent applications filed by Old Chemical and Old Chigse. examinations, the Board concludes that the efforts of Chase
to help meet the credit needs of all segments of the commu-
nities served, including residents of LMI areas, are consis-
17. For example, these data do not provide a basis for an indepertent with approval. In this light, the Board concludes that

dent assessment of whether an applicant who was denied credit was fpnyvenience and needs consideratigh#cluding the
fact creditworthy. Thus, credit history problems and excessive debt

levels relative to income—reasons most frequently cited for a credit

denial—are not available from the HMDA data.

18. The 1995 Chase Examination specifically noted that Chase 20. Protestant refers to a newspaper article that discusses the elimi-
Manhattan Mortgage Corporation actively and regularly solicits mort- nation of 300 jobs by Chase in Jericho, New York, where only four
gage applications from all segments of the bank’s market area. Examemployees were offered new jobs as an example of the diminished
iners also found that the bank was the second largest home purchasecess to credit, particularly for LMI households and small busi-
mortgage lender in LMI areas, and noted that no other HMDA nesses, caused by the Chemical/Chase merger. The effect of the
reporter in New York City has a better mortgage parity lending record.proposed acquisition on employment in a community is not among the

19. See Chemical/Chase OrdeiChase Manhattan Corporation  factors required to be considered under the Bank Merger Act. The
81 Federal Reserve BulletiB83 (1995);Chase Manhattan Corpora- convenience and needs factor has been consistently interpreted by the
tion, 81 Federal Reserve Bulletifi67 (1995). federal banking agencies, the courts, and Congress to relate to the
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CRA performance records of Chase and its subsidiary Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and
banks are consistent with approval. Governors Kelley, Phillips, Yellen, and Meyer. Absent and not voting:
Governor Lindsey.

Conclusion JENNIFER J. DHNSON

Based on the foregoing and all the facts of recdrthe Deputy Secretary of the Board

Board has determined that the applications should be, an
hereby are, approved.The Board’s approval of this pro-
posal is specifically conditioned on compliance by ChaseB
Bank with the commitments made in connection with this

proposal and t_he cqnditions discu_ssed in this order_._ FOESlZ Main Street, Boonton, Morris County, New Jersey 07005
purposes (.)f this a(_:t|on, Fhe com_mltments and CO”Q'.“°”§459 Main Avenue, Clifton, Passaic County, New Jersey
relied on in reaching this decision are both conditions 07011

imposed in writing by the Board and, as such, may be
enforced in proceedings under applicable law. New Jersey 07834

The merger of Chase Bank and CBNJ may not _beSt. Clare’s Hospital, Second Floor, Pocono Road, Denville,
consummated before the fifteenth calendar day following ¢ County, New Jersey 07834

the effective date of this order, and the proposal may not b‘i86 Ridgedale Avenue, Florham Park, Morris County
consummated later than three months after the effective New Jersey 07932 ' ' '

date of this order, unless such period is extended for 900‘188—190 Main Street, Fort Lee, Bergen County, New Jersey
cause by the Board or the Federal Reserve Bank of New ;054 ' ' ’
York, acting pursuant to delegated authority.

By order of the Board of Governors, effective
October 28, 1996.

ﬂ\ppendix

ranch offices of CBNJ to be established by Chase Bank:

57 Diamond Spring Road, Denville, Morris County,

235 Main Street, Hackensack, Bergen County, New Jersey
07601

Village Road, New Vernon, Morris County, New Jersey 07976

331 Lafayette Avenue, Hawthorne, Passaic County,

New Jersey 07506

1152 Liberty Avenue, Hillside, Union County, New Jersey
07205

101 Hudson Street, Jersey City, Hudson County, New Jersey
07302

effect of a proposal on the availability and quality of banking services . .
in the communitySee Wells Fargo & Compang2 Federal Reserve 2 Waverly Place, Madison, Morris County, New Jersey 07940
Bulletin 445, 457 (1996). The Board has also considered the stepd80 Franklin Turnpike, Mahwah, Bergen County, New Jersey
taken to mitigate the impact of job losses from the Chemical/Chase (7430
merger, which include career transition programs to provide employ—183 Millburn Avenue, Millburn, Essex County, New Jersey
ees with outplacement assistance and financial support for retraining ’ ! !
and education. 07041 . ) .

21. Protestant contends that the record before the Board is incom800 Morris Turnpike, Short Hills, Essex County, New Jersey
plete because Chase has not responded to specific issues raised by07078
Protestant. The Board is required under applicable law and its prog75 Bloomfield Avenue, Montclair, Essex County, New Jersey
cessing procedures to act on applications within specified time peri- 07042
ods. As discussed above, the Board has carefully reviewed the record .
in this case, and based on all the facts of record, including Protestantd® North Fullerton Avenue, Montclair, Essex County,
comments, confidential supervisory information, and reports of exam- New Jersey 07042
ination, the Board concludes that the record is sufficient to act on this}7 Watchung Plaza, Montclair, Essex County, New Jersey
proposal at this time, and that delay or denial of this proposal on the 07042
grounds of informational insufficiency is not warranted. .

22. Protestant has requested that the Board hold a public meeting §00 Valley Road, Upper Montclair, Essex County, New Jersey
hearing on these applications. The Board is not required under the 07043
Bank Merger Act or the Federal Reserve Act to hold a public hearing580 Valley Road, Upper Montclair, Essex County, New Jersey
or meeting in this case. Under the Board’s rules, the Board may, in its 07043
discretion, hold a public hearing or meeting on an application to . . .
clarify factual issues related to the application and to provide an636 Speedwell Avenue, Morris Plains, Morris County,
opportunity for testimony, if appropriate. 12 C.F.R. 262.3(e) and New Jersey 07950
262.25(d). The Board has carefully considered Protestant’s request. 1296 E. Hanover & Ridgedale Avenues, Morristown, Morris
the Board’s view, interested parties have had a sufficient opportunity County, New Jersey 07960
to present written submissions, and have submitted substantial writte . .
comments that have been considered by the Board. Protestant’s rg'] Park Place, MO”'StOV\_/n' Morris Co_unty, New Jersey 07960
quest fails to show why a written presentation would not suffice and to225 South Street, Morristown, Morris County, New Jersey
summarize what evidence would be presented at a hearing or meeting. 07960
Seel2 C.F.R. 262.3(e). On the basis of all the facts of record, theggq Bergen Boulevard, Palisades Park, Bergen County,
Board has determined that a public meeting or hearing is not neces- New Jersey 07650
sary to clarify the factual record in these applications, or otherwise . y
warranted in this case. Accordingly, the request for a public meetingE- 36 Midland Avenue, Paramus, Bergen County, New Jersey
or hearing on these applications is hereby denied. 07652
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100 Parsippany Road, Parsippany, Morris County, New Jerse{DRDERSI SSUEDUNDER INTERNATIONALBANKING ACT
07054

53 North Beverwyck Road, Lake Hiawatha, Morris County, Banca di Roma S.p.A.
New Jersey 07034 Rome, ltaly

1699 Littleton Road, Parsippany, Morris County, New Jersey ) ]
07054 Order Approving Establishment of Branches and

148 Market Street, Paterson, Passaic County, New Jers@genues

07505
Banca di Roma S.p.A (“Bank”), Rome, ltaly, a foreign
E. Ciirr?tyslt\lrg\?vt szseyMO(:?Lse&n Boulevard, Paterson, Pass""“Bank within the meaning of the International Banking Act
’ ) (“IBA"), has applied under section 7(d) of the IBA
124 Haledon Avenue, Prospect Park, Passaic County s y's c. §3105(d)) to establish branches in New York,
New Jersey 07508 New York, and Chicago, lllinois, and agencies in San
1 West Hanover Avenue, Mt. Freedom, Morris County, Francisco, California, and Houston, Texas. The Foreign

New Jersey 07970 Bank Supervision Enhancement Act of 1991 (“FBSEA"),
84 East Ridgewood Avenue, Ridgewood, Bergen Countywhich amended the IBA, provides that a foreign bank must

New Jersey 07450 obtain the approval of the Board to establish a branch or
686 Kinderkamack Road, River Edge, Bergen County,agency inthe United States.

New Jersey 07661 Notice of the application, affording interested persons an
67 Summit Avenue, Summit, Union County, New Jersey Opportunity to comment, has been published in a newspa-

07901 per of general circulation in New YorkNew York Post

825 Riverview Drive, Totowa, Passaic County, New JerseyOCtOber 27, 1992),.Chicag€(1icagp TribuneOgtober 22,
07512 1992), San FranciscoSan Francisco ChronicleOcto-

. . . ber 24, 1992), and HoustotH¢uston PostOctober 21,
208;)02?30”.5 Avenue, Union, Union County, New Jersey 1992). The time for filing comments has expired, and the
i Board has considered the application and all comments
566 Bloomfield Avenue, Verona, Essex County, New Jerseyaceived.
07044 _ . Bank, with total consolidated assets of approximately
1050 Hamburg Turnpike, Wayne, Passaic County, New Jerseg134 billion, is the second largest bank in ltalgassa di

07470 Risparmio di Roma Holding S.p.A. (“CRRH"), a financial
865 Bloomfield Avenue, West Caldwell, Essex County, holding company that owns 64.5 percent of Bank’s shares,
New Jersey 07006 is Bank’s largest shareholder. Istituto per la Ricostruzione
206 East Broad Street, Westfield, Union County, New Jerseyndustriale (“IRI"), a holding company owned by the
07090 Government of Italy, owns 13.9 percent of Bank’s shares
525 Cedar Hill Avenue, Wyckoff, Bergen County, New Jersey @1d 35 percent of the shares of CRRH. Ente Cassa di
07481 Risparmio di Roma (*ECRR”), an ltalian foundation,

owns 9.8 percent of Bank’s shares and 65 percent of the
shares of CRRH (ECRR and IRI are collectively referred
to herein as “Parents”). No other single shareholder holds
Pocono Road (St. Clare’s Hospital), Denville, Morris County, © Percent or more of the shares of Bank.
New Jersey 07834 In addmon to a network of appro>_(|mately 1,300
5 Belmont Drive, Somerset, Somerset County, New Jerse pranches n Italy, Bank qperat_es 13 foreign branches and
08873 has 9 fprggn representative offices. Bank a}lso owns several
) _subsidiaries, including banks that operate in Europe.
115 South Jefferson Road, Whippany, Hanover Township, gany was formed as the result of the merger of Banco di
Morris County, New Jersey 07981 Roma S.p.A. (“Banco di Roma”) and Banco di Santo
110 Cokesbury Road, Lebanon, Hunterdon County,Spirito S.p.A. (“Banco di Santo Spirito”), both of Rome,

Electronic Facilities

New Jersey 07430 Italy. Before the merger, each of the two predecessor banks
Bay and Highland Avenues, Montclair, Essex County, had operations in the United StafeShe Board was given

New Jersey 07042 prior notice of the merger, and, pursuant to Regulation K,
100 Madison Avenue, Morristown, Morris County,

New Jersey 07960

: 1. All data are as of December 31, 1995.
15 E. Midland Avenue, Paramus, Bergen County, New Jersey 2. Banco di Roma operated branches in New York and Chicago and

07652 agencies in San Francisco and Houston. Banco di Santo Spirito, which
Simon & Schuster Company, 1 Lake Street, Upper Saddldegally was the surviving corporation in the merger, operated a branch
River, Bergen County, New Jersey 07458 in New York. As a result of the consolidation, the two New York

) . branches were combined into one location and now operate as a single
1400 Willowbrook Mall, Wayne, Passaic County, New Jerseypranch of Bank. In light of the fact that Bank now operates only one

07470 branch in a single location in New York, a city in which Banco di
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allowed the merger to proceed before an application tdBank’s primary supervisor is the Bank of Itédyfhe Bank
establish the offices was filed and acted upon by the Bbardof Italy’s supervision extends to CRRH, which is consid-

The Bank of Italy, which approved the merger of Banco ered the parent of the banking group. The Bank of Italy
di Roma and Banco di Santo Spirito, has no objection tomonitors the operations of Bank through information ob-
the continued operation of the existing branches and agertained from a combination of the review of reports submit-
cies of Bank. Bank also has received the requisite approvaied by Bank and from direct on-site inspections. While
from the respective state banking authorities to maintairthere is no prescribed frequency for inspections, the Bank
the branch in Chicago and the agencies in San Franciscof Italy uses the reports it receives from Bank for purposes
and Houston and to change the name and location of thef conducting “off-site reviews” that allow the Bank of
New York branch. Italy to monitor the financial condition of Bank.

In order to approve an application by a foreign bank to Bank is required to submit a number of reports to the
establish branches and agencies in the United States, thigank of Italy periodically, and the Bank of Italy may
IBA and Regulation K require the Board to determine thatrequire such additional information as it deems necessary
the foreign bank applicant engages directly in the businesto carry out supervision of Bank and Bank’s affiliated
of banking outside of the United States, and has furnishe@¢ompanies. The Bank of ltaly performs regular off-site
to the Board the information it needs to adequately asses®views of reports filed by Bank and its banking company
the application. The Board also generally must determineaffiliates. Off-site reviews result in periodic ratings of the
whether the foreign bank is subject to comprehensive subank in the areas of capital, profitability, risks, organiza-
pervision or regulation on a consolidated basis by its homdion, and liquidity. Reports filed by Bank include semi-
country supervisor (12 U.S.C. § 3105(d)(2) and (6)). Theannual consolidated balance sheets and income statements,
Board also may take into account additional standards aquarterly reports on capital ratios, country exposures, loans
set forth in the IBA (12 U.S.C. § 3105(d)(3)-(4)) and Reg- and deposits, and credit granted to affiliated companies,
ulation K (12 C.F.R. 211.24(c)). and monthly balance sheets and detailed average balances

Bank engages directly in the business of banking outsiddor certain asset and liability accounts. In addition, all
the United States through its banking operations in Italyltalian banks are required to transmit to the Bank of Italy
and elsewhere. Bank also has provided the Board with thanformation regarding any violations of law discovered
information necessary to assess the application througthrough their internal control systems. The Bank of Italy
submissions that address the relevant issues. also reviews the minutes of meetings of Bank’s board of

Regulation K provides that a foreign bank will be con- directors, and proposals and findings of Bank’s board of
sidered to be subject to comprehensive supervision oauditors.
regulation on a consolidated basis if the Board determines The Bank of Italy employs both general and targeted
that the bank is supervised and regulated in such a mannen-site inspections of Bank. General inspections cover all
that its home country supervisor receives sufficient infor-the activities of Italian banks. In response to special devel-
mation on the foreign bank’s worldwide operations, includ- opments, targeted inspections may be conducted that focus
ing the relationship of the foreign bank to any affiliate, to on specific issues. The frequency of general inspections is
assess the overall financial condition of the foreign bankin the discretion of the Bank of Italy and is determined by
and its compliance with law and regulation (12 C.F.R. matters such as the condition of the bank and the nature of
211.24(c)(1)¥ its operations. The general inspections are designed to

The Board has considered the following information assess profitability, capital adequacy, the reliability of the
concerning supervision by home country authorities.reports submitted to the Bank of Italy, asset quality, and the
quality of Bank’s management and internal organization.
Inspections also review the adequacy of internal controls
related to Bank’s worldwide operations and extend to the
Santo Spirito had preexisting authority to operate a branch, Bank'sbranches and subsidiaries of Bank outside Italy.

ap??lifgtign;%e;tlafgjz t;g)NeW York branch is moot. ltalian companies, including banks, are required to em-
. F.R. 211.24(a)(3). ; ;

4. In assessing this standard, the Board considers, among otheDFiOy statutory auditors. Th? statu_t ory auditors are elected at
factors, the extent to which the home country supervisors: the _general shareholders meeting and are separate_from
(i) Ensure that the bank has adequate procedures for monitoring anthe internal and external auditors. The statutory auditors
controlling its activities worldwide; are required to verify matters relating to corporate gover-

(i) Obtain information on the condition of the bank and its subsid- nance and compliance with law, as well as the company’s

iaries and offices through regular examination reports, audit reports . . .
or otherwise: gnreg P PO accounts. The statutory auditors are required to transmit to

(iii) Obtain information on the dealings with and relationship be-

tween the bank and its affiliates, both foreign and domestic; -

(iv) Receive from the bank financial reports that are consolidated on 5. The ultimate responsibility for bank supervision in Italy rests

a worldwide basis, or comparable information that permits analysiswith the Comitato Interministeriale per il Credito ed il Risparmio

of the bank’s financial condition on a worldwide consolidated basis; (“CICR”), a body presided over by ltaly’s Minister of the Treasury

(v) Evaluate prudential standards, such as capital adequacy and rigknd composed of various government ministers. The CICR is respon-

asset exposure, on a worldwide basis. sible for setting the general principles of supervision which are then

These are indicia of comprehensive, consolidated supervision. No singldncorporated into regulations and applied to individual banks by the
factor is essential and other elements may inform the Board’s determination. Bank of Italy.
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the Bank of Italy copies of the minutes of its meetings andpreviously had been operated by the two banks prior to the
reports of irregularities in the bank’s management or viola-merger. Bank continues to maintain controls and proce-
tions of law. dures for the branch and agencies in order to ensure com-
Companies listed on an Italian stock exchange, includingpliance with U.S. law, as well as controls and procedures
Bank, also are required to have their annual financiaffor its worldwide operations generally.
statements audited by external auditors. External auditors The Board also has reviewed the restrictions on disclo-
perform annual audits of Bank’s domestic and foreignsure in relevant jurisdictions in which Bank operates and
operations. Bank employs the same auditing firm, or itshas communicated with relevant government authorities
local affiliates, worldwide. Copies of the audited financial about access to information. Bank and Parents have com-
statements are provided to the Bank of Italy. mitted to make available to the Board such information on
Italian banks are subject to certain restrictions with re-the operations of Bank and any affiliate of Bank that the
spect to transactions with affiliates and investments in otheBoard deems necessary to determine and enforce compli-
companies. The Bank of Italy limits the extensions of ance with the IBA, the Bank Holding Company Act of
credit to affiliates by a bank or a banking group to 1956, as amended, and other applicable federal law. To the
20 percent of the bank’s or banking group’s capital. Inextent that the provision of such information is prohibited
addition, prior approval from the Bank of Italy is required or impeded by law, Bank and Parents have committed to
for a bank to make investments in other companies whertooperate with the Board to obtain any necessary consents
such investments exceed certain thresholds. or waivers that might be required from third parties in
The Bank of Italy has various enforcement powers overconnection with disclosure of certain information. In addi-
Italian banks, including Bank. These enforcement powergion, subject to certain conditions, the Bank of Italy may
include the power to impose monetary fines, suspend oshare information on Bank’s operations with other supervi-
terminate a bank’s officers, and to dissolve a bank’s boardors, including the Board. In light of these commitments
of directors. If criminal violations of law are suspected, the and other facts of record, and subject to the condition
Bank of Italy refers the case to the appropriate judiciarydescribed below, the Board concludes that Bank has pro-
authorities. vided adequate assurances of access to any necessary infor-
With respect to the monitoring of its worldwide opera- mation the Board may request.
tions, Bank’s internal audit department conducts regular On the basis of all the facts of record, and subject to the
audits of all its foreign and domestic offices and bankcommitments made by Bank and Parents, as well as the
subsidiaries. In addition, internal auditors are posted aterms and conditions set forth in this order, the Board has
each foreign branch of Bank. Any violations of law discov- determined that Bank’s application to establish a state-
ered by Bank’s internal auditors must be reported to thdicensed branch in Chicago and state-licensed agencies in
Bank of Italy. The branches also submit periodic reports toSan Francisco and Houston should be, and hereby is,
Bank’s head office. approved. Should any restrictions on access to information
Based on all the facts of record, including the informa- on the operations or activities of Bank and its affiliates
tion described above, the Board concludes that Bank isubsequently interfere with the Board’s ability to obtain
subject to comprehensive supervision on a consolidateéhformation to determine and enforce compliance by Bank
basis by its home country supervisor. or its affiliates with applicable federal statutes, the Board
The Board also has taken into account the additionaimay recommend termination of any of Bank’s direct or
standards set forth in section 7 of the IBse€12 U.S.C. indirect activities in the United States. Approval of this
§ 3105(d)(3)-(4); 12 C.F.R. 211.24(c)(2)). Bank has pro-application is also specifically conditioned on Bank’s and
vided the Board with the information necessary to asses®arents’ compliance with the commitments made in con-
the application through submissions that address the releiection with this application and with the conditions in this
vant issues. As noted above, the Bank of Italy does nobrder® The commitments and conditions referred to above
object to the continued operation of the existing branchesre conditions imposed in writing by the Board in connec-
and agencies of Bank. In addition, the Bank of Italy may tion with its decision, and may be enforced in proceedings
share information on Bank’s operations with other supervi-under 12 U.S.C. § 1818 or 12 U.S.C. § 1847 against Bank,
sors, including the Board. its offices, and its affiliates.
Italy is a signatory to the Basle risk-based capital stan- By order of the Board of Governors, effective October 9,
dards, and ltalian risk-based capital standards meet thosE996.
established by the Basle Capital Accord and the European
Union. Bank’s capital is in excess of the minimum levels
that would be required by the Basle Capital Accord and is
considered equivalent to capital that would be required of a
U.S. banking organization. 6. The Board's authority to approve establishment of the branch and
Managerial and other financial resources of Bank alscfgencies parallels the continuing authority of the states of lllinois,

California, and Texas to license offices of a foreign bank. The Board’s

are considered consistent with approval. In making thISapproval of this application does not supplant the authority of these

determination, the Board also has taken into account thetates to license the respective branch and agencies of Bank in
fact Bank will continue to operate only those offices that accordance with any terms or conditions that they may impose.
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Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and market facilities, letters of credit, foreign exchange, capital
Governors Kelley, Phillips, Yellen, and Meyer. Absent and not voting: markets products, and structured pI’OdUCtS related to the
Governor Lindsey. Italian market. The New York branch proposes to continue
to offer those services and to expand its deposit products.
Bank also engages indirectly in certain nonbanking activi-
ties in the United States.

In order to approve an application by a foreign bank to
establish a branch in the United States, the IBA and Regu-
lation K require the Board to determine that the foreign
bank applicant engages directly in the business of banking
outside of the United States and has furnished to the Board
the information it needs to assess the application ade-
quately. The Board also generally must determine that the
foreign bank is subject to comprehensive supervision or
regulation on a consolidated basis by its home country
supervisor (12 U.S.C. § 3105(d)(2) and (6); 12 C.F.R.
211.24(c)(1)). The Board may also take into account addi-
tional standards set forth in the IBA and Regulation K
(12 U.S.C. § 3105(d)(3)-(4); 12 C.F.R. 211.24(c)).

JENNIFER J. DHNSON
Deputy Secretary of the Board

Istituto Bancario San Paolo di Torino, S.p.A.
Turin, Italy

Order Approving Establishment of a Branch

Istituto Bancario San Paolo di Torino, S.p.A. (“Bank”),
Turin, Italy, a foreign bank within the meaning of the
International Banking Act (the “IBA"), has applied under
section 7(d) of the IBA (12 U.S.C. § 3105(d)) to establish a
federally licensed branch in New York, New York. The
Foreign Bank Supervision Enhancement Act of 1991
(“FBSEA"), which amended the IBA, provides that a

foreign bank must obtain the approval of the Board to Bank engages directly in the business of banking outside

establish a branch in the United States. . . ; . )
Notice of the application, affording interested persons anof the United States through its banking operations in Italy

opportunity to submit comments, has been published in é”‘rf'd elsiwhere. Bank alfo has provtlrc]ied theIIBcz[grd mth thﬁ
newspaper of general circulation in New York, New York information necessary 10 assess the application throug

(The New York TimesMay 13, 1996). The time for filing submissions that address the relevant issues.

comments has expired, and all comments have been con- Regulation K proyldes that a foreign pank will b? con-
sidered. sidered to be subject to comprehensive supervision or

Bank, with assets of approximately $159 billion as of :ﬁgﬂﬁgoﬁaﬁﬂ ."’; gonse?“ifgiggsrf 'flgf[z dB-?,asrdCie;emEﬁZr
December 31, 1995, is the largest commercial bank ir} IS Superv gu insu

ltaly. Gruppo Bancario San Paolo di Torino, S.p.A. hat its home country supervisor receives sufficient infor-

) » . : mation on the worldwide operations of the bank, including
E)fGEr,:lzi?s )\,/c;l;#]rén:srl]t:ggoggj ﬁgpcr)?ﬁ( (Iar:]zfﬁlg%efh%?{ach%rl]cti ec'tts relationship to any affiliates, to assess the bank’s overall

holds more than 5 percent of Bank’s voting shares. Grupp
is the sole and wholly owned subsidiary of Compagnia di
San Paolo (“Compagnia”), Turin, Italy, an Italian founda- information
Eon (Gruppo and C;ompaEnia are collectlively refgrred;o Bank’s p'rimary supervisor is the Bank of Italy. The
erein as “Parents”). Bank operates nearly 1200 branche . . : . "
in Italy and has extensive banking and nonbanking opera%oﬁzgazgen\/:zsg:zir:]a‘;r?cifém't;ﬁgh 'Qaﬁing(;%tg;n d}lvggr:;e
tions outside ltaly. SppA that the bani was subject to homé country su erv’i
In the Unit.ed States, Bar.lk.operates a .branch in Lossifr'] c.)’n a consolidated ba§is'=' he Board also hasy de!toer-
Angeles, California, and a limited branch in New York, )

New York. Bank’s New York branch currently limits its

deposit-taking activities to those that are incidental to

international or foreign businessBank proposes to con-

vert its existing New York branch to a full-service branch, —5—————— . . )

. . TR . 2. In assessing this standard, the Board considers, among other
which would no longer be subject to such limitations on its actors, the extent to which the home country supervisors:
deposit-taking activities. (i) Ensure that the bank has adequate procedures for monitoring

The main products offered by Bank’s New York limited and controlling its activities worldwide;

branch are committed revolving lines of credit, money (i) Obtain information on the condition of the bank and its
’ subsidiaries and offices through regular examination reports,

audit reports, or otherwise;

[ — i ) ) (iii) Obtain information on the dealings with and relationship
1. Currently, Bank's home state under the IBA and Regulation Kis  petween the bank and its afiliates, both foreign and domestic;
California. Because Bank’s New York branch is outside Bank's home  (jy) Receive from the bank financial reports that are consolidated
state, under the IBA it cannot engage in full service deposit activities on a worldwide basis, or comparable information that permits
and must limit its deposit taking to that of a corporation organized  analysis of the bank’s financial condition on a worldwide consol-

under section 25A of the Federal Reserve Act (the Edge Act) idated basis; and

(12U.S.C. § 61%t seq). Following approval of its proposed branch (v) Evaluate prudential standards, such as capital adequacy and
in New York, Bank would redesignate New York as its home state for risk asset exposure, on a worldwide basis.

the_pgrposes of the IBA and Regulation K, transfer the assets and These are indicia of comprehensive, consolidated supervision; no single
liabilities of the Los Angeles branch to the New York branch, and factor is essential and other elements may inform the Board's determination.
downgrade the Los Angeles branch to a representative office. 3. See Banca di Roma, S.p.82 Federal Reserve Bulletii, 144 (1996).

inancial condition and its compliance with law and regula-
ion (12 C.F.R. 211.24(c)(1)In making its determination
under this standard, the Board has considered the following
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mined that Bank and Gruppo are supervised by the Bank ofletermine and enforce compliance by Bank or its affiliates

Italy on substantially the same terms and conditions awith applicable federal statutes, the Board may require

Banca di Roma and its parent company. Based on all théermination of any of Bank’s direct or indirect activities in

facts of record, the Board has concluded that Bank ishe United States or, in the case of an office licensed by the

subject to comprehensive supervision and regulation on ®CC, recommend termination of such office. Approval of

consolidated basis by its home country supervisor. this application also is specifically conditioned on Bank’s
The Board has taken into account the additional stanand Parents’ compliance with the commitments made in

dards set forth in section 7 of the IBA and in Regulation K. connection with this application and with the conditions in

(See12 U.S.C. § 3105(d)(3)-(4); 12 C.F.R. 211.24(c)(2)). this order* The commitments and conditions referred to

Bank has provided the Board with the information neces-above are conditions imposed in writing by the Board in

sary to assess the application through submissions thatonnection with its decision and may be enforced in pro-

address the relevant issues. In addition, the Bank of Italyceedings under 12 U.S.C. § 1818 or 12 U.S.C. § 1847

has no objection to Bank’s proposal to establish a branch irmgainst Bank, its offices, or its affiliates.

New York. By order of the Board of Governors, effective
Italy is a signatory to the Basle risk-based capital stan-October 15, 1996.

dards, and ltalian risk-based capital standards meet those

established by the Basle Capital Accord and the European Voting for this action: Chairman Greenspan, Vice Chair Rivlin, and

Union. Bank’s capital is in excess of the minimum levels Governors Lindsey, Phillips, Yellen, and Meyer. Absent and not

that would be required by the Basle Capital Accord and js’°ting- Governor Kelley.

considered equivalent to capital that would be required of a

U.S. banking organization. Managerial and other financial

resources of Bank also are considered consistent with

approval, and Bank appears to have the experience and

capacity to support the proposed branch. In addition, BankJnibanco - Uniao de Bancos Brasileiros, S.A.,

has established controls and procedures in the branch f9ao Paulo, Brazil

ensure compliance with applicable U.S. law, as well as

controls and procedures for its worldwide operations generorder Approving Establishment of a Representative
ally. Office
Finally, the Board has reviewed the restrictions on dis-

closure in relevant jurisdictions in which Bank operates, | . . . . y
and has communicated with relevant government authori-Un'IOanco - Uniag de Bancos Brasileiros, S.A. ("Bank?),

ties about access to information. Bank and Parents hav?n?grﬁggé?l’a?E‘;r'lll’(%fofé?q,g;r,],k vr\]/glglgthtﬁergefnnégg ;);t:e
committed to make available to the Board such informa- 9 ( ), PP

tion on the operations of Bank and any affiliate of Bankt'on 10(a) O.f the .IBA. (lZ.U'S.'C' §.107(a)) to es'tabllsh a
that the Board deems necessary to determine and enfor presentative office in Miami, Florida. The Foreign Bank

compliance with the IBA, the Bank Holding Company Act upervision Enhancement Act of 1991, which amended the

. BA, provides that a foreign bank must obtain the approval
of 1956, as amended, and other applicable federal law, Tét))f the Board to establish a representative office in the

the extent that the provision of such information may beUnited States.

prohibited or impeded by law or otherwise, Bank and Notice of the application, affording interested persons an
Parents have committed to cooperate with the Board to . PPl ’ 9 Pe .
pportunity to submit comments, has been published in a

obtain any necessary consents or waivers that might b

required from third parties in connection with disclosure of BZY\I'SpBapSe.;géggler.alvg"f ulla7t|olng|§r)16M|jT_rg1é, tl':rlr?g(fjc?rlefl'rlm
certain information. In addition, subject to certain condi- rln);n lrJ1t| h xViI? du ynd t’h B )'rd h : n idl Ir % th
tions, the Bank of Italy may share information on Bank’s comments has expired, a € board has considered the

operations with other supervisors, including the Board. Inapgllcitlon.tﬁnd all cqmrrlelrlts$rze::ei)|¥|§3d. . atés the
light of these commitments and other facts of record, anj9 ank, with approximatety 1ion In assetss

JENNIFER J. JDHNSON
Deputy Secretary of the Board

subject to the condition described below, the Board ha hird largest bank in Brazil. Bank has over 800 domestic

concluded that Bank has provided adequate assurances Eanches and operates 31 domestic subsidiaries, which
access to any necessary information the Board may re-
quest.
On the basis of all the facts of record, and subject to the————— . )

itments made by Bank and Parents. as well as th 4. The Board’s authority to approve the est_abllshment qf the pro-
commi “ y ’ ' ’ Eosed branch parallels the continuing authority of the Office of the
terms and conditions set forth in this order, the Board hasomptroller of the Currency (“OCC”) to license federal offices of a
determined that Bank’s application to establish a federallyforeign bank. The Board’s approval of this application does not
licensed branch in New York should be, and hereby is,supplant the authority of the OCC to license the proposed branch of
approved. Should any restrictions on access to informatiorﬁ‘ggsg‘ accordance with any terms or conditions that the OCC may
on the operations or activities of Bank or any of its affili- '

ates subsequently interfere with the Board’s ability to 1. Data are as of March 31, 1996, unless otherwise noted.
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provide services such as insurance, leasing, credit card, anghether operating through branches, agencies, or represen-
investment management. Bank also has branches located iative offices, will be required to provide adequate assur-
New York, New York, the Cayman Islands, Nassau, Baha-ances of access to information on their operations and
mas, a representative office in London, and bank subsidiarthose of their affiliates necessary to determine compliance
ies located in Luxembourg and Paraguay. with U.S. laws.

Unibanco Holdings, S.A. (“Unibanco Holdings”), Sao  Bank is subject to the regulatory and supervisory author-
Paulo, Brazil, is Bank’s immediate parent and ownsity of the Central Bank of Brazil (“Central Bank”), which
90 percent of the shares of Bank. The remainder of Bank’ss the bank supervisory authority in Brazil and, as such, is
shares is widely held. Bank’s ultimate parent, E. Johnstorthe home country supervisor of Bank. The Central Bank
Participacoes Ltda., S.A. (“E. Johnston”), Sao Paulo, Bra-has no objection to Bank’'s establishment of the proposed
zil, indirectly owns 68 percent of Unibanco Holdings. representative office. The Board has previously determined
Bank, Unibanco Holdings, and E. Johnston are subject ton connection with an application to establish a representa-
the requirements of the Bank Holding Company Act by tive office by another Brazilian bank that the bank was
virtue of Bank’s New York branch, and each is a qualifying subject to a significant degree of supervisidn.this case,
foreign banking organization under Regulation K Bank is supervised by the Central Bank on the same terms
(12 C.F.R. 211.23(b)). and conditions as the other Brazilian bank. Based on all the

The proposed representative office would solicit loans facts of record, the Board has determined that factors
promote Bank’s products and services to potential andelating to the supervision of Bank by its home country
existing customers, and serve as a liaison between Bank'supervisor are consistent with approval of the proposed
correspondent banks, its New York branch, and its headepresentative office.
office. In addition, the proposed representative office would The Board also has determined that Bank engages di-
monitor Bank’s operations in the U.S. for compliance with rectly in the business of banking outside of the United
applicable laws and regulations, conduct compliance trainStates through its banking operations in Brazil. Bank has
ing for Bank’s employees in the United States, oversee therovided the Board with information necessary to address
electronic data processing activities of Bank in the Unitedrelevant issues and to assess the application adequately.
States, and perform other back-office functions in support The Board also has taken into account the additional
of Bank’s New York branch. standards set forth in section 7 of the IBA and Regula-

In acting on an application to establish a representativaion K (12 U.S.C. § 3105(d)(3),(4); 12 C.F.R. 211.24(c)(2)).
office, the IBA and Regulation K provide that the Board As noted above, the Central Bank has no objection to
shall take into account whether the foreign bank engage8ank’s establishment of the proposed representative office.
directly in the business of banking outside of the In addition, the Central Bank may share information on
United States, has furnished to the Board the informaBank’s operations with other supervisors, including the
tion it needs to assess adequately the application, and Board.
subject to comprehensive supervision or regulation on a Taking into consideration Bank’s record of operations in
consolidated basis by its home country supervisorits home country, its overall financial resources, and its
(12 U.S.C. § 3107(a)(2); 12 C.F.R. 211.24(d)). The Boardstanding with its home country supervisors, the Board also
may also take into account additional standards as set forthas determined that financial and managerial factors are
in the IBA (12 U.S.C. § 3105(d)(3)-(4)) and Regulation K consistent with approval of the proposed representative
(12 C.F.R. 211.24(c)(2)). office. Bank appears to have the experience and capacity to

The Board generally has required foreign banks thatsupport the proposed representative office and has estab-
propose to establish a representative office to be subject tlished controls and procedures for the proposed representa-
a significant degree of supervision by their home countrytive office to ensure compliance with U.S. law.
supervisor, as determined with reference to a number of The Board also has reviewed the restrictions on disclo-
factors3 A foreign bank’s financial and managerial re- sure under applicable law and has communicated with
sources are reviewed to determine whether its financiatelevant government authorities regarding access to infor-
condition and performance demonstrate that it is capable ofmation about Bank’s operations. Bank and its ultimate
complying with applicable laws and has an operatingparent have committed to make available to the Board such
record that would be consistent with the establishment of anformation on the operations of Bank and any of its
representative office in the United States. All foreign banksaffiliates that the Board deems necessary to determine and

enforce compliance with the IBA, the Bank Holding Com-
pany Act of 1956, as amended, and other applicable Fed-
eral law. To the extent that disclosure of such information

2. Other entities that hold an interest in Unibanco Holdings greaterig the Board may be prohibited or impeded by law, Bank
than 5 percent but less than 15 percent are Commerzbank AG,
Frankfurt, Germany, Dai-Ichi Kangyo Bank, Tokyo, Japan, and Ba-
hema Participacoes, S.A., Sao Paulo, Brazil.

3. See Citizens National Bank9 Federal Reserve Bulleti805
(1993).See also Promstroybank of Russt2 Federal Reserve Bulle-
tin 599 (1996)(addressing standards applicable to representative of- 4. See Banco Bandeirantes, S.81 Federal Reserve Bulletifi42
fices with limited activities). (1995).
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and its ultimate parent have committed to cooperate withcation and with the conditions in this ordef.he commit-
the Board to obtain any necessary consents or waivers thawents and conditions referred to above are conditions
might be required from third parties in connection with imposed in writing by the Board in connection with its
disclosure of certain information. In light of these commit- decision, and may be enforced in proceedings under
ments and other facts of record, and subject to the condi12 U.S.C. § 1818 against Bank and its affiliates.
tion described below, the Board concludes that Bank has By order of the Board of Governors, effective October 9,
provided adequate assurances of access to any necessda896.
information the Board may request. . ) . ) i o

On the basis o al the facts of record, and subject o theg Y7179 0101 Ao Shaman Sreetepan, e Cha e, o
commitments made by Bank and its ultimate parent, assovernor Lindsey.
well as the terms and conditions set forth in this order, the
Board has determined that Bank’s application to establish a
representative office should be, and hereby is, approved.
Should any restrictions on access to information on the
operations or activities of Bank and any of its affiliates
su_bsequently 'r_]terfere with the _Boar(_j'_S ab”'t_y to de_ter' " 5. The Board's authority to approve the establishment of the pro-
mine the compliance by Bank or its affiliates with applica- posed ofiice parallels the continuing authority of the State of Florida
ble federal statutes, the Board may require termination ofo license offices of a foreign bank. The Board's approval of this
any of Bank’s direct or indirect activities in the United application does not supplant the authority of the State of Florida and

: st : i its agent, the Florida Department of Banking and Finance, to license
States. Approval of this application is also specifically the proposed office of Bank in accordance with any terms or condi-

anditioned On.Comp”ance bY Bank anO! its Ul_timat.e parentions that the Florida Department of Banking and Finance may im-
with the commitments made in connection with this appli- pose.

JENNIFER J. JDHNSON
Deputy Secretary of the Board

APPLICATIONSAPPROVEDUNDER BANK HOLDING COMPANYACT
By the Secretary of the Board

Recent applications have been approved by the Secretary of the Board as listed below. Copies are available upon request to

the Freedom of Information Office, Office of the Secretary, Board of Governors of the Federal Reserve System,
Washington, D.C. 20551.

Section 3

Applicant(s)

Bank(s)

Effective Date

Whitney Holding Corporation,
New Orleans, Louisiana

Section 4

Liberty Holding Company,
Pensacola, Florida

Liberty Bank,
Pensacola, Florida

Whitney National Bank of Florida,
Pensacola, Florida

October 7, 1996

Applicant(s)

Bank(s)

Effective Date

Bank America Corporation,
San Francisco, California

National City Corporation,
Cleveland, Ohio

National City Mortgage Company,
Miamisburg, Ohio

SouthTrust Corporation,
Birmingham, Alabama

SouthTrust of Florida, Inc.,
Jacksonville, Florida

Arrowhead LLC,
San Jose, California

Muirfield Mortgage Limited Partnership,
Dallas, Texas

Preferred Bank, A Federal Savings Bank,
Palmetto, Florida

October 30, 1996

October 11, 1996

October 9, 1996
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By Federal Reserve Banks

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies are available upon request to
the Reserve Banks.

Section 3

Applicant(s) Bank(s) Reserve Bank Effective Date

1st United Bancorp, Park Bankshares, Inc., Atlanta October 17, 1996
Boca Raton, Florida Lake Park, Florida

First National Bank of Lake Park,
Lake Park, Florida

Central Financial Corporation, Mesquite Financial Corporation, Kansas City October 17, 1996
Hutchinson, Kansas Mesquite, Nevada

Chambers Bancshares, Inc., Bank of Rogers, St. Louis October 22, 1996
Danville, Arkansas Rogers, Arkansas

Citizens Corporation, Peoples State Bancshares, Inc., Atlanta October 11, 1996
Franklin, Tennessee Grant, Alabama

Harrison Group, Inc., Peoples State Bank,
Franklin, Tennessee Grant, Alabama

Colony Bankcorp, Inc., Broxton State Bank, Atlanta October 4, 1996
Fitzgerald, Georgia Broxton, Georgia

Commerce Bancshares, Inc., Geneva State Bank, Minneapolis October 17, 1996
Bloomington, Minnesota Geneva, Minnesota

Community Bank Shares of Indiana, Community Bank of Southern Indiana, St. Louis October 9, 1996
Inc., New Albany, Indiana
New Albany, Indiana

Community First Bankshares, Inc.,  First National Bank of Boulder County, Kansas City October 23, 1996
Denver, Colorado Boulder, Colorado

DCB Financial Corp., The Delaware County Bank & Trust Cleveland October 17, 1996
Delaware, Ohio Company,

Delaware, Ohio

Delaware International Bancshares, The International Bank, Dallas October 11, 1996
Inc., Corpus Christi, Texas
Dover, Delaware

Dublin Bancshares, Inc., Gustine-DelLeon Bancshares, Inc., Dallas October 23, 1996
Dublin, Texas DelLeon, Texas

Eberhardt, Inc., Pinnacle Financial Corporation, Atlanta October 4, 1996
Elberton, Georgia Elberton, Georgia

JAM Family Partnership II, L.P.,
Elberton, Georgia

First Bankshares of West Point, Inc., Canebrake Bancshares, Inc., Atlanta September 27, 1996
West Point, Georgia Uniontown, Alabama

First State Bank of Uniontown,
Uniontown, Alabama

First Financial Company of Saint The First National Bank of Saint Jo, Dallas October 4, 1996
Jo, Saint Jo, Texas
Dover, Delaware

First International Bancshares, Inc., Delaware International Bancshares, Inc., Dallas October 11, 1996
Corpus Christi, Texas Dover, Delaware

The International Bank,
Corpus Christi, Texas
Hibernia Corporation, Texarkana National Bancshares, Atlanta October 18, 1996
New Orleans, Louisiana Texarkana, Texas
Texarkana National Bank,
Texarkana, Texas
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Section 3—Continued

Applicant(s)

Bank(s)

Reserve Bank

Effective Date

Hometown Financial Group, Inc.,
Flanagan, lllinois

Keystone Financial, Inc.,
Harrisburg, Pennsylvania

McConnell & Co.,
Elberton, Georgia

JAM Family Partnership |, L.P.,
Elberton, Georgia

Mesquite Financial Corporation,
Mesquite, Nevada

Nolte Family Limited Partnership,
Kenesaw, Nebraska

Northern Trust Corporation,
Chicago, lllinois

Robertson Holding Company,
Speedwell, Tennessee

The Royal Bank of Scotland Group
plc,
Edinburgh, Scotland,

The Royal Bank of Scotland plc,
Edinburgh, Scotland

The Governor and Company of the
Bank of Ireland,
Dublin, Ireland

Citizens Financial Group, Inc.,
Providence, Rhode Island

Saint Jo Bancshares, Inc.,
Saint Jo, Texas

Sussex Bancorp,
Franklin, New Jersey

Union lllinois Company Employee
Stock Ownership Trust,
Swansea, lllinois

Valley Bancshares, Inc.,
Nisswa, Minnesota

Flanagan State Bank,
Flanagan, lllinois

Keystone National Bank,
Lancaster, Pennsylvania

Pinnacle Financial Corporation,
Elberton, Georgia

Mesquite State Bank,
Mesquite, Nevada

First Kenesaw Company, Inc.,
Kenesaw, Nebraska

Metroplex Bancshares, Inc.,
Dallas, Texas

Metroplex Delaware Financial
Corporation,
Dallas, Texas

Bent Tree National Bank,
Dallas, Texas

Commercial BancGroup, Inc.,
Harrogate, Tennessee

Farmers & Mechanics Bank,
Middletown, Connecticut

First Financial Company of Saint Jo,
Dover, Delaware

The First National Bank of Saint Jo,
Saint Jo, Texas

The Sussex County State Bank,
Franklin, New Jersey

Union lllinois Company,
Swansea, lllinois

Minnesota Bancshares Corporation,
Augusta, Wisconsin

Brainerd National Bank,
Baxter, Minnesota

Chicago
Philadelphia

Atlanta

Kansas City
Kansas City

Chicago

Atlanta

Boston

Dallas

New York

St. Louis

Chicago

October 7, 1996
September 13, 1996

October 4, 1996

October 17, 1996
October 18, 1996

October 11, 1996

October 18, 1996

October 11, 1996

October 4, 1996

October 11, 1996

October 22, 1996

October 21, 1996
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Section 4

Applicant(s)

Nonbanking Activity/Company

Reserve Bank

Effective Date

Brunsville Bancorporation, Inc.,
Brunsville, lowa

Caisse Nationale de Credit Agricole,
Paris, France

Cardinal Bankshares Corporation,
Floyd, Virginia

Centura Banks, Inc.,
Rocky Mount, North Carolina

Commercial Capital Corporation,
DeKalb, Mississippi

Farmers Capital Bank Corporation,
Frankfort, Kentucky

FBOP Corporation,
Oak Park, lllinois

Regency Savings Bank,
F.S.B.,
Naperville, lllinois

Franklin National Bankshares, Inc.,
Mount Vernon, Texas

Fremont Bancorporation,
Fremont, California

Maedgen & White, Ltd.,
Lubbock, Texas

Plains Capital Corporation,
Lubbock, Texas

Merrill Bancorporation, Inc.,
Merrill, lowa

Mid Am, Inc.,
Bowling Green, Ohio

Mid Am Recovery Services, Inc.,
Toledo, Ohio

National Bancorp of Alaska, Inc.,
Anchorage, Alaska

National Commerce Bancorporation,
Memphis, Tennessee

Norwest Corporation,
Minneapolis, Minnesota

To engageale novoin insurance agency
activities

Daniel Breen & Company, L.P.,
Houston, Texas

Indosuez Carr Futures, Inc.,
Chicago, lllinois

Banque Indosuez,
Paris, France

Breen Trust Company,
Houston, Texas

To engageade novoin making and
servicing loans

CLG, Inc.,
Raleigh, North Carolina

Kemper Finance, Inc.,
DeKalb, Mississippi

FCB Services,
Frankfort, Kentucky

Topa Savings Bank, FSB,
Beverly Hills, California

Topa Thrift and Loan,
Beverly Hills, California

Franklin National Mortgage
Corporation,
Mount Vernon, Texas

To engage directlgle novoin
commercial lending and loan
servicing activities

Plains Service Corporation,
Lubbock, Texas

To engageale novoin insurance agency
activities

Nemo Industries, Inc.,
Ft. Meyers, Florida

To directly engagele novoin the
activity of making community
development investments

Kenesaw Leasing, Inc.,
Knoxville, Tennessee

The Mortgage Center,
Springfield, Massachusetts

Chicago

Chicago

Richmond
Richmond
Atlanta
St. Louis

Chicago

Dallas

San Francisco

Dallas

Chicago

Cleveland

San Francisco

St. Louis

Minneapolis

October 8, 1996

September 26, 1996

October 2, 1996
October 2, 1996
October 16, 1996
September 24, 1996

October 15, 1996

October 3, 1996

October 1, 1996

October 16, 1996

October 8, 1996

October 1, 1996

October 1, 1996

September 26, 1996

October 16, 1996
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Section 4—Continued

Applicant(s) Nonbanking Activity/Company Reserve Bank Effective Date
Norwest Corporation, To engagele novoin Maine in: Minneapolis October 8, 1996
Minneapolis, Minnesota (1) making, acquiring, or servicing
Norwest Financial Services, Inc., loans or other extensions of credit
Des Moines, lowa relating to consumer finance, sales
Norwest Financial Inc., finance, and commercial finance
Des Moines, lowa (including but not limited to accounts

receivable financing, factoring, and
other secured lending activities);

(2) underwriting and selling credit life
insurance;

(3) selling on an agency basis credit
accident and health insurance, credit
property and casualty insurance, and
involuntary unemployment insurance;

(4) issuing and selling at retail money
orders and traveler's checks;

(5) servicing loans and other extensions
of credit for other persons; and

(6) offering and selling bookkeeping,
payroll, and other management
reporting and data processing services

Peoples Heritage Financial Group,  Family Bancorp, Boston October 11, 1996
Inc., Haverhill, Massachusetts
Portland, Maine

Richey Bancorporation, Inc., To engage in management consulting  Minneapolis October 24, 1996
Glendive, Montana services

Community First Bancorp., Inc.,
Glendive, Montana
The Royal Bank of Scotland Group NYCE Corporation, Boston October 18, 1996
plc, Woodcliff Lake, New Jersey
Edinburgh, Scotland
The Royal Bank of Scotland plc,
Edinburgh, Scotland
The Governor and Company of the
Bank of Ireland,
Dubilin, Ireland
Citizens Financial Group, Inc.,
Providence, Rhode Island
Summit Bancorp., Central Jersey Financial Corp., New York October 18, 1996
Princeton, New Jersey East Brunswick, New Jersey
Central Jersey Savings Bank, SLA,
East Brunswick, New Jersey
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Section 4—Continued

Applicant(s)

Nonbanking Activity/Company Reserve Bank Effective Date

Union-Calhoun Investments, Ltd.,
Rockwell City, lowa

Washington State Bancshares, Inc.,
Washington, Louisiana

Westamerica Bancorporation,
San Rafael, California

Sections 3 and 4

Wetter Tax Service, Chicago October 11, 1996
Rockwell City, lowa
To engagale novoin making, Atlanta October 21, 1996

acquiring, or servicing loans or other
extensions of credit, including issuing
letters of credit

Westamerica Commercial Credit, Inc.,
Fairfield, California

San Francisco October 3, 1996

Applicant(s)

Nonbanking Activity/Company Reserve Bank Effective Date

The Maddox Corporation,
Blakely, Georgia

Stichting Prioriteit ABN AMRO
Holding,
Amsterdam, The Netherlands
Stichting Administratiekantoor ABN
AMRO Holding,
Amsterdam, The Netherlands
ABN AMRO Holding N.V.,
Amsterdam, The Netherlands
ABN AMRO Bank N.V.,
Amsterdam, The Netherlands
ABN AMRO North America, Inc.,
Chicago, lllinois

Taylor Capital Group, Inc.,
Wheeling, Illinois

First State Bancshares of Blakely, Inc., Atlanta October 4, 1996
Blakely, Georgia

First Southwest Bancorp, Inc.,
Donalsonville, Georgia

First Federal Savings Bank of
Southwest Georgia,
Donalsonville, Georgia

CNBC Bancorp, Inc.,
Chicago, lllinois

Columbia National Bank of Chicago,
Chicago, lllinois

Columbia Financial Services, Inc.,
Chicago, lllinois

CNBC Development Corporation,
Chicago, lllinois

CNBC Investment Corporation,
Chicago, lllinois

CNBC Leasing Corporation,
Chicago, lllinois

Sky Mortgage Company,
Chicago, lllinois

Sky Finance Company,
Chicago, lllinois

Cole Taylor Bank,
Chicago, lllinois

CT Mortgage Company, Inc.,
Altamonte Springs, Florida

Chicago September 26, 1996

Chicago October 21, 1996
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APPLICATIONSAPPROVEDUNDER BANK MERGERACT
By the Secretary of the Board

Recent applications have been approved by the Secretary of the Board as listed below. Copies are available upon request to
the Freedom of Information Office, Office of the Secretary, Board of Governors of the Federal Reserve System,
Washington, D.C. 20551.

Applicant(s) Bank(s) Effective Date
The Bank of New York, The Bank of New York (NJ), October 7, 1996
New York, New York West Paterson, New Jersey

The Putnam Trust Company,
Greenwich, Connecticut

Compass Bank, Enterprise National Bank, October 22, 1996
Jacksonville, Florida Jacksonville, Florida

First Knoxville Bank, Bank of Madisonville, October 24, 1996
Knoxville, Tennessee Madisonville, Tennessee

United Southern Bank,
Morristown, Tennessee,
Manufacturers and Traders Trust Company, GreenPoint Bank, October 30, 1996
Buffalo, New York New York, New York

By Federal Reserve Banks

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies are available upon request to
the Reserve Banks.

Applicant(s) Bank(s) Reserve Bank Effective Date

1st United Bank, First National Bank of Lake Park, Atlanta October 17, 1996
Boca Raton, Florida Lake Park, Florida

Bank of Gainesville, Douglas County Bank, St. Louis October 16, 1996
Gainesville, Missouri Ava, Missouri

Crestar Bank DC, Crestar Bank, Richmond September 26, 1996
Vienna, Virginia Richmond, Virginia

Crestar Bank MD,
Bethesda, Maryland

First Virginia Bank - Colonial, First Virginia Bank - South Hill, Richmond October 10, 1996
Richmond, Virginia South Hill, Virginia

Marine Midland Bank, Morgan Guaranty Trust Company of New York October 18, 1996
Buffalo, New York New York,

New York, New York
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PENDING CASESINVOLVING THEBOARD OF
GOVERNORS

March 25, 1996, approving an application by CoreStates
Financial Corp., Philadelphia, Pennsylvania to acquire Me-
ridian Bancorp, Inc., Reading, Pennsylvania. The Board's

This list of pending cases does not include suits against the motion to dismiss was filed on June 3, 1996. On October
Federal Reserve Banks in which the Board of Governors is not 24, 1996, the court dismissed the action.

named a party.

American Bankers Insurance Group, Inc. v. Board of Gover-
nors No. 96-CV-2383-EGS (D.D.C., filed October 186,
1996). Action seeking declaratory and injunctive relief in-
validating a new regulation issued by the Board under the
Truth in Lending Act relating to treatment of fees for debt

cancellation agreements. On October 18, 1996, the district

court denied plaintiff's’ motion for a temporary restraining
order, and set a hearing on their motion for preliminary and
permanent injunctive relief for December 17, 1996.

Clifford v. Board of GovernorsNo. 96-1342 (D.C. Cir., filed
September 17, 1996). Petition for review of Board order
dated August 21, 1996, denying petitioners’ motion to
dismiss enforcement action against them.

Artis v. GreenspanNo. 96-CV-02105 (D. D.C., filed Septem-
ber 11, 1996). Class complaint alleging race discrimination
in employment.

Leuthe v. Board of GovernardNo. 96-5725 (E.D. Pa., filed
August 16, 1996). Action against the Board and other
Federal banking agencies challenging the constitutionality
of the Office of Financial Institution Adjudication.

Long v. Board of GovernordNo. 96-9526 (10th Cir., filed
July 31, 1996). Petition for review of Board order dated

Kuntz v. Board of GovernoyNo. 96-1079 (D.C. Cir., filed

March 7, 1996). Petition for review of a Board order dated
February 7, 1996, approving applications by The Fifth
Third Bank, Cincinnati, Ohio, and The Firth Third Bank of
Columbus, Columbus, Ohio, to acquire certain assets and
assume certain liabilities of 25 branches of NBD Bank,
Columbus, Ohio. Petitioner has moved to consolidate the
case withKuntz v. Board of Governor§No. 95-1495. On
April 8, 1996, the Board filed a motion to dismiss the
action.

Henderson v. Board of Governgrblo. 96-1054 (D.C. Cir.,

filed February 16, 1996). Petition for review of a Board
order dated January 17, 1996, approving the merger of First
Citizens BancShares, Inc., Raleigh, North Carolina, with
Allied Bank Capital, Inc., Sanford, North Carolina. Petition-
ers’ motion for a stay was denied on March 7, 1996. Oral
argument on the merits is scheduled for January 17, 1996.

Research Triangle Institute v. Board of Governoiso.

1:96CV00102 (M.D.N.C., filed February 12, 1996). Con-
tract dispute. On May 3, 1996, the Board filed a motion to
dismiss the action.

Inner City Press/Community on the Move v. Board of Gover-

nors, No. 96-4008 (2nd Cir., filed January 19, 1996). Peti-
tion for review of a Board order dated January 5, 1996,

July 2, 1996, assessing a civil money penalty and cease and approving the applications and notices by Chemical Bank-

desist order for violations of the Bank Holding Company
Act.

Esformes v. Board of Governgido. 96-1916 (S.D. Fla., filed
July 12, 1996). Complaint challenging Board denial of
administrative request for confidential supervisory informa-
tion. Plaintiffs’ motion for an expedited hearing was denied
on August 1, 1996. On September 20, 1996, the Board filed
a motion to dismiss or for summary judgment. On Octo-
ber 8, the plaintiffs moved for voluntary dismissal of the
action.

Board of Governors v. Interamericas Investments, ,Likb.
96-7108 (D.C. Cir., filed June 14, 1996). Appeal of district
court ruling granting, in part, the Board’s application to

ing Corporation to merge with The Chase Manhattan Cor-
poration, both of New York, New York, and by Chemical
Bank to merge with The Chase Manhattan Bank, N.A., both
of New York, New York. Petitioners’ motion for an emer-
gency stay of the transaction was denied following oral
argument on March 26, 1996. The Board’s brief on the
merits was filed July 8, 1996. The case has been consoli-
dated for oral argument and decision witbe v. Board of
Governors No. 95-4134 (2d Cir.).

Menick v. GreenspariNo. 95-CV-01916 (D. D.C., filed Octo-

ber 10, 1995). Complaint alleging sex, age, and handicap
discrimination in employment. On October 30, 1996, the
parties filed a stipulation of dismissal.

enforce an adminstrative investigatory subpoena for docuKuntz v. Board of GovernordNo. 95-1495 (D.C. Cir., filed

ments and testimony. Appellants’ motion for a stay of the
district court ruling was denied on September 12, 1996. On
October 23, 1996, appellants filed a voluntary dismissal of
the action.

Interamericas Investments, Ltd. v. Board of Governdis,
96-60326 (5th Cir., filed May 8, 1996). Petition for review
of order imposing civil money penalties and cease and

September 21, 1995). Petition for review of Board order
dated August 23, 1995, approving the applications of The
Fifth Third Bank, Cincinnati, Ohio, to acquire certain assets
and assume certain liabilities of 12 branches of PNC Bank,
Ohio, N.A., Cincinnati, Ohio, and to establish certain
branches. The Board's motion to dismiss was filed on
October 26, 1995.

desist order in enforcement case. Petitioners’ brief was filed_ee v. Board of GovernorsNo. 95-4134 (2nd Cir., filed

on July 26, 1996, and the Board’'s brief was filed on
September 27, 1996. On August 20, petitioners’ motion for
a stay of the Board’s orders pending judicial review was
denied by the Court of Appeals.

Kuntz v. Board of GovernoydNo. 96-1137 (D.C. Cir., filed
April 25, 1996). Petition for review of a Board order dated

August 22, 1995). Petition for review of Board orders dated
July 24, 1995, approving certain steps of a corporate reorga-
nization of U.S. Trust Corporation, New York, New York,
and the acquisition of U.S. Trust by Chase Manhattan
Corporation, New York, New York. On September 12,
1995, the court denied petitioners’ motion for an emergency
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stay of the Board’s orders. The Board’s brief was filed on The Federal Reserve Board announced on October 2, 1996,
April 16, 1996. the issuance of an Order of Prohibition against Peter R.
Beckman v. Greenspaio. 95-35473 (9th Cir., filed May 4, Nardin, a former officer and institution-affiliated party of
1995). Appeal of dismissal of action against Board andthe New York Branch of Credit Suisse, Zurich, Switzer-
others seeking damages for alleged violations of constitu{and.
tional and common law rights. The appellants’ brief was
filed on June 23, 1995; the Board’s brief was filed on
July 12, 1995.
Money Station, Inc. v. Board of Governprslo. 95-1182
(D.C. Cir., filed March 30, 1995). Petition for review of a
Board order dated March 1, 1995, approving notices by
Bank One Corporation, Columbus, Ohio; CoreStates Finan-
cial Corp., Philadelphia, Pennsylvania; PNC Bank Corp.,
Pittsburgh, Pennsylvania; and KeyCorp, Cleveland, Ohio,

to acquire certain data processing assets of National Cityl’he Federal Reserve Board announced on October 9

Corporation, Cleveland, Ohio, through a joint venture sub- . . T
sidiary. On April 23, 1996, the court vacated the Board's 1996, the termination of the following enforcement actions:

order. On July 31, 1996, the full court granted the Board’s
suggestion for rehearing en banc, and vacated the April 2
panel decision.
In re Subpoena Duces T.ECUM'SC' No. 95-06 (D.D.C., f_'led Written Agreement dated November 18, 1993; terminated
January 6, 1995). Action to enforce subpoena seeking preAugust 13. 1996.
decisional supervisory documents sought in connection with '
an action by Bank of New England Corporation’s trustee in .
bankruptcy against the Federal Deposit Insurance Corporaﬂ{sgzlsn? ?reelggghares, Inc.
tion. The Board filed its opposition on January 20, 1995. "~ !
Oral argument on the motion was held July 14, 1995. Written Agreement dated February 18, 1994; terminated
Board of Governors v. PharagmNo. 91-CIV-6250 (S.D. New August 23, 1996.
York, filed September 17, 1991). Action to freeze assets of
individual pending administrative adjudication of civil
money penalty assessment by the Board. On September 1
1991, the court issued an order temporarily restraining the

transfer or disposition of the individual's assets. Written Agreement dated January 23, 1995; terminated
September 26, 1996.

TERMINATION OFENFORCEMENTACTIONS

iberty Agency, Inc.
irk, Colorado

irst Security Banshares, Inc.
ake Park, lowa

FINAL ENFORCEMENTORDERSISSUED BY THEBOARD Citizens Bank
OF GOVERNORS BankSouth Corporation
] First Chattanooga Corporation
Peter R. Nardin All of Lawton, Oklahoma
New York Branch of
Credit Suisse Written Agreements dated August 27, 1992; terminated

Zurich, Switzerland October 4, 1996.
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