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Community Reinvestment Act Examination Procedures

The Board of Governors of the Federal Reserve System, the Comptroller of the Currency,
the Federal Deposit Insurance Corporation, and the Office of Thrift Supervision recently
approved examination procedures to implement the revised Community Reinvestment Act
(CRA) regulations that were published in the Federal Register on May 4, 1995. There are
four sets of procedures -- procedures for small institutions, for large retail institutions, for
wholesale and limited purpose institutions, and for instinutions that have been approved for
evaluation under a strategic plan. The four different procedures correspond to the four
alternative evaluation methods provided in the revised CRA regulations and are designed to
respond to basic differences in institutions’ structures and operations. All of the procedures
reflect the intent of the regulation to establish performance-based CRA examinations that are
complete and accurate but, to the maximum extent possible, mitigate the compliance burden
for institutions.

In accordance with the regulations, examiners will begin using the small institution
procedures on Jamuary 1, 1996. The other procedures will not become mandatory until July
t, 1997, but examiners will use them in those institutions that elect to be evaluated under the
new assessment methods, as described in the regulations.

Copies of the procedures, corresponding sample public performance evaluations, and
background, introductory material for examiners, are attached.

Board of Governors of the Federal Reserve System, Federal Deposit Insurance Corporation, National Credit Union Administration,
Qffice of the Comptroller of the Currency, Office of Thrift Supervision



FACT SHEET
CRA EXAMINATION PROCEDURES

Leaders of the four federal bank and thrift regulatory agencies have adopted joint examination
procedures for monitoring compliance with new Community Reinvestment Act (CRA)
regulations. The procedures change old exam procedures in the following way:

They provide for different evaluation methods to respond to basic differences in
institutions’ size, structure and operations. The agencies have adopted separate
procedures for use in small institutions, large retail institutions, limited purpose or
wholesale institutions and institutions with strategic plans. The procedures will be -
published and distributed to all regulated institutions by the Federal Financial Institutions
Examination Council.

The new procedures considerably reduce the burden on banks and thrifts by making CRA
evaluations more objective and performance-based, and by promoting consistency. The
procedures encourage examiners to be guided by common sense practices rather than
rigid and burdensome standards that focus on recordkeeping requirements.

Banks and thrifts will ot be evaluated based on how they ascertain community credit
needs, how they advertise and market their products, or how actively their officers and
directors participate in local community organizations and civic groups.

Examiners will evaluate CRA performance based on review of objective information
about the institution, its community and its competitors, available demographic and
economic data, and any information the institution chooses to provide about lending,
service and investment opportunities in its assessment area. Examiners will not,
however, impose burden on an institution by requiring its staff to create or supply any
information not already developed as part of the bank or thrift’s normal business practice.

Interviews with local community, civic or government leaders will help examiners learn
about the community, its economic base and the bank or thrift’s local community
development initiatives.

2.2

The four federal bank and thrift regulatory agencies are the Federal Reserve System, the Office of the Comptroller
of the Currency, the Federal Deposit Insurance Corporation and the Office of Thrift Supervision. The Federal
Reserve supervises and examines bank holding companies and state member banks. The Federal Deposit Insurance
Corporation provides federal insurance on qualifying deposits at all of the nation’s 12,000 banks and savings
associations. The Office of the Comptroller of the Currency and the Office of Thrift Supervision, both buresus of
the Department of Treasury, respectively charter, regulate and examine nstional banks and federally chartered thrift
institutions. Each of the federal bank and thrift regulatory sgencies engenders confidence in the nation’s financial
structure by protecting the safety and soundness of the banking system.
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"By making CRA evaluations more objective and performance based, I believe that we can
make the regulation more effective and also significantly reduce regulatory burden for the vast
majority of banks and thrifts.”

-- Eugene A. Ludwig
y Comptroller of the Currency
Office of the Comptroller of the Currency

"Examiners charged with the responsibility for developing rational, supportable, public CRA
performance evaluations and ratings must not be held to a rigid, unyielding, and unrealistic set
of bureaucratic rules that frustrate their ability to go about their jobs."

-- Jonathan L. Fiechter
Acting Director
Office of Thrift Supervision

"Some may argue that a sufficiently detailed set of data and complex set of formulas will
permit regulators to capture the variety of local circumstances which exists.... Carried to its
logical conclusion, such a process would tend to replace examiner judgment and personal
evaluations of character and creditworthiness with evaluations based solely on quantifiable
criteria. In my view, while such an approach may superficially seem fairer than the current
system, it might ultimately reduce economic opportunity and might prove counter-productive
in aiding traditionally under-served populations.”

-- Lawrence B. Lindsey
Member
Board of Governors of the
Federal Reserve System

"I subscribe to efforts to focus attention on meaningful performance by banks and thrifts
instead of building unproductive paper trails. While our examination standards need to be
consistently applied, we must have the flexibility to assess the performance of an institution
based on its capabilities and the needs of the community it serves. Each institution -- like
each community -~ is unique.”

=~ Ricki Helfer
Chairman
Federal Deposit Insurance Corporation
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Community Reinvestment Act

Introduction to Examination Procedures

Background and Summary

The Community Reinvestment Act (CRA) of 1977 (12 U.S.C. 2901) as amended,
encourages each insured depository institution covered by the Act to help meet the credit needs
of the communities in which it operates. The CRA requires that each federal financial
supervisory agency assess the record of each covered depository institution in helping to meet the
credit needs of its entire community, including low- and moderate-income neighborhoods,
consistent with safe and sound operations, and take that record into account when deciding

whether to approve an application by the institution for a deposit facility.

Neither the CRA nor its implementing regulations inject hard and fast rules or ratios into
the examination or application processes. Rather, the law contemplates an evaluation of each
lender’s record that can accommodate individual circumstances. Neither the CRA nor its
implementing regulations require financial institutions to make high risk loans that jeopardize
their safety. To the contrary, the law makes it clear that lending that meets an institution's CRA
responsibilities should be done within the bounds of safety and soundness. Rebuilding and
revitalizing communities through sound lending and good business Judgment should benefit both
the communities and financial institutions.

An institution’s capacity to help meet community credit needs is influenced by many
factors, including its financial condition and size, resource constraints, legal impediments and
local economic conditions that could affect the demand and supply of credit. Examiners must
consider these factors when evaluating an institution's performance under CRA. This is
consistent with a fundamental underpinning of the CRA regulations -- that the differences in
institutions and the communities in which they do business preciude rigid and inflexible rules.
Clear, flexible, and sensible performance criteria that accommodate differences in institutions
and their communities, that minimize burden, that promote consistency and objectivity, and that
allow examiners to be guided by common sense rather than adherence to mechanistic procedures,
are embodied in the CRA regulations and the examination procedures.
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basic differences in institutions’ structures and operations. The regulations provide a streamlined
assessment method for small institutions that emphasizes lending performance; an assessment
method for large, retail institutions that focuses on lending, investment, and service performance;
and an assessment method for wholesale and limited-purpose institutions based on community
development activities. Further, the regulations aiso give any institution, regardless of size or
business strategy, the choice to be evaluated under a strategic plan. This type of flexibility and
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Examination Burden Reduction

The complementary regulatory themes of flexibility, responsiveness, and objectivity are
extended to the examination process as part of an overarching effort, among other things, to
reduce the burden of the regulations and the examination on institutions. Indeed, both the
regulations and the examination procedures reflect a conscientious effort to minimize burden on
financial institutions. For example, examiners are encouraged to draw on the results of previous
examinations of an institution for information about major product lines, business strategy and
supervisory restrictions. This information is typically available from agency sources, and, often,
can be reviewed ofF-site. Further, examiners may already have knowledge of an institution's
community and local demographics from their own past visits to the institution or to others in the
same area. In these cases, examiners should be able to develop a good understanding of the
context in which an institution operates before the actual examination begins, and then just
supplement and update that understanding upon arrival at the institution.

The regulations focus on performance-based criteria, not process or documentation.
Institutions are not to be evaluated on how well they ascertain community credit needs, market
and advertise their products, or how actively members of their boards of directors participate in
local community organizations or civic groups. Consequently, the paperwork burden long
associated by institutions with these past evaluation factors has been eliminated, as has any
consideration of these factors from the examination process.

This sets the stage for a more constructive, credible, efficient, and unobtrusive
examination process that concentrates on results. Both the regulations and the examination
procedures promote and establish evaluation methods based on reviewing objective data that
institutions can also use to measure their own performance. This should further minimize burden
since examination results will be more understandable, and, over time, more predictable.

Rather than a "one size fits all” examination, separate procedures have been developed for
small and large institutions, as well as for those that are wholesale or limited purpose, and those
that are operating under an approved strategic plan. Further, examiners are expected to use
common sense to tailor the examination to mitigate the burden on the institution, such as by
performing some procedures in advance of the on-site examination. This tailoring allows
examiners to take reasonable steps to reduce burden while ensuring that the examination process
is more understandable for the institution.

Performance Context

An institition’s performance under the regulatory assessment criteria is evaluated in the
context of information about the institution, its community, and its competitors. The examiner
will review demographic and economic data about the institution's assessment area(s), and
information about local economic conditions, the institution's major business products and
strategies, and its financial condition, capacity, and ability to lend or invest in its community.
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Often, this review will be facilitated by gathering information from examinations of other
institutions serving the same or similar assessment areas; reviewing information from other
recent community contacts; and reviewing information about the assessment area developed
cooperatively by the different agencies.

The examiger will also review information an institution chooses to provide about
lending, investment, and service opportunities in its assessment area(s). The examiner will not,
however, require the institution to create such information, nor will the examiner ask for any
information other than what the institution may already have developed as part of its normal
business practice. An examiner should not evaluate an institution on its efforts to ascertain
community credit needs, market its products, geocode its loans, or record CRA-related
discussions in its board minutes nor rate an institution on the quality of any contextual
information that it may provide.

Role of Community Contacts

Interviews with local community, civic, or government leaders can help examiners learn
about the community, its economic base, and local community development initiatives. They
can also help examiners understand public perceptions of how well local institutions are
responding to credit needs. These interviews help provide balance to the examiner's
understanding of the performance context. Community contact interviews normally take the
form of personal meetings, but telephone conversations or larger group meetings may also be
appropriate.

Information from community contacts can provide valuable insights to examiners,
particularly to those who have relatively little experience or familiarity with an institution's
assessment area. Contacts may be made as part of an examination, or prior to the start of an
examination, and typically will be conducted by the examiners responsible for the CRA
examination. However, wherever possible, the agencies will draw on recent local interviews
conducted by other agency staff, or by other regulatory agencies with CRA responsibilities.

Assessment Area Considerations

Institutions are required to identify one or more assessment areas within which the
agencies will evaluate the institution's performance. In most cases, an institution's assessment
area will be the town, municipality, county, some other political subdivision or the MSA in
which its branches are located and a substantial portion of its loans are made. If an institution
chooses, however, its assessment area need not coincide with the boundaries of one or more
political subdivisions (c.g., counties, cities, and towns or MSAs), so long as the adjustments to
those boundaries reflect the fact that the institution's assessment area(s) would otherwise be too
large for the institution to serve, have an unusual configuration, or would include significant
geographic barriers. When the assessment area coincides with recognized political subdivisions.
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When evaluating an institution's performance, the examiner will use the assessment area
designated by an institution provided that it meets regulatory criteria. Only if the criteria have
not been satisfied will the examiner revise the assessment area so that it complies with the
regulations. The revisions will be discussed with institution management, and the revised
assessment area will be used to evaluate performance. However, unless the assessment area
reflects illegal discrimination, examiners will not consider problems with the designation of the
assessment area when assigning a rating to the institution. Consequently, burden associated with
the delineation of communities and inconsistencies resulting from examiners criticizing
community delineations as being too large at one examination and too small at the next should be
eliminated.

Small Institution Performance Criteria

The effect of regulatory and examination burden can be more pronounced in smalii
institutions. Limited financial resources and staffing, and competitive factors often influence the
way that small institutions can meet their responsibilities under CRA. In recognition of these
factors, the regulations established a streamlined assessment method for small institutions that
significantly reduces examination burden. The regulations contain only five performance
criteria:

I. - the institution's loan to deposit ratio adjusted for seasonal variation and, as appropriate,
other lending related activities such as secondary market participation, community
development loans or qualified investments;

2. the percentage of loans and other lending-related activities located in the institution's
assessment area;

3. the distribution of lending among borrowers of different income levels and business and
farms of different sizes;

4, the distribution of lending among geographies of different income levels; and,

5. the institution's record of taking action, if warranted, in response to written complaints
about its CRA performance.

Small institutions are eligible for a rating of Outstanding, as well as Satisfactory. An
examiner may conclude that an institution's performance so exceeds the standards for a
Satisfactory rating under the five core criteria that it merits a rating of Qutstanding. In addition,
at the institution's option, the examiner will consider the institution's performance in making
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qualified investments and in providing services that enhance credit availability in its assessment
area(s) in order to determine whether the institution merits an Outstanding rating.

In carrying out their examination responsibilities, examiners should exercise’common
sense in deciding how much material to review and what steps are necessary to reach an accurate
conclusion. For example, if an institution's assessment area is comprised of only a few
geographies, 2 geographic analysis of loans within the assessment area may be inappropriate or
unnecessary. Or, if an institution has done an analysis to determine where, and to whom, it is
making loans in its assessment area to assist itself in its business efforts, examiners may be able
10 validate and then use the institution's analysis rather than conduct a detailed analysis of their
own. In other words, when evaluating the performance criteria, examiners should always
consider and use available, reliable information.

Similarly, if an institution's loan-to-deposit ratio appears low, the examination procedures
ask the examiner to evaluate the institution's lending-related activities, such as loan sales and
community development lending and investments to determine if they materially supplement its
lending performance as reflected in its loan-to-deposit ratio. However, such an analysis may not
be necessary or a less extensive analysis may be sufficient if the loan-to-deposit ratio is high.

Large tnstitution Performance Criteria

The large institution performance criteria - the Lending, Investment, and Service Tests -
- cover all institutions with assets of $250 million or more and institutions, regardless of asset-
size, owned by holding companies with total bank and thrift assets of $1 billion or more unless
they requested designation and received approval as wholesale or limited-purpose institutions or
have been approved for evaluation under a strategic plan.

As under the streamlined small institution procedures, examiners are expected to exercise
judgment and common sense to minimize the burden imposed by the examination process,
consistent with a complete and accurate assessment of performance. Therefore, for example,
examiners may be able to use economic and demographic data analyzed in an examination of one
institution in examinations of other institutions serving the same or similar assessment areas.
Community contacts may also be combined to cover more than one institution in a given market.
In cases where an institution has analyzed its CRA performance, examiners may use those
analyses, after verifying their accuracy and reliability, and should supplement those analyses
only where questions are raised. Examiners should consider any performance related
information offered by an institution but should not request information not called for by
examination procedures.

Large institutions do face burdens that small institutions do not, particularly related to
data collection and reporting. However, the existence of those data in automated form will
permit examiners to conduct much of the necessary analysis prior to the on-site examination and
thereby reduce any disruptions caused by the presence of examiners at the institution. As in
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small institutions, examiners must be sensitive to the burden of the examination process and use
judgment and common sense when conducting examinations, performing only those steps
necessary to arrive at an accurate assessment of the institution’s performance.

Wholesale/Limited-Purpose Performance Criteria

In order to be evaluated under the community development test, an institution must be
designated as a wholesale or limited-purpose institution following submission of a written
request to its primary regulator. Once an institution has received a designation, it will not
normally have to reapply for that designation. The designation will remain in effect until the
institution requests that it be revoked or until one year after the agency determines that the -
institution no longer satisfies the criteria for designation and notifies the institution of this
determination.

Wholesale or limited-purpose institutions are evaluated on the basis of their:

L. Community development lending, qualified investments, or community development
services;
2. Use of innovative or complex qualified investments, community development loans, or

community development services and the extent to which investments are not routinely
provided by private investors; and

3. Responsiveness to community credit and development needs.

Examiners must be cognizant of the context within which a wholesale or limited-purpose
institution operates. Examiners should recognize that these institutions may tailor their
community development activities based on their own circumstances and the community
development opportunities available to them in their assessment areas or the broader statewide or
regional areas that include the assessment areas.

Institutions need not engage in all three categories of community development activities
to be considered satisfactory under the community development test. Community development
loans, investments and services can be directed to a statewide or regional market that includes the
institution’s assessment area and still qualify for consideration under the community
development test as benefitting the assessment area. Moreover, if an institution has a satisfactory
community development record in its assessment area, all community development activities
regardless of their locations should be considered.

As with other performance tests, in applying the community development test, examiners
should perform only those analyses that are necessary to reach an accurate conclusion about the
institution’s performance, use all available, reliable information, and avoid duplication of effort
to reduce burden.
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Strategic Plans

The regulations permit any institution to develop, and submit for approval by its primary
supervisory agency, a strategic plan for addressing its responsibilities with respect to CRA. The
regulations require that the plan be developed in consultation with members of the public and
that it be published-for public comment. The plan must contain measurable annual goals. A
single plan can contain goals designed to achieve only a "Satisfactory” rating or, at the
institution's option, can contain goals designed to achieve a "Satisfactory” rating, as well as goals
designed to achieve an "Outstanding" rating.

This approach to addressing an institution’s CRA responsibilities presents an opportunity
for a very straightforward examination. The first question an examiner should investigate is
whether the goals were met. If they were, the appropriate rating should be assigned. The
appropriateness of the goals will have already been determined in the process of public comment
and agency review and approval. Consequently, further investigation relating to the context of
the institution should not be necessary. Obviously, if some or all of the plan’s goals were not
met, the examiner will be required to evaluate such issues as whether they were substantially met
and in doing so will have to exercise_some judgment regarding the degree to which they are
missed and the causes.

However, the examiner should approach an examination of an institution operating under
a plan understanding that part of the purpose for these regulatory provisions was to give the
institution significant latitude in designing a program that is appropriate to its own capabilities,
business strategies and organizational framework as well as to the communities that it serves.
Consequently, the institution may develop plans for a single assessment area that it serves, for
some, but not all, of the assessment areas that it serves, or for all of them. It may develop a plan
that incorporates and coordinates the activities of various affiliates. It will be the examiner's
challenge to evaluate institutions operating under one plan or a number of plans in a way that
accurately reflects the results achieved and that sensibly wraps that evaluation into the overall
assessment of the institution.

As with other aspects of the CRA examination, the examiner should first make the
greatest use possible of information available from the agencies to evaluate performance under
the plan. However, it is likely that some elements of a plan under review will not be reflected in
public or other agency data. Consequently, the examiner may, of necessity, have to ask the
institution for the data necessary to determine whether it has met its goals. The examiner should
do so, to the greatest extent possible, by asking the institution to provide data for review prior to
going on-site for the examination. The examiner should also seek to mitigate burden by,
wherever possible, using data in the form maintained by the institution.



