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MAKING THE CRITICAL DJFFERENCE

March2, 2004

VIA FACSIMILE

Docket NO.R-1181

Jennifex J. Johnson

Secretary

Board of Governors of the Federal Reserve System
20w St. and Constitution Ave. NW

Washington, DC 20551

202.452.3819 (Fax)

Dear Ms. Johnson:

On behalf of the Chicago Community Lean Fund, a member of the National
Community Reinvestment Coalition, | urge you to withdraw the proposed changes
to the Community Reinvestment Act (CRA) regulations. Rather than fulfilling the
Administration's goals of improving the economicstatus of immigrantsand creating
5.5 million new mirority homeowners by the end of the decade, the proposed CRA
changes would facilitate predatory lending and reduce the general public's ability to
hold financial institutions accountabfe for compliancewith consumer protection
laws.

The proposed changes include three Emajor elements:

1) Providing streamlined and cursory exams for banks with assets between
$250 million and $500 million;

2) Establishing a weak predatory lending compliancestandardunder CRA; and

3) Expanding data collection axild reporting for small business and home

lending. !

While the third proposal does represent positive change, its beneficial impacts
will be everwhelmed by the damage imposed by the first two proposals.
Additionally, the federal banking agencies arc missing a vital opportunity to
continue CRA's effectiveness by notjupdating procedures regarding affiliates and

assessmentareas in their proposaj. '

I
Negative aspects of the proposed changes include;

e Streamlined and Cursory Exams,. 'Under the current GRA regulations, large
banks with assets of at least $250 million are rated by performance
evaluations that scrutinize their level of lending, investing, and services to
low- and moderate-income communities. The proposed changeswill
eliminate the Invescment and service parts of the CRA exam for banks and
thrifts with assets between $250 and $500 million. The proposed changes
would reduce the rigor of CRA exams for 1,111 banks that account for more
than $387 billion in assets—translating into considerably less access to
banking services and capital for underserved communities.
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e Tredatorv Lending Standardg. The proposed CRA. changescontainan anti-predatory screen that

will actually perpetuate abusive lending. The proposed standard states that loans based on the
foreclosurevalue of the collateral, instead of the ability of the borrower to repay, can result in
downgrades in CRA ratings. This asset-based standard will not cover many instances of
predatory lending, such as abusive lending that strips equity without leading to delinquency or
foreclosure. Rigorous fair lending audits and severe penaltieson CRA exams for abusive lending
area necessary in order to ensure that banks serve low- and moderate-income communities
consistentwith safety and soundness.

»  Missed Opportunity to Uodate Exam Procedures. The agencies have also failed to close gaping
loopholes in the CRA regulation. For instance, it is still optional for banks to include affiliateson
CRA exams—allowing for the exclusion of affiliatesnot serving low- and moderate-income
borrowers and the exclusion of affiliatesengaged in predatory lending. In addition, the proposed
changes do not address the need to update assessment areas to include geographical areas
bayond bank branches. Marny banks make considerableportions of their loans beyond theix
branches; thisnon-branch lending activity wilt not be serutinized by CRA exams.

One positive aspect of the proposed changes is enbanced data disclosure. The federal agencies propose
that they will publicly report the specific census tract location of small businesses receiving loans in
addition lo the currentitems in the CRA small business data for each depository institution, improving
the general public's ability of to determine if banks are serving traditionally neglected neighborhoods
with small business lcans. The regulatorsalso propose separatelyreporting purchases from loan
originations on CRA. exams and separately reporting high cost lending (per the new HMDA data
requirement starting with the 2004 data).

However, the positive aspects of the proposed data enhancementsdo not begin to make up fur the
significant harm caused by the firsttwo proposals. Furtltermore, these data enhancements will only
make the exams more rigorous? agencies yse the new data to provide less weight on CRA exams to high
cost loans than prime loans and assign less weight for purchases than loan originations—which Change
has not been proposed.

CRA has 'been instrumental in increasing access to homeownerxship, boosting economic development, and
expanding small businesses in the nation's minority, immigrant, and low-"andmoderate-income
corununities. The proposed changes, whidh are actually contrary to the CRA statute, will halt the
progress made in community reinvestment. I therefore urge you again. to withdraw the proposed
changes to the Community ReinvestmentAct (CRA) regulations

Thank you foryour attention to this critical matter.

Sincerely,
C e e

CalvinL. Holmes
Executive Director

Cc: Office of the Comptroller of the Currency
Robert E. Feldman, Federal Deposit Insurance Corporation
Chief'Caursel™s  Office, Office of Thwift Supervision
Natioral Community Reinvestment Coalfition
President George W. Bush
Treasury SecretaryJohn W. Snow



