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Dear Ms. Johnsomn:

Subject: DockeDocket No. R-1386
Comments on the Commumity Reimwesttreant Act

Dear Ms. Johnsom:

| 2m coonmesititing con tthe Clonnnomitity RRévessimnant Adct (CHRA) Heesaisse
CANICCOR sames @&s @ consulttamt to @ numiter of imstituticmnal imwesttars ttheat
have sugial comesms iin addilion tto imesttment comeeems @amd et reguléatly
with ail the mmaijor tamiss. FBor mamy yemrs CANICCOODR Heas prepened mepotts
on majajor hdusirsing leieteders arsnuallally cormecsiming théheir letetialing bddoth
geographically aand bby rageétithivitity aand ggedeer. Th@hese reppdrts hhave
included housirsing lengitging, busirssssstshall fafarm leteinting, cooomumiinity
development lendimg amd also risk. @Meer the last year or so the empihasiis has
been en loan modificators, @amd Investtors amd CANICOOR Iawe met wiith 10
major servicing bainks.

Because of tihe imfreguancy of agency CRA Exwdlbstonss, CANCODR t=gan
to cenedtop an atirerEted amuael CRA exdlzton iin tihe fiorm of @ speead
sheet, @ descriiption of wiich iis attacihed. | It suffered from a numiber of flaws
because groxiges Haad tto e fioumd tto filll iin tthe grps iin tthe didta. | | leawve
discussed some of these needls in my commemnts on HMDA, but there are also
significant didta messtls @n commumity diesadtgpmesnt |esrdiing aamd imiesdinestdt,
small bugsnesséssmill féaarm leaaliiing aend amcesss tto teankking ssevidess. ThThe
CANICCOR spesad dheet covened mot onlly assessmamt aesas fut aso mon-
assessment ama®s, akll sigigififmant atiffdiates aas welkll aas noorieppsisitory
independent lendigrrs thait repart under HMDA.,

Because ttiesse CANNTIITDR regrmotts aare desgreed féor imstitittorzal invesstoss,
CANICCOR comes to this analysis from the perspectiive of both the investor in
these instiitutiioms buit also an investor concenmed about the social well beimg of
its commusmitiies .

| hope that these commemits willl be helpful to the further development of the
reporting of diatta umdker CRA amd of tihe process of makimg CRA Ewadlstons
both more extensive and more efficiently perfonmed.


mailto:johnlind01@yahoo.com

Geographic Coverage and Affiliate Activities:

Geographic coverage should be all lending whether insidle or outside any assessment
areas, but separate evaluatiions must be made inside and outside of any assessment areas
because performamces temd to be lower in the non-assessment aress.

Because nmest |dagge ldedders hhave noot oanly reedail litises blut agise webriesale aand
correspondent liimess, their CRA exallustions showld be over the whole gesgrashy ©f this
lending. Lizagge banks, like ING and Capital One, also some take depesits from their non-
assessment arezs. CAAINICCOR Has generally evalusted separatsly the lensing in both
the aasesssmeent aand moen=asessaneent aasaas ffor reatail and wriandesale liees :and tihe
performances sare qienaelly degtter within tthe assessment aeeas. Pridsesnanably witkiin
these assessment areas, the lengier often has other relations with the borrower by which
the lender can better judge the creditwerthiness of the borrowsr, Thaere are twe poessible
ways ©of ssapatately evemlizaling tthe mefiormanees iin aAxsRssment aeeas and tthe men-
assessment areas

e CAMNIITOR s used as a reference the lending of all lenders from assessmemt
areas and non-assessmant @ress’ on a tract by track basits. Thhe llemdling of the
examined |léedder iis then caggeegdded féor its asweseent aaeaas cor ssegneents
thereof @amd compared with the referemce lemdimg of all lemdiars in all in all tracts
that conflarm to tine examimed lendet’s asscsemeant ara or segment tinersaf. AA
similar araysis iis penrfommed on the examnimed lkemst’s mon-essessTEnt aesss.
This performamce analysis is usually madie at the MSA/MD llevel amd aggreggited
upward geographicaily.

e A A secomd ciwice iis similar to that above but using separatsly tie lending of all
lenders ssegeegdated ©n each cansus tieact by assessneent or mon assessmant
area of each lendiers. Thiis process wouild yield two tract level references, ome for
assessment aaeea lertders sand @ne fior tthosse H@wing wiggiraicens iin ttreir mon-
assessment amrzsas. T he ragdult waould aatotoatatadblly gigive unigigue relelative
performances ffor @ssesameEnt @ea @and for mon assessment @rea |mems of amy
examined lender.

By egitieer mesthod sgpetial quuppsse dearkks sand ssimiidar imsstitiioons weolld e grhinaaiily
evaluated iin ezch MSXNWID iin tiheir mom-sasssessmant area llendling by conggaiison with
other lenders lendiimg in their non-assessment area in that MSA/MID .

A major probiem with these methedls of peer compatisans iis that fact that in 2009, tne
top thineee comigin&dors ((VEklls Faeggo, BBank oof Akmeeitaa, aand CPlaaee) ddaringded tlthe
mortgage origination market with 41% of the market. THuws these three plus perhaps Citi
need to e examined with mwore empiesis ©n commuritty dewxsmpment and commmuritty
outreach iin tthe ameea oof sgevicees bieeaasse tieeir [éenihng stigifitaatitly infilleenees tthe
average muotigage |éswiiing peefiomaacce ldsedls iin meany WWEBAMIISSs. .. See Aoesss tto
Banking Samiices @&md Cammuniity Dekedfmprreent hetow. OOnN tthe aitier embl, caAttion iis

' The CANICCOR method has been to determine the overall market in a given assessment of non-assessment area
of evaluation within an MSA/MD and determine the fraction of loans in that overall market to LM borromers and then
compare ttteat ffeantiton tto tthe ffeatiton oof & dieen Idemtder. | If theose ffatitons are witthin £110% of esach attesr, tthe
performance is considered at the industry level.
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needed iif gudls are set so tthat they don’t hesame |lke the HWD gsals fior the GSEs.
These gsls mesulited iin purdheses ©f sulhptime matigages @nd motgage sesuiites in

order to meet the goals.

As to what afffiiiattes shoulld always be included in the ORA exam, cartsiinly merigage
affiliates, fiimance ##ffllittas, and =ffllittes suyppiing ssnall bustinasses antitor small
farm Ideass, coommuuitity ddeykippraent Idoasas, féauddtitians sappphlring commiunnity
development gramts, and whatever other areas might be added to CRA

Mortgage affifiiades stloolild ahlvegys bbe coonsidesed ppart oof thhe ddgpeiibory iin thhis
calculation, sgicce regdail Hoosging Idaans aare ussiadlily ppocesssed bby tthe nootdggge
affiliate. | If fimance compemy afillEtes of insfitutions have @ network of retail ofices
separate from the depository, the finance compamy showuld have its own assessmemnt
and nwnassssssneent aaesss, fior exanpblie CitiFivzemdal veessus Gitbottpage, ssince
they fforus on dffieremt dimrtée. CEBRINICQOR sypwotts trigiing aestit card [ems
under CRA, as discussed bellow and this indiusion wouilld brimg many larger specialty
banks diirectly into the CRA examiinziion process.

This proposed process would make the evaluation applicatble to both institutioms with
physical deposit taking facilities and those without.

CRA Performance tests, asset thresholds and designations.

As discussed below undier Smalll Busimess Lemdling, mast intemmediste smalll institutions
originate a ltagger wallume of bussireass |tzans ttean 1-4 familly Hoissing Ibearss, bt ttieey
report the latter under HMDA.. Rgpoiiting shoulld be required of smalll business lemdiimg to
provide zan aadeguadate exedliadition cof thesse imtemeeitiate senadll iinstitwtioss. Frérom tthe
discussion sinvee, geeagegphiic aand affilate corerage sstuadld gremiit CRRA conegeage of
many limited purpose institutiomns.

Careful thougjint shouild be given to includiing repenrtiing amd the CRA evaluation of
credit czard lEantiing siince aeatiit ccards imdldde Badth aresoraal Ibeans aas wedll as
business loans. Thesse distimdiions are becomiimg mar e blumed as can be seen by the
use of 1-4 family secondts, either closed-end or HELOCs, for business purpeses by small
business ommers or for payimg off arediits cartts, etc. SEee tihe commentts bebow wndter
Small Business Lemdiimg.

Small Business and Small Farm Lending:

CANICCOR requesits tthat tihe CIRA diata on oriigimztiions flor smdll busiinass lnans
be separated imto C&I loans, real estate loans and crediit card loans as is done with
housing amd persomsal llemdimyg, wiich iis separated imto 1-4 family residiertital propeties,
consumer lloams and crediit candis. SBiridelrly sunazill farm loans shouild be separated iin
loans on farmland, agriicuitbural prodiuction and crediit card loans.

CANICCOR s limitted itts amsliysdis tto Ileans to CRA-disffined ssmall thusimessss,
not to alll smalll business |lwars. CBANICCOR s been concemed primatily with
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commercial aand inddestaal ((B&l) Ideass, bbegasise ssmakll bbesinesses usisaihlly
rent/lease space and need fundimg for invemiony, equippmeantt, ettc. AAt presemt this
distinction iis not madle in the reportiimg of smalll business lleems or loans to smalll
businesses, and CANICCOR Imas had to estimaite the separaiion by relative size
of the loam. Inn sbhditoon, smalll businesses quiite often use crediit cards for smaller
invoices, bt tthey czammot ussizdlly e ussed ffor mmagjor imacetibory and espuijpmeant
payments. CAMBIQTOR atttenppded tto ediimirzte tiieem ffoom tthe CIRA ddata thy
excluding loans to small business to below about $15,000.>

Note that bamk czlll reportts (FREC 0411 and FRIEC-031) Sdinstidle RC-C Part |l -
Loans amd Leases maies these separaions for the doposttogy’'s owxedll lkemding
quarterly amd then the Jume 30" Call Reportts make the same separztions of real
estate and C& fior lleems to smeall bhusimesses (@Ecttuelly small husimess loens by
the CRA digfimiitiom) amd lendiimg for farmland amd agricuiltural prodiuction for syl
farm loans.

CANICCOR wnges the dollar definition of a small business and of a small farm Ibe
scaled anmuadlly oy tthe metitan fianiily iimmome oof tthe WESYAMID, jjust as Housiing
loans are treated, or by some similar reference .

At present tihe diefimition of small busimessses amd smilll fanms has been fixed in
dollar amowmt of @ammuaal tummoxer for 15 years and has mever 2coowrtted for the
regional differences in doing business. winng this time, inflation has made these
limits obsulktte. Tihe questiion is then what sort of index shouild be used to diefime
these entities?

While tthe cusst oof dibing Hussiresss iis mot diiesttly redédéed tto tthe mestléan fEamiily
income oof tthe aaeza, tthe sSmpiledity cof ussing tthe mestigan féamiiily inooome oof tthe
MSA/MD suggesits itts use. WHile imvenitory prices mamy mot vary grezilly aomss
the czountityy, cowwreer aand eenpidygee Homssing aoss$ts aand imuonees dio. MBISAYMD
median fiamilly imommes wary considiedilly by mesntly & fadior of three aomwss tthe
country, amuoxting to tthe Cearsus. Thbsis, tthe digfinition of tthe masimum yesatly
turnover of a smalll husimess sihoulld aliso varry by some fador rougitly relatied to
the median family inconme, simce the major costs are wages amd sallanies as well
as ent on the usiresss fatility. S8uch an imdiex might not tbe so 2pPlicdle tto
large iipiiressses thaat heave hesavy caniital exgsersses amd redadtialy snealll [isor
force, it this iis not so true of smaill businesses with twimexers of the erder of &
couple of million dellars a year.

In ssummagayy, thihere shballd bbe aa reéthikking oof thhe ddéfiitition oof semall
businesses and small farms for CRA purposes.

CANICCOR uges that the loams to sl businesses and loans to smalll farms lbe
also separated iitto tihe ssame siize cattaguiies of fixed siizes as tiat wsed fior all
small busimess llwems amd all smalll farm llners. S8ee the folllowiing disoussion for
our preference for individual loan data.

2 JehR E. Lind, "Small Business Leans', CANICCOR. THhis repert shews the analysis the small business loans of
2004 but was revised in 2006. 4



For simpliity, tthese cattegoies, qureently <$Sro00u00, SN0 tto <HeHm)Ewm,
and SEZRN00 tto <$1 MENEN0 small bhwsiresss |earss, cauld remAin fiked oxer
time aand geageptiéss. SEuch a fiking ©f ttese didltar reanges wealld theen mot
require comsttant ciemges iin the Calll Repart of 30 Jume fior the regpetting of tihe
number @nd cument value of smell husiness @and small Earm |kans in Schedlule
RF-C Part Il - Loans to Small Businesses and Small Fanms. Ndtote that while the
Call Rgnort calls ttrease [zans "llaeans tto Small Businass aand Small Famss:, iin
CRA tenms they are the current amount (UPB) of small business and smaill farm
loans havimg original loan amoumnts as specified by the category on the books on
30 June.

CANICCOR unges tthat tthe dbdltar anmmunt of imtlidithal smdll husinass [eans the
provided by cemsus tract categery wighiin the cowundy, raither than by total amewnt
and mumidzer oof |bearss. | If maxessary tto prarent itientifeaaibon oof tthe iimdlinvdiizal
borrower, ththe ceensus trtract catdggricies cooluld bbe bbsaddaadd.l In saach aan
arrangementiis mot poessitidée, then tthe imdiixittlzal Iems to smedll Hnsimesses and
small farms coulld at least be categorized infto the same categories as used for all
small business loans and small farm loans.

The use of aggregstte dizta by cemnsws tract categery matier than imslividlual losan
data at tthe tract lkexel iis wmdkersttamttdile iin arter to prexent the idkeritity of tthe
borrower from beiimg lkemomm. CAANICCOR teewefore has wniiommily distituizd the
loan amowrits (CRA Flle Tatle D1 and 2) oxer the tiecdts of the giwen imoome
category of each imdividiuel lemdier which are lisied as havimg lemtiimg in them iin
the respediive assessment or non-assessment areas (Table D&)®. This process
results in a tract level file for each lender. FFoom these indiiviidiuzal lemdier datia, an
aggregate data file is created at the tract level. \Wfiiile this approach is not ideal, it
does providie a reasonable method for handling the data.

As aa ressiltlt, moore ddsddided dddta con thhe siize oof Idemns tto ssnadll dushieass i is
desirable. Gbne approach would be use the same three categories that are used
for small business loams (<$100,000, >$100,000 to <$250,000, and >$250,000 to

$3$:00000000). AA predéeakble neditiood weadild tbe tto Hvoaaden tthe cesrssus tteact
categories Withile reppditing inddiidaal Ideans t to ppegeent iddetififisiition oof thhe
borrowers.

CRA Thhessioddds: CMNIDTOR bedikeees tthaat tthe iintenmeiitiate ssmadll iirsstitations
should provide more detailed small business loan data under CRA.

Total llesn diistibutiion fior thhe 578 lhanks wiith assetts bethwaen 500 miilion amnd 1
billion from Call Reports at yearend 2006 shows that 36.0% of the total loans and
leases on their books were in commemncial real estzte amd C&l lemdling, wiith tihe
latter accountiimg for a third of the sum of the two. | In contrast, 1-4 family howsimg
loans, wiiich a@re nepotied wmdker HDA, axmourited flor anlly 22 9% of tthe tuottal
amount oof ltzams aand léssess. | It iis adbwiaus thzat tthe mathe cof ttresse ssnadider
institutions iis smalll busimess and also construdiiion loams. Thious their originatioms

3 John E. Lind, "Small Business Loans", CANICCOR. TFiiis report shows the analysis the small business loans of
2004 but was revised in 2006.
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should the regpotted wider CHRAA, it hesausse oof small muntteers woalld resgiire
several years of originations to provide an adequate evaluzatiion. *

Access to Banking Services:

The need for more effort by CRA reportimg institutioms to providie more services is easiily
observed in my neighborhood in San Frandisao, whiich is not a low-moderate imcome or
heavily mimmoiity aasea. TAH he megiitiooHuwod Heas traradttees oof tthe amurttyy’s fiour [Eggpsst
banks bbut alalso aa ckhheck casisingippaialay leletiding stsiere. Ob\iinbously ththe clobeck
cashing/payday |t@an sitore Heas fiound aa siittable nreaikieet iin thhis medigtinohomald, witech
shows that there is a market extending even beyond LM and heawily mimarity tracts.

Jonathan Miinttz>, N C Depeartiment of Consumer Affsirs, summerizes tihat CRA must (1)
focus on retaiil banking prodiucts, (2) clearly defime eligible prodiucts amd services, and (3)
systematically evaluszite the promotion and uptake of these prodiucts. | It seems to me that
few URA aoessed irstitutions Heave exastted muech efffort imto arsiyzing wiaat adiwatts
such fiimge teariing imstitutoons dffer and how they cowld impove on tthem at a lower
cost to the consumer.

Daniel LLesfizedim® Hzas exaniireed tthe ezorwoniics oof [Eaytiay Itzans stuwiing it thesse
institutions make their money basicallly on repeat customers for short term loams and that
longer term llmems of @ cowplle of manths ©r Mare oowild rediuce ovenall bomomer costts.
An overview of the fringe bankimg system is provided by Caskey’.

Before tine preessent aiiss, CANIOCDR Head been in some disnussons witth @ coyple of
banks on these issues imdutimg Key Carp amd Wiellls Famo & Compamy. VWekls Faggo
developed a Direct Deposiit Advance. | In discussions with KeyCaorp early in this decadie,
the investors leanmed that KeyCorp had developed a bank account with a paid debit card
that could be loaded at ATMs. Thihis program appeared to be quite successiul in a major
assessment area and KeyCarp had a considerahle oulresach campsgn. .. We have not
checked ik tto fiimd owt tine difficultires tiat may hewe wikimmettdly devalmped with these
products.

Paid debit cards providle greater safiety in more dangerous neigihotnoodls for ATMs can
be set up in well lighted places like super mankeits amd used baoith to deposit pay chedks
and lload dighit cands. Hdoweser, more auifresch iis requined and a broader sellediion of
products sifmuild he examimed imglutiing limiked paydiay atiermsss, whille umtinsttzrding
the overuse by the middile class of credit cards.

* For examyle at the end of 2DMOQ 1 fflom tthe Calll Rapoits, ttwo exampiées at tine ffar emlis of he swatle @an the
compared. BAank of Marin with assets of $1.19 billion had on their bodks 273 smalll business real estate loans with
UPB of $331 million and 567 small busimess C&| loams with UPB of $104 million. AAt the other end of the asset scale,
Redwood Capitzl Bank with assets of $0.201 billion held 106 small busimess real estate loans with UPB of $38 million
and 145 small business C&l loams with UPB of $165 million. Thiwus both of these baniks helld significamt numibers and
UPBs for evaluation.

§ Jiomatthan Mintz, Testimony at the Public Hearing on the Community Reinvestmmemt Act Regulations, July 19, 2010.
6 Dannel M. Leibsohn; "AAn Analysis of Business Models and Financial Feasibility of Fringe Banking Institutions” 2002

7 Joihn P. Casliey, "‘Imegye Bamikimy: ChheckeCasting Quitkts, Pawnsiagss, and the Pawt’ , Russsll Szge Foundiion
(2004)
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|1 would urge every large bank to have a strategic plan for developing access to banking
services, fimmusing on tihe wndlerdarited and wrsariet], @nd spedifing amueslly wdier
CRA any @ommuity ssumegygs, poatiietts diexstgred sand autteesach witth tthe suresss or
failure of the particutar plan by the numiber of prodlustts settl. CUtrtreach meay be one of
the mmwsst impenttant pations of tie pkamns iin L commurittes witth High rattes of wndiar-
banked and unbankedi.

Community Development:

Reporting of Commumnity Devellopment Fundiing should be more detailedi.

The aurrent putblic mgpotiing ©f Commuriity Meastgpmeent lnans wndker CRA iis weasfullly
lacking iin imfommetton. AAt preseEnt @nily ttne tottal mumtizer @and @ammunt ©f Ilens for tthe
reporting digposttory flor onigimstimns @and for purdhases of loans @and separtdly for amy
affiliates, ibut there iis mo indiicaiion of either the geograpihy of the lemdimg or the type of
loan.

The tiype of commuriity désrattgpneent kentiing iis wery impotiarnt, ssirce iit ranges ffrom
specific dlirect lsans fior sttucttures tto Ilmems tto CIDAEs, wiich meay disttithatte itts fiumtiimg
locally or oxer a lEge gengrapiiic @&esm. BBut there are akso attiner fionms of swpport flor
community desesippmeent thzat sstoodild e coorssildeeed féor regpootiing tto giwe tthe esrtitire
picture. Théese imdlutie [kftters of oratiit, which can e weary ussful tto the support ©f @
development, gnanits from lendier relzied foundatiions, imestimerits as well as purchesed
participations.

To remedly tthiis lack of infonmatiion | suggest at a separate recard be submiiited for each
loan or investment and propose the following structure at least as a starting poiinit:

. Réecord ID
. RReppodeent —IID Agency Code
. ABtitiitity Year
DBppsisitory or Affiliate
. Admoount funded or invested or granted in letters of credit during the year
. dggiatted or Purchased
. Typpe of Commumnity Lendiimg or Investment selected from:
a. Lhaan direct
b. Lbaan to CDFI
c. Leidter of Credit
d. GBrant
e. Iingsstraent
f. P& adisiimtion
8. Phrppese (housing, commensi|, mixed, ofiner)
9. Lhean, investmemni, etc to value of any structure, for housing also provide:
a. NNorhber of housing units financed
b. T¥ype of any restrictioms on units (income level, etc.)
c. Nhimidoer of restricted units
d. Hdosising uniit space by percentage in mixed structures
10. Below market financing: yes or no

NOOAWNS
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11. Analysis of local need (text)
12. Region

13. State

14. MSA/MD

15. County

16. Tract

17. Name of Project

Obviously some of tthe ahowve itkemnss, such as howsimg imformraion, waeulid e thkemk for
non-housing commumritty dewsiopment fonms. RRggadding the geograpthy, if the loan were
to @ matiomal CIDFI amd mot restricied geographic=lly iin amy way, tihen the region wouild
be maiiomell, @md the stzie, MSANMD amd tract would e biamik. Thous mot 2l commmuriity
development would be specified to the census tract levell.

The tiype of coommuumity |Emting &nd imvestiment spexiffied iin figld 7 as wadll as fidhtis 8
through 111 wauld Help tthe CRA exaamiireer tto prowitle some redtdiive weigtiting tto tthe
project versus other projects.

Finally, san amgiysis of lloeal mestls (fi1) iis meoessary tto distemniine tihe meml meed of tihe
local saremn, rediieer tthean s rgipect tieat (ks guod by aisttect sttanttacts Hut dloes ot
answer the needis of the commuimiity .

Regarding pfixacy issuwess, mosst aommuuritty dexetmpmeent acttivitees of an imstittution are
public so providing more details should not be an issue.

Ratings and Incenfiives:

Rating scale needis to be more finely divided::

A mare finely divided rafimg scalle is needed so the reguikziors amd the pulbiic can
differentiate the qualiity of the institution beimg rated from others of its peer group.
The coument sseble coolld bbe ddridéed inhto cetdggdries ssach aas Chitgsaddipg,
Superior, Satistadtoyy, Nesats to Inmprowes, amd Substzrtal Nom-ComplErce wiith
perhaps aa pluis or a minus, but the categories should be based on some form of
a continuous numerical scale.

Because imvesttors prefier up-to-diaite diatta on CRA, CANIOCOR s attemptied to
develop a rating system based on the cumrenifly avaikztike, pulllidly released CRA
and HWDA dibta on an ammual hasiis THThis iis ohviouslly an om-going process at
this pairit. CAANCCCOOR freas develloped a ratiimg sezle hesed on a mnumenic value
which in turn can be converted into a category scale. |iwesstors are then provided
with @ repant iin the fommeat of an excelspread Sret® cowiing l instituions of
with asssdts oof $1 Willion or mwre amd dtier lEtthers wiith at lkssst $1 Wllion iin
annual arigjirediiors. Thhe desoription of this spread sheet is attached. This. report
has tssen 2aan oraging afffort tto find suigdble weays tto evalidte mumesiaeally tthe
performance iin various seciors of an institution’s lemdiing on a comparative ip2siis
with other institutioms of its peer group.

8 John E. Lind, “Social Performance Analyses of the Lending of Financial Institutions”, last revised June 2008.
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Incentives:

Up until now the incentive for a high CRA Performance grate was primavily in the
ability of the imsdiuttion to more readlily reasive approwal of an asgquisition, VWYith
the ppessant cooseantssition i in tthe bharking sygstem, addiitanal inceeatitives aare
needed. Possssible addiditinaal inneathtives nigight bbe thhat agssessroant aand
examination fises enuld be hased wpon ORA peftarmanes’ or that @ wery mswor
CRA ratiimg might cause the loss of the institution’s charter.

Discriminatory or ofther iilllegml aradiit pradimes on CRA Perftnmance
Evaluations:

CANICCOR iin all iits regrotts ©f an imstitition’s satial peftormance onibired @ CRA
performance wiith @an Equeal Credlit Oppartiuritty Act (EOOR) perftormanee, @and in recemt
years witith san zaa@jgsis oof ritgk. ThIhe seppasttion cof ggeegaqpiic dtiscrimington ffoom
discrimination tby imuome, eawgfthmatity @and gemdier iis rather athiteary simce ey Hhave
been inheremntly intercommecttsd. CDbicoskly acts that have proven to have broken the law
or regulations must be considered in the CRA evaluatiion.

CRA disclosures and Performance Evaluafiions :
More Detailed Reportimg of Data and Greater Frequency of Examinations

By proviidiimg more detailed data, both the puiblic as well as the federal examiners
would have more information in @ condensed and easily accessed format so that
examinations couild be made more efficiently and permit more frequent exams.

As dismsseed iin tthe floregoing sexdiions of these anmmeenss, mudch more didtdil
should the growdded quitibcly con imtiwdlizal coommmumiity déeeddppraent |teans aand
should adso inctidde reppaotiting oon invessimarts, ggaants aand ldétters oof coeddit.
Detailed didta are messied @n sl bussiresss aand small fiarms thogetieer wiith @
redefinition of small husimessses and small fams. Dididossure of imfommimn on
access o hamikimg semizzs iis more difficuilt to evalute thwt shoulld disdiosed so
that some guidelimes can be developed.

Improving the CRA Performance Evalluzticoms:

By providiing more puiiiic informestion, examimars can more easilly summarize tine
CRA Performamnce Evalusiions and can cover more products such as credit cards
larger geagragities imgsldling mon-assessment arsas and all necessary affili=tes.
At presentt, puiblisihed CRA Evalusions are somewhat wordly because of the lack
of ezsily tethubeted dista and guittislmes fior exalugton. THhe aditked dita waulld
also help improve consistency of the exam process.

Jonathan Mintz, Testimony at the Publfic Hearing on the Community Reinvestmemt Act Regulations, July 18, 2010.



| greatly appreciate this opportunity to make comments on the implementation of the Community
Reinvestment Act, and | appreciate the efforts of the Federal Reserve in facilitating this upgdlate.

Sincerely Yours,

John E. Lindl, Ph.D.
Executive Director
Enclosures:

John E. Lind, “Social Performance Anallyses of the Lendiing of Financial Institutions”,
CANICCOR, Jume 2008.

John E. Lind, “Small Business Loans”, CANICCOR, 2008 revision of a report on 2004

data.
cc: Videttidette Bullodk-Mibom, Directtor of Corporate Rellations, General Board of Pension and
Health Benefits, Umited Methodiist Church

Harry Van Buren, Consuiitamt to the Protestant Episcopal Church in the USA.

Valerie Heimomem, o.s.uL., Valerie Heimomem, o.s.u., Consuittant, Corporate Respomsithllity,
Mercy Investtment Semnviioss, line., Domiinican Sisters of Hope, Ursulime Sisters of
Tildonk, U.S. Provimce

William Somplkztisioy-Jammeen, Mission Respomsilillity through Investment Commiittee,
Presbyterian Church (USA)

Sr. Susan Vickers, RS, VP Commumity Hesiln,
Catholic Heallhhcare West

Patricia Zerega, Conporate Social Responsilillity, Church in Society,
Evangelical Lutheran Church in America

10



CANICCOR
Social Performance Analyses
of the Lending of Financial Institutions

by

John E. Lind, Ph.D.
CANICCOR!
June 2008

CANICCOR Social Performance Analyses for Investors is usually provided as an excel-spread
sheet, which contains some 650 lenders. These lenders are either corporations with diepository
assets of greater than $1 billion or fimance corporations with total single-family housing loan
originations of $1 billion or more. Performances of smaller corporations are available upon
request, but there may not be sufficient lending to permit areliable performance evaluation.

! John E. Lind, CANICCOR, 44107 20™ Siireet, Sen Francisco, CA 94114, 415-282-8497, jotnlind01@yahoo com
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Overview

The CANICCOR analysis consists of separate analyses of the following data at the industry level
and then at the peer group level. The basic information is provided under either the Home
Mortgage Disclosure Act (HMDA) or the Community Reinvestment Act (CRA):

. Purchase Mortgages (HMDA) for owner occupancy with an estimate of the risk of the
loans arising from high interest rates,
Multifamily Loans (HHIMDA) after excluding structures of 50 or more units to focus«on
under served structures of less than 50 estimated units,
Development Loans, (CRA), and
Small Business - Small Farm Loans, (CRA) after excluding credit card sized loans.

Performances on these loan types are first computed relative to the industry as a whole and then
converted to the relative peer group performances. The peer groups for corporations with
depositories are based on total depository assets at yearend, while for fimence companies the peer
groups are based on total single-family origination volumes. The general distribution of these
loan types within each bank or thrift peer group is given in the figure below:

Peer Group Distributions of Evaluated Loans between Loan Types for Banks and Savings,
as well as the Total Evaluated Lending as an Equivalent Percentage of Total Loans and
Leases Held at Yearend.

160

Bank Holdiing Compamiies Savings

Note that the smaller banking companies tend to have proportionally greater amounts of small
business-smalll farm lending (grey bars) and development lending (red bars) but smaller
amounts of housing lending (blue bars).

Because of the mortgage crisis of 2007 and the fact that the latest data are from 2006, the
analysis of the purchase mortgages for housing are computed based first on the overall



performance of the weighted averaged performances of loans with reportable rate spreads
and loans with no reportable rate spread, i.e. rate spread of less than 3%. Then the
performance is also given for only loans with no reportable rate spread. The latter exclude
most of the subprime and alternative loans, which have borne the brunt to the crisis. If these two
social measures differ significantly, with the loans with no reportable rate spread having a
lower social performance, then the lender was a significant subprime and alternative
lendex and should be evaluated cautiously.

These primary peer performances are aggregated at the peer performance level to three higher
levels and re-normalized for investor comvenience:

+ Housing Loans, consisting of Purchase Mortgages and Multifamily Loans.
Housing and Development Lending, consisting of Purchase Mortgages, Multifamily
Loans and Development Loans, and
Total Performance of all sectors, Housing, Development and Small Business - Smail
FEarm lending

Housing and Development Lending is computed because some investors are not concerned about
small business - small farm lending, but development lending tends to be primarily low-income
housing subsidized by tax credits, etc.

In addition for comparison with the CANICCOR performances, the latest Federal CRA
Regulatory Ratings, from the FFIEC website, wwwv.ffiec.gov, are averaged for all depository
subsidiaries of each corporation. CRA performance ratings have greater depth but only cover the
assessment areas, while CANICCOR's analysis includes both assessment and mon-assessment
areas.



http://www.ffiec.gov
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TOUR of the EXCEL TABLE

This tour presents a section-by-section explanation of the CANICCOR Social Performance
Analysis from left to right in the table. The more logical order is from right to left starting with
the detailed analyses. On the other hand, most users will be primarily concerned with the
analysis aggregated over several loan types and this is the order presented from the most
aggregated to the least.

1. Lending Corporations and the Peer Group Structure:

The data are presented for three very different corporations to help the investor understand the
workings of the table.

Acquisition or Sale Peer Structure
Ticker Anticipated or Num.
Year Company or Compieted Class Peer in
ID Sale Group Peer

Acquisition Group
2006 WACHOVIA CORP WB NATL LEND NAT'L LEND 10
2006 VALLEY NATIONAL BANCORP VLY BANK >=10 til <30 31
2006 EAST WEST BANCORP, INC. EWBC BANK >=10 thil <30 31

The year, corporate name and ticker or identifier are first presented. The identifier is unique to
CANICCOR and is used for private corporations without ticker symbols.

The Acquisition or Sale data indicate any major acquisition or sale completed or in process after
the year for which the data are analyzed. This information is important when a major lender
acquires another major lender, because by comparing the analyses of the two corporations, some
estimate of future performance can be made.

The Peer Structure represents a group of corporations consists of a class and within the class a
set of peer groups. The Peer Class is a broad category such as bank, thrift, finance company, as
well as specialty groups such as investment banks or home builders. These are broad categories
which are independent of the size of the corporations. The Peer Group is a group of corporations
within the given Peer Class that have relatively similar assets or, for finance companies, similar
lending volumes. Nevertheless, in order to have a sufficient number of corporations for a
statistical comparison, the asset or lending amount may vary by a factor of three or more. The
National Lender class and peer group is unusual because it includes not only banks but a thrift
and a company that, while holding a thrift, is really a finance company. This grouping is used
because they are by far the largest lenders nationwide and must be iier-compared.

Corporate Examplles are given with three very different distributions of lending between the
three major sectors that CANICCOR evaluates. These provide very different challenges for
investor analysis, depending upon the foci of concern of the investor.



2. Total Lending and Total Evaluatable Lending:

U.S. Depeosittaiies 2. Total CANICCOR Evalsitdlile Lenmdling
Yearend Volume
Ticker | Assets | Total Laams | Amount | Dollar Evalu- Per Cent of Evaluatable L cans
E & Leases § % of ation Re. (Purchase| Multi Devel- | Small

Billion $ Billion Billions Total Peers family | opment [Business
\WB 638.31 417.37 30.82 7.4Low 64.5 2.1 84 25.0
VLY 12.36 8.34 0.167 2.0Very Low 62.2 46 29.7 35
EWBC 10.82 8.26 1.707 20.7Very Hiigh 56 344 41.9 18.1

U.S. Depositoriies, which are subsidiaries of the corporation, have their total domestic assets and
total domestic loans and leases provided from yearend bank call reports and thrift reports. The
assets are used to permit grouping by peer group and the total loans and leases can then be
compared to the loans of concern for this analysis that were originated during the year.

Total CANICCOR Evaluatablle Lending is the total lending for which CANICCOR can

compute a performance.

This lending comes from data supplied under the Home Mortgage

Disclosure Act (HMDA) and the Community Reinvestment Act (CRA). These data exclude
large amounts of commercial lending and consumer lending like credit card lending and home
equity lending.

The total dollar Amount of Lending that was evaluatable is given followed by its
Percentage of the Total Loans and Leases. This percentage is then compared to the
average for the peer group and an Evaluation® is made. In the three examples given in
the table above, the percentage of evaluatable loans very from “Very High” for EWBC at
20.7% to “Very Low” for VLY at 2.0%

The Percentages of Total Evaluatable Loans of each of the four major types of loans
are then provided. They are Purchase Mortgages, Multifamily Loans, Development
Loans and Small Business-Smalll Farm Loans. Refinance loans are available under
HMDA but are excluded from this analysis because they do not contribute directly to
improvements in housing.

These percentages give the investor an overview of the types of lending the corporation
made and which are the important types for the evaluation. For two of the three
corporations above, purchase loans make up over three-fifths of their evaluatable lending
and should be a major focus of the evaluation, although WB has significant small
business lending and VLY significant development lending. In contrast for EWBC, the
three loan categories other than purchase make up 94% of the lending.

2 Evaluation: £30% is average; 30% to 60% from average is High or Low, greater deviations are either Very High ot
Very Low.



3. Total Evaluated Lending:

3. Total Evaluated Lendiing Pesformnance
Peer Performmance All Evaluatable Performance No Risk Loans
Ticker | Per Cemt Peer Num- Peer Numeric | Per Cemt| Peer Peer Numeric
Evaluated| Rank ber Eval- rel. Evaluated| Rank Eval- rel.
Peers uation Peers uation Peers

wWB 100 8 10 Average - -10 100 8 Average- -5
VLY 33 5 31 High 22 33 5 High 22
EWBC 90 31 Developmnt 94 Developmnt

Peer Performance of All Evaluated Lending consists of the following:

The loans that were capable of being evaluated are first given as a per cent of loans of all
evaluatable loans. If the volume of lending to the sector being evaluated is so small that a
statistically meaningful answer is not possible, the performance is listed as “na”. Eor one
corporation, WB, the lending was 100% evaluatable, but the other two were only 33% and 90%
evaluatable. To determine which areas were not evaluatable, the results in the evaluations of
each loan type need to be examined.

The Peer Rank followed by the number of corporations that were in the peer group. The Peer
Evaluation is then based upon the Numerical Peer Performance relative to Peers, which is
just to the right of it. This peer performance is the dollar weighted peer performances of each of
the four basic lending sectors,’ which is then renormaliized relative to the new peer @verage.

The performances are based upon the quality of the loan portfolio of originatioms, not its
size, so the investor must evaluate both the quality and the volume in making a decision. For
example VLY had a very low lending volume as seen in the previous table section, and only 33%
of that could be evaluated, i.e. 0.7% of total loans and leases. Howewer, its performance was
high at 22% above the industry level on what could be evaluated. The investor may not want to
add this to its approved list because of the small volume rather than approving it on the basis of
this high quality performance on the very small volume.

EWBC had a very high volume of lending at 21% of total loans and leases, but it is not ranked
and has a peer evaluation of “Development”. This is done because its development lending
accounted for over 30% of its evaluatable lending. The problem here is that the evaluation of
performance on development lending is set at 20% above the industry, which for large
development lending volumes can dominate the evaluation. The investor needs to examine its
other multifamily lending in the chart section 11 on page 12 to see that that lending performance
was also very high. Thus the “Development™ evaluation in this case could be replaced with
“Very High”, but this may not be so with others.

WB ranked 8" out of the 10 corporations in that peer group with an “Average — evaluation.
However as will be seen below, this low performance was a result of a high performance in
housing being lowered by a poor performance in small business loans. Depending upon the
investors focus this could be a below average or a high performing lender.

3 Purchase loans, multifamily loans, development loans and small business-small farm loans.
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The Performances of Non Risk Loans are computed to eliminate purchase mortgages with rate
spreads above comparable treasuries of 3% or more. This analysis is done because in the

foll ovyiewy y261) 7260anymiargh-migh-lesd dendeesevpare quuit ofubusinessi hass ey cifed itrediticri This This
performance evaluation compares only the lender's “no risk” loans with the industry of “no risk"
loans, and gives an indication of how the lender may perform, when the 2007 data are awailable.
Interestingly enough, WB improves when only no risk loans are amalyzed.

4. Housing and Development Lending:

4. Houssing and Development Lendiung
Volume Peer Performamce Aill Loans Performance Mo Risk Loans

Ticker | Per Cent Volumej Peer | Number Eval- Numeric | Per Cent | Peer Eval- Numeric

Evaluated| rel. |Rank| Peers uation rel. Evaluated| Rank uation rel.

Loans | Peers Peers Loans Peers

WB Low 75.0 3 10High 12 75 4 High 17
VLY Very Low- 29.7 1 31Developmnt 30 Developmnt
EWBC |Very Hiigh 76.3] 10 31High 10 76 11 High 10

Some investors are not concerned about small business-small farm lending, especially because it
has a less precise measure of quality. These investors are focused upon housing which includes
multifamily rental properties, and development lending. The latter includes many such very low
income developments using tax credits, etc. Thus these sectors of lending are combined in this
section of the table so that these investors can find an overall performance evaluation.

In this peer performance evaluation, the peer performance of the development loans is @ssumed
to be 20% above the industry. The overall performance for Housing and Development is then
the dollar weighted average of the two separate peer performances. The overall peer
performances are renormaliized to the corresponding peer average for the sum of the two types of
loans.

Here WB and EWBC both receive “High” peer performance on the quality of their lending.
WB'’s peer rank increases from 8" to 3" for All Loans, because the small business-smalll farm
loans have been eliminated. The “High” performance quality ratings for both WB and EWBC are
on two different types of loans, with EWBC originating mostly multifamily loans and WB
mostly single-family purchase loans. See the tables sections 9 and 11.. Again the performances
of VLY were mostly un-evaluatable with essentially only the development lending being
evaluatable.

EWBC receives a "Very High” on its volume evaluation while WB receives a “Low™ and VLY
a“Very Low".



5. Housing Loan Performance (Purchase and Multifamily):

5. Housing Loan Performance (Purchase and Mullifaniily ) o
Dollar Volume Peer Performance Alll Loans | Performance No Risk Loans |
Ticker | Amount | Per Cemt | Volume Peer | Num- Eval- |[Numeric| Peer Eval- Numeric
% Evaluated| Evaluated | Rank | ber uation rel. Rank | wuation rel.
Billlons | Loans | Re. Peers Peers Peers Peers
WB 79.199 66.6Average - 3 10HIgh 12 4 High 17
VLY 0.232 66.8 30
EWBC 0.885 40.0Average - 11 30Average + 8 11 Average + 8

One column has been eliminated for the representation on this page. It is “Risk Class High if >
25%”. When “High” appears in this column, it means that more than 25% of the purchase loans
had rate spreads of 3% or more, and a careful comparison must be made between the
performances of All Loans and of No Risk Loans. For these examples, there are no serious
differences between the two quality performance evaluations.

One peer was lost in the peer group of VLY and EWBC because it was a lender which
essentially only originated development lending among the evaluatable loans. Note that the
dollar volume of EWBC'’s lending declined from “Very High” to “Average-“ because 42% of its
evaluatable lending was development loans, and its quality Peer Performance declined from
“High” to a still respectable “Average +”. However, the EWBC's peer ranking remained ahout
the same at 11% of 30.

6. Development Loan Performance and Federal CRA Ratings:

. 6. Developmemt Loan Performance 6. Federal CRA
Dollar Volume Peer Performance Rating
Ticker | Amount |Per Cemt| Peer Num- Eval- Numeric | Average %
g Eval- Rank ber uation rel. Rating Assets
Billion Loans Peers Peers Eval.
WB 2.59 8.4 4 10Average + 1 Outstanding 121.5
VLY 0.0496 29.7, 17 31Very Low -69 Satisfactory 67.6
EWBC 0.7147 419 2 31Very Hiigh 346 Satisfactory 76.4

In the previous sections of the table the quality of the development loan performances was taken
as 20% above the industry and then the dollar weight averaged into the overall performance. We
prefer this approach since development lending was intended to be special lending to assist
lender improve their regular performance score and not to substitute for it.

If, however, the lender essentially only makes development loans, the basis of the evaluation
must be relative to the volume of other lender’ development lending volume. This is done in the
table above using the total depository domestic loans and leases as the volume reference for each
lender. In this case EWBC is “Very High”, WB is “Average +“ and VLY “Very Low".

The Federal CRA Rating is not factored into the CANICCOR Evaluation but is meant to be

compared to it. The Federal CRA Rating is the performance rating of each depository weighted
by the dollar amount of assets at the time of the performance evaluation. Since each evaluation
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covers several years, evaluations after the year of the CANICCOR evaluation were included, and
as seen above for WB, these assets totaled 122% of the yearend assets of the CANICCOR
evaluated year.

The federal grades are Outstanding, Satisfactory, Needs to Improve, and Substantial Non-
Compliance. The federal evaluation occurs only about once every three years and is only wpon
lending within the assessment areas of the depositoties, while the CANICCOR evaluation is
every year and covers both assessment and non-assessment areas. The non-assessment areas are
very important for housing loans. On the other hand, the federal analysis includes deeper
evaluations of development lending and other additional areas such as investments and the
distribution of branches.

7. Small Business and Small Farm Loan Performances:

7. Small Business and Small Farm Loan Performances

Dollar Volume Performances Small

PerCemt | Volume | Number | Peer Num- Peer Numeric Farm
Evaluated | Relative | Loans Rank ber Eval- rel. rel. Num. %

Loans to Peers Peers uation Peers | Indust. | Total
WB 25.0Very Hiigh 40245 9 9Very Low- -84 -78 1.2
VLY 3.5Very Low 60 4 28High 17 -8 0
EWBC 18.1Low 732 28 28Very Low- -75 -99 0

Small business loans of less than $1 million and small farm loans of less than one half million
are reported under CRA. These are to business of any size. CANICCOR first excludes all credit
card sized loans and then basis its evaluation on the proportion of loans for $100,000 and under
to small business and small farms with annual turnover rates of $1 million and under and
$500,000 and under, respectively.

Since this is an evaluation at the basic level, numerical performances are given both relative to the
peer group and relative to the industry as a whole. The peer volume for WB was “Very high”,
but the peer and industry performances were both “Very Low-*, and their ranking was as 9" out
of 9 peers. The volume of VLY was “Very Low-", but the peer performance was “High”. For
EWBC the volume and performances were “Low” and “Very Low-", respectively.



Housing Analysis Details

The analysis now turns to the detailed analysis of housing loans. At this level of the basic loan
types, the lending is evaluated first relative to the industry as a whole and then relative to the
peer group. The reverse order will be used by examining the overall performances of purchase
loans and then investigating further into its breakdown by race/ethnicity. This purchase loan
evaluation is based on the proportion of loans to low-moderate income borrowers. Since
minority borrowers are of great concern and account for only about 20% of this lending,
CANICCOR double weights the lending to Hispanic low-moderate income borrowers and triple
weights lending to low-moderate income Black borrowers to make the lending of these two
minority groups about comparable and to raise the overall proportion of their lending to about
40% of all low-moderate borrowers.

The un-weighted performances are given relative to the industry in table segment 9 of the table
and should be consulted to determine if the lending is being evenly distributed by proportion
between the various racial/ethnic groups.

8. Purchase Mortgages for Owner Occupancy Based on Weighted Low-Moderate Income
Borrowers:

Details of Housimg Loan Performances
8. Purchase Momgages for Owner Occupancy Based on Weighted Low-Mod Bonrowers
.Ticker | % Ewval { Num- All Low-Modierite Income Lendiimng No Reported Rate Spread
Housing| ber Peer | Num Eval Numeric | Numeric {Per Cemt| Eval- | Numeric
Loans Rank | Peers uation |Re. Peers| Re. Ind. Low-Mod| uation |Re. Peers
WB 96.9 78598 3 10High 14 13 92 3High 15
VLY 93.1 294 23 na na 100.0 na
EWBC 14.1 115 23 na na 100.0 na

In tale section 8, the percentage of evaluatable housing lending devoted to purchase mortgages is
given. It is the dollar percentage of purchase mortgages plus multifamily housing loans. The
CANICCOR analysis excludes refinance loans, and Home Equity Loans are not provided under
HMDA. Refinance loans are excluded because they do not provide for fiirst-time home buyers or
possible improvements in housing. The volume of purchase mortgages is relatively constant
over time, but refinance loans vary by multiples cyclically, depending on the interest rate.

Both WB and VLY are primarily singe-family housing lenders with over 90% of their lending in
this area, while EWBC is primarily a multifamily lender with only 14% of its lending as single-
family purchase mortgages.

The performance of All Loans to race/ethnicity weighted low-moderate borrowers could only be
evaluated for WB with its 78,598 total purchase loans. Its peer performance was “High” at 14%
above the peer-weighted average and 13% above the industry. The small volumes of lending
by VLY and EWBC could not be evaluated. See section 9 for the numbers of loans that they
originated to low-moderate income borrowers,

When all loans with rate spreads of 3% or more were excluded, the peer performance of WB
actually rose slightly to 15. WB had 92.3% of its loans without reportable rate spreads, so this
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increase in peer performance upon excluding loans with risk rate spreads was probably caused by
other members of the peer group having more loans with high rate spreads originated to low-
moderate income borrowers.

9. Purchase Loans to Low-Moderate Income Borrowers:

Details cof Housing Perfonmanaes ((Gonitineed)

9. Low-llodienrate Income Bonmrowers

Ticker] CANICCOR Risk All Race/BEtiiidifies Black Hispanic
Average|Portfolio | Risk |[Num-| Performance [Num-|{ Performance |[Num-| Performance
Risk | Risk [Class| ber | Eval. |Re. Ind.| ber | Eval. |Re.Ind.| ber | Eval. |Re. Ind.

WB 12.77 0.84 18243High 15 2771Average+ 5 1974High 13
VLY 0 0 40 na 1 na 3 na
EWBC 0 0 1 na 1 na 0 na
Performance:

This section of the table shows the individual performances of loans to all low-moderate income
borrowers un-weighted as well as the individual performances in lending to Black and Hispanic
low-moderate income borrowers.

First examine the second section of loans to “All Race/Ethnidtiies”, where the performance of
WB was “High “ with a numerical value relative to the industry of 15. Compare this imdustry
performance of 15 for all low-moderate income borrowers, unweighted, to the weighted
performance in section 8 above of 12. The lower value of the weighted performance indicates
that one or more performances of loans to minority ethnic/racial borrowers had a lower
performances. Indeed this is the case for both Black and Hispanic borrowers, which had dightly
lower performances of 5 and 1.3, respectively.

The other two lenders, VLY and EWBC had so few loans that they could not be evaluated.
Table 8 shows that their total purchase mortgage originations were 294 and 115, respectively.
VLY was on the verge of evaluation with 40 loans to all low-moderate income borrowers but
with only 1 to Black and 3 to Hispanic low-moderate income borrowers,

Risk:

The risk of a loan is defined by CANICCOR as the product of the reported rate spread and the
loan to income ratio of the borrower. If the rate spread were less than 3%, the rate spread was
not reported under HMIDA, so the Average Risk in the table is the numerical average over only
loans with reportable rate spreads. For WB this average risk was 12.77. Reeall that the
traditionall high loan to income ratio was about 3 and the minimurm reportable rate spread is 3, so
this yields a CANICCOR Risk of 9. Thus 12.77 is not unreasonable for it would be eguivalent to
an average loan-to-income ratio of 3 and an average rate spreads of a little over 4.

The Portfolio Risk is defined as the average risk weighted by the amount of the loan over all
loans both with and without reportable rate spreads. For WB this portfolio risk was only 0.84,
Thus the average risk of loans with risk of 12.77 was reduced to 0.84 by dilution with a very
large fraction of loans without reportable rate spreads (92.3% numericaly from table section 8)
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that was nearly 12 fold greater than the amount with risk. The only reportable Risk Class is
“High”, which is the designation for more than 25% of the loans to low-moderate income having
reportable rate spreads.

10. Purchase Mortgage Performances for All Income Borrowers:
This is a specialty section useful for evaluating Home Builders, which do not focus on low-
moderate income borrowers, and for small volume lenders that cannot be otherwise be evaluated.

Both WB and EWBC can be evaluated for overall lending to minorities, but EWBC has a very
poor performance. The performances are based upon lending to minority borrowers.

11. Multifamily housing:

Details of Housing Performances (Contimwu edl)
11. Muitifamilly Howssiing Loans
Ticker. | % Ewval Volume [Estimated Peer Performamce Industry
Housing NuntbedudtioPeer Num Eval- | Numeric | Perfor-
Loans Units Rank Peers uation |Re. Peers| mance
WB 3.1Average + 7240 7 10Low -16 -8
VLY 6.9 78 22 na na
EWBC 85.9Very High 5054 6 22 Avanage + 7 11

The data on multifamily housing consists mostly of just the loan amount and census tract, since
many multifamily borrowers are corporations. CANICCOR estimates the number of unlts
financed from the loan amount and local housing prices. Our primary concern is the underserved
market for housing with less than 50 units. Thus all loans for 50 estimated units er mere are
discarded. Multifamily lending on large structures of 50 or mere untts for lower Ineome renters
can be double listed as multifamily as well a development lending. Thus these multifamily 16ans
have already been evaluated under development lending in table sestien 6.

The CANICCOR evaluation then asks how many of these estimated units might be rented to
low-moderate income borrowers. Since renter incomes are less than purchaser ineomes, the
proxy used here is the propottion of borrowers purchasing single-family heuses in the same
census tracts that have incomes of under 120% of the metropelitan area median family ineeme:
While these proxies are approximate, they provide a uniform methed of evaluating the varieus
lenders.

As noted above, the percentage of housing loan volume that was devoted to multifamily housing
was “Very High” for EWBC at 85.9%, while that for WB was “Average +” at 3.1%. WB is
among the national lenders, which aside from Washington Mutuall, make very few multifamily
housing loans.

The industry and peer performances of EWBC were “Average +” at 11 and 7, respectively,
above their respective industry and peer levels. On the other hand, WB’s performance was
“Low™ at -8 and -16 below the industry and peer performances respectively. VLY financed 60
few units (78) to permit an evaluation.



Appendix

Peer Social Performances — A measure of Quality
Basic Method of Analysis:

The basic analysis of the performance for a given loan type is to compare in a given metropolitan
area the proportion of loans the lender made during the year with the proposition of leans all
lenders made, i.e. the industry. This social performance in the metropolitan area is eguivaleat to
the percentage of loans by the lender to a given sector, €.g. low-moderate 1ncome bOrFOWers,
divided by the percentage of loans of all lenders in the metropolitan area to that sector, and is
called the “industry social performance”. The exact method Is given in the foetnete.*

Peer Pexformance:

There is no clear-cut way to create a peer performance from the industty performance, because
different corporations originate loans in different parts of the country. Just to rank the
corporations by their industry social performance ignores the relative amounts of lending, so
small lenders with either a very high or very low peer performance can bias the median
performance level. Mere ranking also ignores the unevenness in the distribution of the leans
performances. To obviate this problem, CANICCOR has chosen to weight the industry peer
performance of a particular loan type of each corporation by its total lending of that lean type {6
yield the average industry performance of the peers, and this average is subtracted frem ezeh
peer corporation’s industry performance to yield its peer performan

Corporations are given a peer class based upon the majority of their subsidiaries being banks,
savings or financial corporations. CANICCOR then added several other classes for small
numbers of specialized corporations. These peer classes are then divided into arbiirary peer
groups by loan volume or asset size, which for banks and savings institutions are the assets held
at yearend as given by bank call and thrift fimanciall reports for the 4™ quarter of the year.

The peer groups need to be of sufficient size that one or two corporations de net deminaie the
group. The average peer performances of the lending in each area, but espesially heusing
lending, should vary uniformly without abrupt changes between sueesssive peer greuips:
However, this latter condition cannet always be maintained. These variatiens ef the average
peer performances on purchase leans for ewher eecupaney between peer greups 6an in part be
explained as follows:

Most of the Mostsoftheotaighsh deat deald |sipdefichendvsignibsanitvide mesheit Haakehgheieaganking areas
(assessment areas), where they have less local information because they have ne braneh

* The performance is actually computed as the ratio of the loans of the lender to the given sector divided by the
number of loans by the scaled industry. By scaled industry. we mean the total of loans by all lenders in the
metropolitan area scaled to the size of the lender’s total. This results in a scaled number of industry 1eans te the
sector of concern. This method is used so that these numbers of lender’s loans to the sestor and sealed industty
loans to that sector can be sumimed to the corporate level for a eorperate level perfermanee.

® In computing the peer average for a group, if the performance of an individual lender is outside the range 6f 40%
of the industry average, the performance of that lender was set at the correspending range limit in erder te aveid the
distortion of a few lenders with either very high er very low perfermanees.
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offices, and thus they perform more poorly than the industry so the industry average
performance is raised in the peer performance.

Smaller corporations, like regional banks, tend to lend more in their banking areas and thus
perform better on average than the industty, so the industry average performance is lowered
in the peer performance.

Finance companies with small depositories have higher performances than those without
depositories presumably because of the banking supervision of their depository subsidiary.

» Large savings institutions tend to be conservative because they hold more of their loans on
their books to maturity and because the high interest rates problems of the 1980s have made
them more cautious. Thus they have lower average performances relative to the industry as a
whole.

Asset Managers do little lending and depend upon targeted lending to improve their
performances and/or larger amounts of development lending.

Borrowers for new homes are more middle-income so, for homebuildets, the average peer
group performance based on lending to low-moderate income borrowers is rather low. Their
performance is better based upon lending to minorities of all incomes.

Thus investors, depending on their concerns, should adjust these averages to their concerns. The
social performances relative to the industry are given in the spread sheet for comparison for each
of the basic loan types (purchase mortgages for owner occupancy, multifamily loans and small
business-smalll farm loans).

CANICCOR Volume Evaluations

Since the CANICCOR method of measuring social performance measures the quality of the
portfolio of the year's originations and not the size of it, the investor must consider the amount of
lending devoted to the categories of loans that are being evaluated. Table section 2 provides
both total loans and leases held by depositories at yearend and the dollar amount of lending
evaluated by CANICCOR. The evaluated loans are also given as an equivalent percentage of the
total loans and leases at yearend in the depository portfolies. This percentage is then compared
to its weighted average for the peer group, and a verbal evaluation is given.

Only peer group members that provide loans of a given loan type are included in these averages.

Development Lending is a special case: For the evaluation the overall quality of the
performance, all development loans are assumed to be at 20% above the industry level sinee they
are supposedly focused upon low-moderate income areas and people.

However, if development lending is the primary lending for the evaluation, the peer soclal
performance and volume performance are conflated for development lending. This perfermance
is then based on the dollar amount of development lending during the year as a pereerntage of
total depository loans and leases at yeearesidl. See table section 6
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Small Business Loans

by
John E. Lind, Ph.D.!
CANICCOR?
Revised: February 2006

SUMMARY

The average size of the small business loans in the non-assessment areas is less than $10,000,
while that size in the assessment areas is about $100,000. Since the loans of most concern here
are commercial and industrial loans (C&I) in the range of $20,000 to $100,000 to small
businesses, a meaningful analysis can only be obtained if the very large numbers of very small
loans are eliminated from the analysis.

This study shows that approximately two-thirds of all the small business loans are these very
small, credit-card sized, loans. Thus their separation is essential to the understanding of the data.
As determined by this analysis, the best separation for these very small, credit-card size, loans is
to eliminate loan data averaging up to $13,000. This process eliminates only 2% of the
assessment area loans but 92% of all non-assessment area loans. In order to analyze this daia
after separation, and industry database must be constructed from the lender database by
distributing evenly the lending of each lender over the tracts in which the lender had made a
loan. The reason for this averaging is that 10ans are reported for each county/assessiment area as
grouped by census tract income category rather than by eensus tract. Sinee different lenders may
divide a given ecounty differenily between assessment and nen-assessient areas, a ract level
distribution s necessary.

Since the concern of this analysis is the lending of C&I loans to small businesses. However, the
data report the aggregate of loans to small businesses in sizes up to and including $1 million
loans. ‘Thus estimates must be made of the numbers and amounts of small loans to small
businesses of $100,000 or less but not less than $13,000, and the focus is upon this lending in
low-moderate- and middle-income tracts of loan originations but not purchased loans
(correspondent lines).

The resulting analysis permits clear performance rankings within and between commercial
banks, credit card banks and savings institutions:

L. Commercial banks clearly make small loans within their assessment areas to small
business but do not provide the very small, credit-card size, loans. This size of loans
suggests mostly C&1 lending by the commercial banks;

2. Credit card banks provide mostly very small loans of under $13,000 in their non-
assessment areas, since their assessment areas are usually very small; and

3. Small savings institutions do not originate many small business loans but the loans that
they do make to small businesses are usually average over $100,000 and must therefore
be real estate 1oans.

! The author wishes to express his appreciation and thanks for the excellent database programming by Eric R.
Wilcox, whose methods provided not only an audit of eatlier work but also a wealth of detailed information which
was not previously available.

2 CANICCOR, P.O. Box 426829, San Francisco, CA 94142, (415) 282-8497; john.lind@caniccor.org
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INTRODUCTION

Small business loans are defined as all loans of $1 million or less to any business and small farm
loans are defined as all loans of $500,000 or less to any farm,

The class of loans of most value to small businesses and small farms with annual turnover rates
of $1 million and $500,000, respectively, are those between about $20,000 and $100,000, since
they provide for general inventory and equipment for on-going operations. These loans would
be commercial and industrial (C&I) loans or agricultural production loans, as defined by
bankers. These loan amounts would exclude very small ones that could be carried on the
owner's credit card, as well as large ones for real estate (RE), which are often backed up by other
assets of the owner such as his/her house.

There are two classes of loans reported under the Community Reinvestment Act that are relevant
to these loans of concemn. They are:

L Loans to small businesses, which include all loans sizes. Unfortunately real estate (RE)
loans of several hundred thousand dollars are included, as well as C&I loans.

2. Small business loans to any borrower of $100,000 and under, which include loans to both
small businesses and larger corporations but exclude most real estate loans because of
their size.

A superficial examination of the all the originations with valid non-zero income census tract
categories in 2004 shows that there are 2.2 million loans within the assessment areas of the
lenders with an average loan size of $102,200. On the other hand there are over twice as many
loans in the non-assessment areas, i.e. 5.6 million, which have an average loan size of only
$12,100. Thus it is obvious that the lending in the non-assessment areas is essentially all very
small loans of approximately the size of credit card loans.

This study then develops methods to separate in an approximate fashion three groups of loans or
loan types within the data:

1. Very small loans of about the size of credit-card loans,

2. Loans of $100,000 and less but larger than the very small loans, mainly of the C&I type,
and

3. Loans over $100,000, which include many real estate loans.

Since this analysis focuses upon the lending to small businesses of $100,000 and under,
exclusive of very small loans, and these loans are provided as a block of loans from zero to $1
million, methods are developed to make approximate separations of these loans into these three
loan size categories.

The process is to separate out the very small loans from the rest of the loans and treat them
as an entirely different loan type, deriving performances internally from that group anly.
In the same fashion the loans exclusive of the very small loans will be treated as a separate
loan type and their performances of lending to small businesses will be based upon the total
of all such loans to both small and larger businesses, exclusive of very small loans.



THE ANALYSIS
Method for Separating Very Small Loans

The upper limit for defining very small loans of approximately the size of credit card loans will
be discussed below, but assuming such alimit can be defined, the basic problems of data analysis
must first be discussed.

The separation of very small loans of credit card size from the database is not simple because
individual loans are not recorded by each lender but only the total amount and number of 10ans
in groups of loans by tract income level for each county/assessment area.

The process is to examine each lender’s loans in each tract category for any tract category where
the average loans size is less than the very small loan size limit. Those loans are then separated
from the small business loans to be analyzed separately as a different loans time. The remaining
loans will be termed the clean small business loans and separately analyzed.

Two categories of loans within the database are subjected to the process of cleaning out very
small loans of under the limit:

1L Loans of $100,000 or less to any business, and
2. Loans to small businesses, which include loans of up to and including $1 million

While the loans to small businesses are a subcategory of all small business loans, the cleaning of
these two categories may yield slightly different numbers because of the averaging of a greater
number of loans in the former category (1). This problem will be discussed below and in the
appendix. For the moment, we will assume that the results are identical.

Choosing the Upper Size Limit for Very Small Loans

Since the average loan amount in the non-assessment areas was $12,100 in 2004, this size
suggests that credit card companies should be examined to determine if they contribute
significantly to these numbers and what size loans they provide. Table | shows the percentages
of loans to small businesses above various size limits for three diverse major credit card
companies.

Table I. Per Cent of the Numiber of Loans to Smaill Businesses of Three Diverse Credit Card Banks
above Various Size Limits
American Express Chase Manhzittan Bamk MBNA America
Centurion Banmk USA, NA (Delaware), NA.
Total Loans 173,663 42,614 421,661
Loan Size Limit % of Loans at or above % of Loans at or above % of Loans at or above
the Size Limit the Size Limit the Size Limit
15,000 0.3% 3.1% 0.04%
14,000 0.5% 3.8% 0.04%
13,000 0.7% 6.8% 0.06%
12,000 1.2% 13.7% 0.08%
11,000 2.0% 25.6% 0.18%
10,000 4.2% 55.9% 0.30%
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These are truly diverse credit card lenders, with MBNA making essentially no loans greater than
$10,000, American Express making 4.2% and Chase Manhattan making 55.9%. Since Chase
Manhattan USA is affiliated with other major full service banks, it may be drawn upon by the
full service banks for small business loans, while neither MBNA nor American Express had stich
affiliations in 2004. Since MBNA is now a part of Bank of America, its loans may become
larger in the future.

Ultimately, what Table I shows is that the proper limit should be between $10,000 and $15,000.
Eurther analysis in the Appendix is based upon average loan amounts and the self-consistency of
the data for loans of $100,000 and less between the loans to all businesses and the loans to small
businesses. This analysis suggests the best limit to be $13,000. When this limit of $13,000 is
used, the results of the analysis are shown in Table H_

Table Ii. Numibers of FRiséiesss Losms and their AAvezeage Sizes Repontied i in 2004°
Compared to their Numibers and Sizes after Removimg Very Smaill Loans of Credit Card Size
and to the Numbers and Average Sizes of the Very Smaill Loans that were Remmoved!..
using the Very Smailll Loan Size Limit of less than $13,000

All Loams All Loans Less Loans Only Loams

Lending of less than $13,000 of less than $$13,000

Area Number Average Number Average Number Average
Size $"000" Size $7000" Size $"000"

All Small Business Loans
Assessmient 2,177,121 102.2 2,132,745 104.2 44,376 8.0
Non-Assessment 5,593,619 12.1 430,915 914 5,162,704 5.4
Loans to Small Businesses

Assessment 1,383,722 74.7 1,367,855 75.4 15,867 8.1
Non-Assessment 1,581,871 17.2 238,974 81.6 1,342,897 5.7

First of all, Table II shows that limit of $13,000 yields average loans sizes of nearly the same
value for lending both to all business as to small businesses. The other totals and averages
should not agree since the loans to small businesses are only a subset of all the small business
loans. However, reasonable agreement might be expected for the very small loans.

Secondly, the numbers of very small loans within the assessment areas are very small and could
probably be ignored if only the assessment areas are of concern.

3 There are two sets of data that are problematic:

1L Loans without census tract categories but with assessment area desighations amounted to 262,081 loans if
the non-assessment areas;, only 8% of these averaged larger than $13,000. Loans within the assessment
areas totaled 35,980; but unfortunately 91% of these loans were $13,000 or larger. There were only @
additional 591 leans without assessment area designations. Only 17,663 of all these loans were in the traet
category a6 MIFI net knewn; the rest were speeified as traet net knewn.

2. Loans without assessment area designations but with census tract categories totaled 174,172 of which
unfortunately only 6% were loans averaging less than $13,000. 37,844 loans matched only assessment
areas of the lender; of these only 2070 averaged less than $13,000. 8,214 matched only non-assessment
areas, of which 1,471 averaged less than $13,000. Thus a total of 41,522 loans, averaging greater than
$13,000, were recovered. However, 128,172 loans matched both assessment areas and non-assessment
areas, i.e. counties split between assessment and non-assessment areas, and thus they could not be assigned.
As a final result, only the 46,063 loans, matching only either only the assessment areas only or only the
non-assessment areas, could be uniquely assigned and added to the datsbase.

Thus a total of 426,761 loans were excluded from this analysis.
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Construction of the Industry Level Databases and Computing Performance

The industry tract level database or “Aggregate” data provided by the FEIEC is useless since
subtracting out loans of under $13,000 from it would result in a database inconsistent with the
lender database (FFIEC Disclosure Database) because of their different levels of aggregation.
Thus a new industry tract level database is constructed from the lender database (FFIEC
“Disclosure” database) in the following fashion:

Fortunately the CRA assessment areas (FEIEC D-6) database provides a listing of every census
tract that is in each lender's assessment areas as well as other non-assessment area tracts in
which that lender has originated aloan. Each tract has anotation as to whether the lender made a
loan in that tract or not. Thus it is possible to distribute the loans reported in the
county/assessment area database uniformly over those tracts in which the lender originated a
loan. This approach is not exact, but the result is reasonably precise because the numbers of
loans in any tract income category exceeds 12 in only 15.2% of the tract income categories
within the assessment areas in the lender database and in only 7.6% of the tract imcome
categories in the non-assessment areas.

Having constructed a tract level database containing all loans the industry originated, the
performances can be computed relative to the industry by summing the clean industry level loans
in the tracts of the assessment areas or non-assessment areas of each lender and scaling the clean
industry total to the size of the lender’s total clean loans in those areas. These scaling totals must
be that for all small business loans exclusive of those of average loan size under $13,000 for the
small business loan analysis, i.e. clean small business loans. The scaling for very small loans of
approximately credit card size must be based on only the totals of all small business loans of less
than $13,000.

The Performance Analysis of Small Loans, exclusive of Very Small Loans

The concem of this analysis is focused upon loans of less than $100,000 only to small
businesses, but not to all businesses, and particularly to small businesses in low-moderate- and
middle-income tracts. These loans averaging $13,000 up to $100,000 can be estimated from
lender database in a similar fashion to the loans averaging under $13,000, as discussed above.
The performance then is based upon the lenders proportion of these loans compared to all small
business loans, exclusive of loans averaging less than $13,000.

Table III provides a comparison between the numbers and average sizes of these small business
loans to only small businesses versus these properties of the loans to all businesses. These loans
to all small business loans have an exact upper bound, but these loans to small businesses only
have an estimated upper bound. Thus an estimate of the preciseness of the cut off is necessary
for these loans to small businesses. To provide an estimate of the sensitivity of this cut off, the
number of loans averaging between $100,000 and $110,000 is computed as a percentage of the
loans of $100,000 and under exclusive of less than $13,000. This percentage is termed the
“Sensitivity”. The lower this sensitivity, the fewer loans in this narrow category near $100,000
and the more precise the cut off is.

As Table ITI shows these small loans to small businesses in the non-assessment areas has the
lower sensitivity of only 2.2%, and the average loan amount is $36,700. This average loan
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amount agrees reasonably well with the average loan amount for all these small business loans,
which is $34,200. In the assessment areas, the average loan amount for these small loans to
small businesses is $48,700 in contrast to the average loan amount of these small business lcans
to all businesses, which is $32,200, or about the same as loans to all businesses in the non-
assessment areas.

This higher average loan amount for these small loans to small businesses either reflects the
imprecision of the cut off or the fact that lenders provide larger loans to small businesses than
businesses in general. The primary reason is probably the former reason, i.e. the imprecision of
the cut off. Certainly the sensitivity of the cut off in the assessment areas is over twice that in the
non-assessment areas for these loans because of the higher geographic density of the lending in
the assessment areas.

Table lil. lozans to Smalll Businesses
with Loams of greater than $100,000 and less than $13,000 Remowed, i.e. Clean Loams
Compared to All Smaill Business Loans of $100,000 less than $13,000 Removed.

Loans to Smiill Business Loans to All Business Averaging
Lending Averaging $100,000 and Less $100,000 or less with Loans of
Area with Loans of Less than $13,000 Remaoved Less than $13,000 Removed
Number Average Sensditvity) to Number Average
Size $"000" $100,000 Liimiit Size $"000"
Assessment 1,030,020 48.7 5.3% 1,658,628 322
Non-Assessment 188,363 36.7 2.2% 303,952 34.2

Seasdivityyis defimed as the muniier of loans with average loan amoumits of greater than $100,000 and
less tthen $110 000, exxpessxed as a pawent of lnens of $10000D0 and |kss, exdlsive of loams wirdtker
$13,000. Trhe sensitivity shows the diediime in the distribution at $100,000. | If this percentage iis high, then
the separation at $100,000 becomes less precise.

Since this analysis seeks to focus on these small loans, the analysis will proceed as shown, but a
performance of the robustness of the cutoff will be computed. The robustness performance is
defined as the sensitivity of the industry in each county/assessment area to the lemder’s
sensitivity, expressed as a percentage relative to the industry. Thus, if the lender’s sensitivity is
less than the industry sensitivity, the lender’s cutoff is more precise than that for the industry as a
whole, and the robustness performance for the cut off becomes positive. Examples are given
below to show that this robustness is an effective measure of the precision of the cutoff, and how
it can be used to indicate significant real estate lending.




Applications of the Analysis to Particular Lenders
Small Loans to Small Businesses in Low-Moderate and Middle Income Tracts

The focus of this analysis is upon C&I lending to small businesses, not only as a direct concern
to foster new and creative businesses but also to provide employment especially to lower income
employees. Thus the performance evaluation will concern loans of $100,000 and under,
exclusive of loans averaging under $13,000, in low-moderate- and middle-income census tracts.
Focusing on only low-moderate income tracts is too limiting because of the smaller numbers of
loans and also lower income workers are often employed in middle-income tracts.

To illustrate the usefulness of this approach, three very differemt types of lenders are shown
below. They represent:
L A large commercial bank, which seeks to make significant numbers of small loans to
small businesses;
2. A small savings institution, which has significant real estate lending to businesses, and
3. A credit card company which offers credit cards to many companies

Large Commercial Bank:

As is readily apparent in Table IV, the large commercial bank originates most of its small
business loans within its assessment areas, with a performance level to the desired sector of 23%
above the industry. Since these loans to small businesses are primarily $100,000 and less, they
are probably C&I loans, for which the bank must have familiarity with beth the local businesses
and the local economic conditions. This information is usually obtained by alecal bank braneh.
The assumptions that these loans are mostly C&I loans is strengthened beeause the sensitivity is
only 1.3%. That is, the number of loans within $10,000 of the euteff is eguivalent t6 enly 1.8%
of the number of these loans below the limit. Thus most of the lean ameunts are well belew this
lirnit. Since the industey as a whole has ever twice that sensitivity, the rebustness perfermanee is
122% above the industry for the areas in which this bank’s lending eeceuried. There were enly
83 loans that averaged less than $13,000, so this lender was fiet in the business ef previding very
sall 1eans.

Table IV. A Large Cornmmenciial Bam k
Comparison of Small Loans to Loams to Smalll Business (< $100,000 to > $13,000)
to those Loans to All Businesses in 2004
Loan Perfonmamoes, Semsttilies, etic. are on loans in low-moderatte and mididile incorme tracts

As Basis* Loans to Small Businesses Loans to All Bisiressses
sess Loans of Perf. Sensi- Robustadsddveriage Perf. | Average
AneRs 291rnilifibon | Number rel. tivity ness Loan Number rel. Loan
Areas $333000 Indust. % % $“000" Indust, | $"000"

AA 78076 25542 23 1.3 122 441 35830 0 43.3

*Basis i's all loans of $13,000 and up to and includiimg $1 million of the lender that the indusiry pertfidiio is
scaled to for the performance analysis of the smmalll loams to small businesses.

The average loans amounts for loans to small business are in good agreement with the averages
for all business to within about a thousand dollars within the assessment areas, thus
substantiating the robustness of the cutoff.




Small Savings Institution:

Table V shows the performances of a small savings institution. Its performance should be
contrasted with that of the large commercial bank above in Table IV. In both cases, the primary
lending is within the assessment areas with essentially all loans above the very small loan limit
of $13,000. This lender made only 7 loans below the $13,000 limit.

However in contrast, the sensitivity of the $100,000 limit for these small loans to small
businesses is very large with the number of loans between $100,000 and $110,000 being
equivalent to 43% of these loans of $100,000 and under, exclusive of loans of under $13,000.
Thus the cutoff is very imprecise and the robustness performance is 78% below the industry
level. This impreciseness of the cutoff is supported by average loan size of the small loans to
small businesses within the assessment areas is $55,300 being significantly higher than the
average for loans of that size to all businesses of $40,200 (data not shown).

Table V. A Savings Instifutiion (S&I.)
Comparison of Small Loans to Loans to Small Business (< $100,0 to > $13,000)
to all Loans to Snadll Businesses in 2004
Loan Perfonmamoes, Semnsiivities, efc. are on loans in low-moderate and middle income tracts

As Basis* $3$0000000tb >$13,000 £¢ rmilliden tto 513,000
sess Loans of Perf. Sensi- Robust- | Ayeragesment Perf. | Average
APERS £$itidlio] nNumber rel. tivity ness Loan Number rel. Loan
Areas $$33000 roblesst. % % $'000" Indust, | $"000”

AA 1143 150 -60 43 -78 55.3 585 -i8| 1426

*Basis is all loams of $13,000 and up to and includiimg $1 million of the lender that the industiry portfiolio is
scaled to for the performamce analysis of the smaill loams to small businesses.

A useful comparison for this institution is to compare the performances on these small loans to
small businesses to the performances on its total lending of $1 million and under to these small
businesses. This latter performance would thus include all the real estate lending. Indeed the
performances of all loans to small businesses is -18% relative to the industry, while the
performance on loans of $100,000 and less is a more dismal -60% relative to the industty. The
number of loans increases from 150 to 585 as the loan limit is increased from $100,000 to
$1,000,000. That is, the number of loans increases by nearly four fold by including the larger
loans! However, the average loans size of all loans to small businesses is only $142,600, which
suggests a significant number close to the $100,000 cutoff and thus the cause of the lack of
robustness of the cutoff,

Since a small business cannot support such large loans based on the collateral for C&I lending,
these loans must be collateralized by real estate. Thus this savings institution follows the
traditional approach of savings institutions of primarily lending on real estate.




Credit Card Bank:

In contrast to the commercial bank and the savings institution, the credit card bank shown in
Table VI needs only minimal financial information for these very small loans. Its assessment
area is usually very small in one metropolitan area, so most of its lending is in the non-
assessment areas.

For the performances on these very small loans, our focus is upon loans below $13,000 in
average size. We attempted to examine segments of this loans size range, but the density of the
loans in the census tract income categories is too dense for an adequate definition, i.e. no
meaningful separation exists. Since the industry scaling is based only on all these very small
loans to all businesses, we decided to measure the lender’s performance on the proportion of this
total lending only to small business in only the low-moderate income tracts.

This credit card bank primarily provides loans of credit card size, and only 639 of the total of
806,829 loans average above the $13,000 limit. This bank’s performances in lending to small
businesses in low-moderate income tracts are outstanding, while the performances in lending to
all businesses in low-moderate income tracts are about at the industry levels. The average loan
sizes are about $5,000 and they are only slightly less for small business than for all businesses
outside the assessment area, where the bulk of the loans were originated.

Table VA. A Crediit Card Bamk
Comparison of Very Small Loans to Small Business {Less than $13,000)
to those Loams to All Businesses iin 2004
Loan Performamses amd average loan amowntts are on loams in low-modienaite income tracts only

As Basis Loans to Small Businesses Loans to All Buisiiressses
sess Loans of Perf. Sensi- Robust- | Avsagsment Perf. Average
Apeps | lessthan | Number rel. tivity ness Loan Number rel. Loan
Areas $13,000 Indust. % % $'000" Indust, | $"06060”

AA 2760 253 61 472 502 -8 6.24

NA 803430 74821 101 515 | 162529 6 5.46

*Basis iis all loans of $,13,000 and up to and includimg 31 million of the lender thet the industiry pentfiiio iis
scaled fo for the performamce anallysiis of the srmalll loans to smelll businessess,

These loans of under $13,000 should in general be excluded from the small business lending
analysis, since they merely serve as a convenience for the accounting process of small
businesses. They are often backed by the credit of the owners. The ewners eould just as well
use their personal credit cards and then charge the amount against the business. Thus these
results are presented here merely as an illustration of type of analysis that can be dene with these
very small loans.




CONCLUSION

The method of analysis presented herein provides a very adequate method of separating out
meaningful loan size categories from the aggregated data of each lender. It provides for separate
comparisons within the groups of credit card lenders, commercial banks and savings institutions
doing real estate lending.

The separation developed in this paper of loans by size is essential for any analysis because 61%
of the total number of small business loans reported in 2004 were very small loans of the size of
credit-card loans. Such small loans are so small that they serve neither the function of C&I 1oans
nor of real estate loans. Therefore, these small loans nieed to be separated from the data before
any meaningful analysis can proceed.

The only possible alternative is to analyze only the assessment area lending using the dollar
amounts. For the lending within assessment areas, very small loans account for only 0.2% of the
dollar amount of all small business loans and only 0.1% of dollar amounts of all loans to small
businesses. However, this approach still requires developing an industry database of only
assessment area loans because the very small loans account for 10% of the dollar amount of all
small business and 6% of the amount of all loans to small businesses in the FFIEC aggregate
database. That is the industry tract level database must be constructed from the lender disclosure
database, as was done in this report. Since this process of using lean amounts reguires nearly as
much processing as the one using loan nurmbers in this report, the clearer analysis provided by
the use of loan numbers in this report is recommended.

Obviously, the more desirable approach would be for the FFIEC, which aggregates the lender
data, to provide the loans to small businesses separated into the three categories: loans under
about $13,000, larger loans up to and including $100,000 and the remainder up to and including
$1 million. Then the analysis would be essentially exact rather than approximate. However, the
present analysis is reasonably robust in making these separations, as is shown by the examples
given in this report.
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APPENDIX

In an effort to more precisely define the limit between very small and small business loans,
analyses were carried out for three different cutoffsbetween $10,000 and $15,000.

Table Al shows the effect of using the $10,000 cutoff. At first the agreement looks very good
because the average loan sizes are nearly the same for all categories between loans to small
business and to all businesses. However, the $100,000 cutoff for all business loans is precise but
that cutoff for loans to small businesses is imprecise and contains some loans over the limit.
Thus the average loan amount for small loans to small businesses should be higher than that for
all businesses. Also the average loan size of small loans is seemingly too high in the assessment
areas and too low in the non-assessment areas by afactor of two.

Table A1. Effidetts of Separating Loens of Less than $10,000 in Average Lo@an Amoumt
from tthe Simalll Business Loan Database

Loans of $100,000 and Less Very Simail Loams of
without Loams of under $10,000 under $10,000
Number* Average Number Average
Size $°000" Size $°000"
Assessment Areas
Small Busimess Lo@ams 1,659,910 48.4 26.251 5.7
Loans to Smalll Businesses 1,0858871 48.5 10,016 6.4
Non-Assessment Areas

Small Busiimess lLo@ns 714,245 21.1 4,799,660 5.0
Loans to Smalll Busimesses 2721664 28.7 1,259,096 54

*For these loams, the upper cut off of $100,000 iis exact fior the smalll busimess lo@ns twt only approximeastte
for the loams to smalll businesses. FRdease see the discussion of this cut off for details.

Table A2 shows the effects of raising the cutoff to $13,000. Now the average loan amounts for
small loans to all businesses are about the same both within and without the assessment areas.
This result is not unreasonable since the $100,000 limit is precise for these loans. The average
small loan size to small businesses is still high at $48,700 within the assessment areas where the
density of lending is high and the cutoff more imprecise. In the non-assessment areas the small
loans to small business average $36,700 or close to the small loan average to all businesses of
$31,400. In the non-assessment areas the lender’s loan density is lower and a more precise
cutoff is possible.

abledAR2. Effectssod Seppaaditiggllozarssod LiessstitamnsH B830000innAkecaggel lozmnAdnaoimt t
from the Smalll Busimess Loan Dataihese

Loans of $100,000 and Less

Very Smalll Loams of

without Loams of under $10,000 under $10,000
Number* Average Number Average
Size $000" Size $"000"
Assessment Areas
Small Busimess Lo@ms 1,641,785 32.1 44,376 8.0
Loans to Smalll Busimesses 1,030,020 48.7 15,867 8.1
Non-Assessment Areas
Small Busimess Lo@ams 351,201 314 5,162,704 54
Loans to Smlll Busimesses 188,363 36.7 1,342,897 5.7

*For these loans, the upper cut off of $100,000 is exact fior the small husimess llozms but only approximeatte
for the loams to smiall businesses. Flaase see the discussion of this cut off for detaiils,
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Finally, when the cutoff is raised to $15,000, the average loan amounts of small loans remain at
approximately the same levels as with the $13,000 cutoff. However, as the loan 1imit increases
the average loan amounts of very small loans in the assessment areas increase significantly. At
the $13,000 limit, the loan amounts for very small loans in the assessment areas are nearly
double those of the non-assessment areas for both leans to all businesses and leans to small
businesses. Since many of these very small leans are supplied by eredit card eompaniss that 1end
in all areas, these average lean values sheuld net divergs tee greatly.

ahblelAR3. Efflects 06 S8epasdtigd loamssod L kessthibantd 550000 nkeeaged loamnidmooun t
from the Smailll Business Loan Database

Loans of $100,000 and Less Very Smaill Loams of
without Laans of under $10,000 under $10,000
Number* Average Number Average
Size $"000" Size $"000"
Assessment Areas
Small Business Loams 1,628,628 32.2 57,533 9.4
Loans to Smalll Busimnesses 1,022,547 48.9 23,430 10.1
Non-Assessment Areas

Small Business Lo@ms 303.34.2 34.2 5,209,953 5.5
Loans to Smll Busimesses 173,844 37.7 1,351,416 5.8

*For these loans, the upper cut off of $100,000 iis exact for the small business llezms but only approximate
for the loams to small businesses. Fbaase see the discussion of this cut off for details.

Thus the best cutoff is probably at about $13,000. However, there is another gpproximate
method to check this decision. If the cutoff increases too high, the imprecision of the cutoff for
small loans to small businesses will yield more very small loans than the small loans to all
businesses. But this inequality must not be so becatise of numbers of l6ans t6 small businesses is
a subset of the all loans to small businesses. Table A4 shows the limit a which this rule is
violated for each of the years 2002 through 2004,

Table A4. The number of records and the number of loans to smaill business in
excess of the number of loans to all businesses below the given limit
of the average loan amount for loans to small businesses

Limit of 2004 2003 I 2002
Average Loan Amount of | Records Excess Loams | Records | Excess Loans Records | Excess Loans
Loans to S|l Number to Sl Number to Small Number to Smilll
Businesses Businesses Businesses Businesses
<15 3 1114 4 188 7 458
<14 3 1114 2 126 4 300
<13 0 0 2 126 1 123
<12 0 0 1 123
<10 1 123

Table A4 clearly shows that there is only minimal violation of the rule at $13,000 and below, but
by $14,000 the violations begin to accumulate in both 2004 and 2002. Thus the size limit for
very small loans of $13,000 appears to be the most adeguate cholee.
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