
CANICCOR Board : 

Victor Berg-Haglund , 
Evangelical Luthera n 
Church i n America 

Charles Berger , M.D . 
At larg e 

Pablo Bravo , 
Catholic Healthcar e Wes t 

Pamela Chiesa , PBV M 
Sisters o f the Presentatio n 

Penny Deleray , 
Mission Responsibilit y 
Through Investmen t Com . 
Presbyterian Churc h (USA ) 

John Harringto n 
Harrington Investment s 

Steven D . Lydenber g 
Domini Socia l Investments , LL C 

Donald MacKinnon , CSS R 
Kmhmu Pastora l Cente r 

Harry van Buren , Consultan t 
Social Responsibilit y 
in Investment Com . 
Protestant Episcopa l Churc h US A 

Affiliations for identifica -
tion purposes only . 

Executive Director : 
John E . Lin d 

CANICCOR 
AN INTERFAITH COUNCIL ON CORPORATE ACCOUNTABILIT Y 

P.O. Box 426829, Sa n Francisco , Californi a 9414 2 
Offices at 4407 20 th Street , Sa n Francisco , C A 9411 4 
Phone: (415 ) 282-8497 -  FAX : (415 ) 282-8497 -  e-mail: johnlind01@yahoo.com 

25 August 201 0 
Jennifer J . Johnson, Secretar y 
Board of Governors o f the Federa l Reserv e Syste m 
20th Street and Constitution Avenue , N W 
Washington, D C 20551 

Dear Ms . Johnson : 

Subject: Docke t No . R-1386 
Comments o n the Community Reinvestmen t Ac t 

Dear Ms . Johnson : 

I a m commentin g o n th e Communit y Reinvestmen t Ac t (CRA ) becaus e 
CANICCOR serve s a s a  consultant t o a  numbe r o f institutiona l investor s tha t 
have socia l concern s i n additio n t o investmen t concern s an d mee t regularl y 
with al l th e majo r banks . Fo r man y year s CANICCO R ha s prepare d report s 
on majo r housin g lender s annuall y concernin g thei r lendin g bot h 
geographically an d b y race/ethnicit y an d gender . Thes e report s hav e 
included housin g lending , business/smal l far m lending , communit y 
development lendin g an d also risk . Ove r the las t year o r so the emphasis ha s 
been o n loa n modifications , an d Investor s an d CANICCO R hav e me t wit h 1 0 
major servicing banks . 

Because o f th e infrequenc y o f agenc y CR A Evaluations , CANICCO R bega n 
to develo p a n abbreviate d annua l CR A evaluatio n i n th e for m o f a  sprea d 
sheet, a  description o f which i s attached . I t suffere d fro m a  numbe r o f flaw s 
because proxie s ha d t o b e foun d t o fil l i n th e gap s i n th e data . I  hav e 
discussed some o f these need s i n my comments o n HMDA, bu t there are als o 
significant dat a need s o n communit y developmen t lendin g an d investment , 
small business/smal l far m lendin g an d acces s t o bankin g services . Th e 
CANICCOR sprea d shee t covere d no t onl y assessmen t area s bu t als o non -
assessment areas , al l significan t affiliate s a s wel l a s non-depositor y 
independent lender s tha t repor t unde r HMDA . 

Because thes e CANICCO R report s ar e designe d fo r institutiona l investors , 
CANICCOR come s to this analysis from the perspectiv e o f both the investo r i n 
these institution s bu t also a n investor concerne d abou t the social well bein g of 
its communities . 

I hop e tha t thes e comment s wil l b e helpfu l t o th e furthe r developmen t o f th e 
reporting o f dat a unde r CR A an d o f th e proces s o f makin g CR A Evaluation s 
both more extensive and more efficiently performed . 
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Geographic Coverag e and Affiliate Activities: 

Geographic coverag e should be all lending whether insid e or outsid e any assessmen t 
areas, bu t separate evaluations mus t be made insid e and outside o f any assessment area s 
because performances tend to be lower in the non-assessment areas . 

Because mos t larg e lender s hav e no t onl y retai l line s bu t als o wholesal e an d 
correspondent lines , thei r CR A evaluation s shoul d b e ove r th e whole geograph y o f thi s 
lending. Larg e banks , lik e ING and Capital One, also some take deposits from their non -
assessment areas . CANICCO R ha s generall y evaluate d separatel y th e lendin g i n bot h 
the assessmen t an d non-assessmen t area s fo r retai l an d wholesal e line s an d th e 
performances ar e generall y bette r withi n th e assessmen t areas . Presumabl y withi n 
these assessment areas , the lende r often has other relations with the borrower b y which 
the lender can bette r judge the creditworthiness o f the borrower . Ther e are two possibl e 
ways o f separatel y evaluatin g th e performance s i n assessmen t area s an d th e non -
assessment area s 

• CANICCO R ha s use d a s a  reference the lendin g o f al l lender s from assessmen t 
areas an d non-assessmen t areas 1 o n a  trac t b y track basis . Th e lendin g o f th e 
examined lende r i s the n aggregate d fo r it s assessmen t area s o r segment s 
thereof an d compare d wit h th e referenc e lendin g o f al l lender s i n al l i n al l tract s 
that confor m t o th e examine d lender' s assessmen t are a o r segmen t thereof . A 
similar analysi s i s performe d o n th e examine d lender' s non-assessmen t areas . 
This performanc e analysi s i s usually mad e a t the MSA/MD leve l an d aggregate d 
upward geographically . 

• A  secon d choic e i s simila r t o tha t abov e bu t usin g separatel y th e lendin g o f al l 
lenders segregate d o n eac h censu s trac t b y assessmen t o r no n assessmen t 
area of each lenders . Thi s proces s would yield two tract leve l references , on e for 
assessment are a lender s an d on e fo r thos e havin g origination s i n thei r non -
assessment areas . Th e resul t woul d automaticall y giv e uniqu e relativ e 
performances fo r assessmen t are a an d fo r no n assessmen t are a loan s o f an y 
examined lender . 

By eithe r metho d specia l purpos e bank s an d simila r institution s woul d b e primaril y 
evaluated i n eac h MSA/M D i n thei r non-assessmen t are a lendin g b y compariso n wit h 
other lenders lendin g in their non-assessment are a in that MSA/MD . 

A majo r proble m wit h thes e method s o f pee r comparison s i s tha t fac t tha t i n 2009 , th e 
top thre e originator s (Well s Fargo , Ban k o f America , an d Chase ) dominate d th e 
mortgage origination marke t with 41% o f the market . Thu s these three plu s perhaps Cit i 
need t o b e examine d wit h mor e emphasi s o n communit y developmen t an d communit y 
outreach i n th e are a o f service s becaus e thei r lendin g significantl y influence s th e 
average mortgag e lendin g performanc e level s i n man y MSA.MDs . .  Se e Acces s t o 
Banking Service s an d Communit y Developmen t below . O n th e othe r hand , cautio n i s 

1 Th e CANICCOR metho d has bee n to determin e the overal l market i n a given assessment o r non-assessment are a 
of evaluation within an MSA/MD and determine the fraction of loans in that overal l market to LM I borrowers and then 
compare tha t fractio n t o th e fractio n o f a  give n lender . I f thos e fraction s ar e withi n ±10 % o f eac h other , th e 
performance is considered a t the industry level . 
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needed i f goal s ar e se t s o tha t the y don' t becom e lik e th e HU D goal s fo r th e GSEs . 
These goal s resulte d i n purchase s o f subprim e mortgage s an d mortgag e securitie s i n 
order to mee t the goals . 

As to what affiliate s shoul d alway s b e include d i n the CR A exam , certainl y mortgag e 
affiliates, financ e affiliates , an d affiliate s supplyin g smal l businesse s and/o r smal l 
farm loans , communit y developmen t loans , foundation s supplyin g communit y 
development grants , and whatever other areas might be added to CRA. 

Mortgage affiliate s shoul d alway s b e considere d par t o f th e depositor y i n thi s 
calculation, sinc e retai l housin g loan s ar e usuall y processe d b y th e mortgag e 
affiliate. I f finance compan y affiliate s o f institution s hav e a  networ k o f retai l office s 
separate fro m the depository , th e finance compan y shoul d hav e it s own assessmen t 
and non-assessmen t areas , fo r exampl e CitiFinancia l versu s CitiMortgage , sinc e 
they focu s o n differen t clientele . CANICCO R support s bringin g credi t car d loan s 
under CRA , a s discussed belo w and this inclusio n would brin g many large r specialt y 
banks directl y int o the CRA examinatio n process . 

This propose d proces s would mak e the evaluation applicabl e to both institutions wit h 
physical deposi t taking facilities and those without . 

CRA Performance tests , asset thresholds and designations . 

As discusse d belo w unde r Smal l Busines s Lending , mos t intermediat e smal l institution s 
originate a  large r volum e o f busines s loan s tha n 1- 4 famil y housin g loans , bu t the y 
report the latte r under HMDA . Reportin g should be required of smal l business lendin g to 
provide a n adequat e evaluatio n o f thes e intermediat e smal l institutions . Fro m th e 
discussion above , geographi c an d affiliat e coverag e shoul d permi t CR A coverag e o f 
many limite d purpose institutions . 

Careful thought shoul d b e give n to includin g reportin g an d the CR A evaluation o f 
credit car d lendin g sinc e credi t card s includ e bot h persona l loan s a s wel l a s 
business loans . Thes e distinction s ar e becomin g mor e blurre d a s can b e see n b y th e 
use of 1- 4 family seconds , eithe r closed-end o r HELOCs, for business purpose s by smal l 
business owner s o r fo r payin g of f credit s cards , etc . Se e th e comment s belo w unde r 
Small Busines s Lending . 

Small Busines s and Small Farm Lending : 

CANICCOR request s tha t th e CR A dat a o n origination s fo r smal l busines s loan s 
be separated int o C&l loans , rea l estate loan s an d credi t car d loan s as i s done wit h 
housing an d persona l lending , whic h i s separate d int o 1- 4 family residentia l properties , 
consumer loan s an d credi t cards . Similarl y smal l farm loan s shoul d b e separated i n 
loans on farmland, agricultura l productio n and credi t card loans . 

CANICCOR ha s limite d it s analysi s t o loan s t o CRA-define d smal l businesses , 
not t o al l smal l busines s loans . CANICCO R ha s bee n concerne d primaril y wit h 
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commercial an d industria l (C&l ) loans , becaus e smal l businesse s usuall y 
rent/lease spac e an d nee d funding fo r inventory , equipment , etc . A t presen t thi s 
distinction i s no t mad e i n the reportin g o f smal l busines s loan s o r loan s t o smal l 
businesses, an d CANICCO R ha s ha d to estimat e the separatio n b y relative siz e 
of the loan . In  addition , smal l businesse s quit e often use credi t cards for smalle r 
invoices, bu t the y canno t usuall y b e use d fo r majo r inventor y an d equipmen t 
payments. CANICCO R attempte d t o eliminat e the m fro m th e CR A dat a b y 
excluding loans to small business to below about $15,000. 2 

Note tha t ban k cal l report s (FFIE C 04 1 an d FFIEC-031 ) Schedul e RC- C Par t I  -
Loans an d Lease s make s thes e separation s fo r th e depository' s overal l lendin g 
quarterly an d then the June 30 th Cal l Report s mak e the same separation s o f rea l 
estate an d C& l fo r loan s t o smal l businesse s (actuall y smal l busines s loan s b y 
the CRA definition ) an d lendin g for farmland an d agricultura l productio n for smal l 
farm loans . 

CANICCOR urge s th e dolla r definitio n o f a  smal l busines s an d o f a  small farm b e 
scaled annuall y b y th e media n famil y incom e o f th e MSA/MD , jus t a s housin g 
loans are treated, o r by some similar reference . 

At presen t th e definitio n o f smal l businesse s an d smal l farm s ha s bee n fixed i n 
dollar amoun t o f annua l turnove r fo r 1 5 years an d ha s neve r accounte d fo r th e 
regional differences in doing business. Durin g this time, inflatio n has made these 
limits obsolete . Th e questio n i s then what sor t o f inde x shoul d b e use d to defin e 
these entities ? 

While th e cos t o f doin g busines s i s no t directl y relate d t o th e media n famil y 
income o f th e area , th e simplicit y o f usin g th e media n famil y incom e o f th e 
MSA/MD suggest s it s use . Whil e inventor y price s man y no t vary greatl y acros s 
the country , owne r an d employe e housin g cost s an d income s do . MSA/M D 
median famil y income s var y considerabl y b y nearl y a  facto r o f thre e acros s th e 
country, accordin g t o th e Census . Thus , th e definitio n o f th e maximu m yearl y 
turnover o f a  smal l busines s shoul d als o var y b y som e facto r roughl y relate d t o 
the media n famil y income , sinc e the majo r cost s are wages an d salarie s a s wel l 
as ren t o n th e busines s facility . Suc h a n inde x migh t no t b e s o applicabl e t o 
large businesse s tha t hav e heav y capita l expense s an d relativel y smal l labo r 
force, bu t thi s i s no t so tru e o f smal l businesse s wit h turnover s o f th e orde r o f a 
couple of million dollars a year. 

In summary , ther e shoul d b e a  rethinkin g o f th e definitio n o f smal l 
businesses an d small farms for CRA purposes . 

CANICCOR urge s tha t th e loan s to smal l businesse s an d loan s to smal l farms b e 
also separate d int o th e sam e siz e categorie s o f fixe d size s a s tha t use d fo r al l 
small busines s loan s an d al l smal l far m loans . Se e th e followin g discussio n fo r 
our preference for individual loa n data . 

2 
John E. Lind, "Small Business Loans" , CANICCOR. Thi s report shows the analysis the small business loans of 

2004 bu t was revised in 2006. 
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For simplicity , thes e categories , currentl y ≤$100,000 , >$100,00 0 t o ≤$250,000 , 
and >$250,00 0 t o ≤$1,000,00 0 smal l busines s loans , coul d remai n fixe d ove r 
time an d geographies . Suc h a  fixin g o f thes e dolla r range s woul d the n no t 
require constan t change s i n th e Cal l Repor t o f 3 0 Jun e fo r th e reportin g o f th e 
number an d curren t valu e o f smal l busines s an d smal l far m loan s i n Schedul e 
RF-C Par t I I - Loans to Smal l Businesse s an d Smal l Farms . Not e that while the 
Call Repor t call s thes e loan s "Loan s t o Smal l Busines s an d Smal l Farms: , i n 
CRA term s the y ar e the curren t amoun t (UPB ) o f smal l busines s an d smal l far m 
loans havin g origina l loan amounts a s specified b y the categor y o n the book s o n 
30 June. 

CANICCOR urge s tha t th e dolla r amoun t o f individua l smal l busines s loan s b e 
provided b y censu s trac t categor y withi n th e county , rathe r tha n b y tota l amoun t 
and numbe r o f loans . I f necessar y t o preven t identificatio n o f th e individua l 
borrower, th e censu s trac t categorie s coul d b e broadened . I n suc h a n 
arrangement i s no t possible , the n th e individua l loan s t o smal l businesse s an d 
small farms coul d a t leas t b e categorized int o the same categorie s a s use d for al l 
small business loans and small farm loans . 

The us e o f aggregat e dat a b y censu s trac t categor y rathe r tha n individua l loa n 
data a t th e trac t leve l i s understandabl e i n orde r t o preven t th e identit y o f th e 
borrower from bein g known . CANICCO R therefor e ha s uniforml y distribute d th e 
loan amount s (CR A Fil e Tabl e D 1 an d D2 ) ove r the tract s o f th e give n incom e 
category o f eac h individua l lende r which ar e liste d a s havin g lendin g i n them i n 
the respectiv e assessmen t o r non-assessmen t area s (Tabl e D6) 3. This proces s 
results i n a tract leve l file for each lender . Fro m these individua l lende r data , a n 
aggregate data file is created at the tract level. Whil e this approach i s not ideal, i t 
does provide a  reasonable method for handling the data . 

As a  result , mor e detaile d dat a o n th e siz e o f loan s t o smal l busines s i s 
desirable. On e approach would b e us e the same three categories tha t are use d 
for small business loans (≤$100,000 , >$100,00 0 to ≤$250,000 , and >$250,000 to 

≤$1,000,000). A  preferabl e metho d woul d b e t o broade n th e censu s trac t 
categories whil e reportin g individua l loan s t o preven t identificatio n o f th e 
borrowers. 

CRA Thresholds : CANICCO R believe s tha t th e intermediat e smal l institution s 
should provide mor e detailed small business loa n data under CRA. 

Total loa n distributio n fo r th e 57 8 bank s wit h asset s betwee n 50 0 millio n an d 1 
billion from Cal l Reports at yearend 2006 shows that 36.0% o f the total loans and 
leases o n thei r book s wer e i n commercia l rea l estat e an d C& l lending , wit h th e 
latter accounting for a third of the sum of the two. I n contrast, 1- 4 family housin g 
loans, whic h ar e reporte d unde r HMDA , accounte d fo r onl y 22.9 % o f th e tota l 
amount o f loan s an d leases . I t i s obviou s tha t th e nich e o f thes e smalle r 
institutions i s small business and also construction loans . Thu s thei r origination s 

3 John E. Lind, "Small Business Loans" , CANICCOR. Thi s report shows the analysis the small business loans of 
2004 bu t was revised in 2006. 
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should b e reporte d unde r CRA , bu t becaus e o f smal l number s woul d requir e 
several years o f originations to provide an adequate evaluation. 4 

Access to Banking Services : 

The nee d for mor e effor t by CRA reportin g institution s t o provid e mor e services i s easil y 
observed i n m y neighborhoo d i n San Francisco , whic h i s no t a  low-moderate incom e o r 
heavily minorit y area . Th e neighborhoo d ha s branche s o f th e country' s fou r larges t 
banks bu t als o a  chec k cashing/payda y lendin g store . Obviousl y th e chec k 
cashing/payday loa n stor e ha s foun d a  suitabl e marke t i n thi s neighborhood , whic h 
shows that there is a market extending even beyond LMI and heavil y minorit y tracts . 

Jonathan Mintz 5, NY C Departmen t o f Consume r Affairs , summarize s tha t CR A mus t (1 ) 
focus on retai l banking products , (2 ) clearly define eligible products and services, and (3 ) 
systematically evaluat e the promotion and uptake of these products . I t seems to me tha t 
few CR A covere d institution s hav e exerte d muc h effor t int o analyzin g wha t product s 
such fring e bankin g institution s offe r an d ho w the y coul d improv e o n the m a t a  lowe r 
cost to the consumer . 

Daniel Leibsohn 6 ha s examine d th e economic s o f payda y loan s showin g tha t thes e 
institutions mak e their money basicall y on repeat customers for short term loans and that 
longer ter m loan s o f a  coupl e o f month s o r mor e coul d reduc e overal l borrowe r costs . 
An overview of the fringe bankin g system i s provided by Caskey 7. 

Before th e presen t crisis , CANICCO R ha d bee n i n som e discussion s wit h a  coupl e o f 
banks o n thes e issue s includin g Ke y Cor p an d Well s Farg o &  Company . Well s Farg o 
developed a  Direc t Deposi t Advance. I n discussions with KeyCor p earl y i n this decade , 
the investor s learne d that KeyCor p ha d developed a  bank account with a paid debit card 
that could b e loaded a t ATMs. Thi s progra m appeare d to b e quite successfu l i n a majo r 
assessment are a an d KeyCor p ha d a  considerable outreac h campaign . .  W e hav e no t 
checked bac k t o fin d ou t th e difficultie s tha t ma y hav e ultimatel y develope d wit h thes e 
products. 

Paid debi t cards provid e greate r safet y i n more dangerous neighborhood s fo r ATMs ca n 
be se t up i n well lighted place s lik e super market s an d use d bot h to deposi t pa y check s 
and loa d debi t cards . However , mor e outreac h i s require d an d a  broade r selectio n o f 
products shoul d b e examine d includin g limite d payda y advances , whil e understandin g 
the overuse b y the middle class of credit cards . 

4 Fo r exampl e a t th e en d o f 2010Q 1 fro m th e Cal l Reports , tw o example s a t th e fa r end s o f th e scal e ca n b e 
compared. Ban k o f Mari n with asset s o f $1.19 billio n ha d on their book s 273 smal l busines s rea l estat e loans with 
UPB of $331 million and 567 small business C&l loans with UPB of $104 million. A t the other end of the asset scale, 
Redwood Capita l Ban k with assets of $0.201 billion held 106 small business rea l estate loans with UPB of $38 million 
and 14 5 small business C& l loan s with UPB of $165 million. Thu s bot h o f these bank s held significant number s an d 
UPBs for evaluation. 
5 Jonatha n Mintz , Testimony a t the Public Hearing on the Community Reinvestment Act Regulations, July 19 , 2010. 
6 Danie l M. Leibsohn, "A n Analysis of Business Model s and Financial Feasibility of Fringe Banking Institutions" 200 2 
7 Joh n P . Caskey , "Fring e Banking : Check-Cashin g Outlets , Pawnshops , an d the Poor" , Russel l Sag e Foundatio n 
(2004) 
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I would urg e every larg e ban k to have a strategic plan for developing acces s t o bankin g 
services, focusin g o n th e under-banke d an d unbanked , an d specifyin g annuall y unde r 
CRA an y communit y surveys , product s develope d an d outreac h wit h th e succes s o r 
failure o f th e particula r pla n b y th e numbe r o f product s sold . Outreac h ma y b e on e o f 
the mos t importan t portion s o f th e plan s i n LMI  communitie s wit h hig h rate s o f under -
banked and unbanked . 

Community Development : 

Reporting o f Community Developmen t Fundin g should be more detailed . 

The curren t publi c reportin g o f Communit y Developmen t loan s unde r CR A i s woefull y 
lacking i n information . A t presen t onl y th e tota l numbe r an d amoun t o f loan s fo r th e 
reporting depositor y fo r origination s an d fo r purchase s o f loan s an d separatel y fo r an y 
affiliates, bu t there i s n o indicatio n o f eithe r th e geograph y o f th e lendin g o r the type o f 
loan. 

The typ e o f communit y developmen t lendin g i s ver y important , sinc e i t range s fro m 
specific direc t loan s fo r structure s t o loan s t o CDFIs , whic h ma y distribut e it s fundin g 
locally o r ove r a  larg e geographi c area . Bu t ther e ar e als o othe r form s o f suppor t fo r 
community developmen t tha t shoul d b e considere d fo r reportin g t o giv e th e entir e 
picture. Thes e includ e letter s o f credit , whic h ca n b e ver y usefu l t o th e suppor t o f a 
development, grant s from lende r relate d foundations, investment s a s wel l a s purchase d 
participations. 

To remed y thi s lac k o f informatio n I  suggest a t a  separate recor d b e submitted for eac h 
loan or investment and propose the following structure at least as a starting point : 

1. Recor d ID 
2. Responden t - I D Agency Cod e 
3. Activit y Yea r 
4. Depositor y o r Affiliate 
5. Amoun t funded or invested or granted in letters o f credit during the year 
6. Originate d or Purchase d 
7. Typ e of Community Lendin g or Investment selected from: 

a. Loa n direc t 
b. Loa n to CDFI 
c. Lette r of Credi t 
d. Gran t 
e. Investmen t 
f. Participatio n 

8. Purpos e (housing, commercial , mixed , other ) 
9. Loan , investment , etc to value of any structure, for housing also provide : 

a. Numbe r of housing unit s financed 
b. Typ e o f any restrictions on units (income level , etc. ) 
c. Numbe r of restricted unit s 
d. Housin g uni t space by percentage i n mixed structure s 

10. Below market financing: yes or no 

7 



11. Analysis o f local need (text ) 
12. Region 
13. State 
14. MSA/MD 
15. County 
16. Tract 
17. Name of Projec t 

Obviously som e o f th e abov e items , suc h a s housin g information , woul d b e blan k fo r 
non-housing communit y developmen t forms. Regardin g th e geography , i f the loa n were 
to a  nationa l CDF I an d no t restricte d geographicall y i n an y way , the n th e regio n woul d 
be national , an d the state , MSA/M D an d trac t woul d b e blank . Thu s no t al l communit y 
development would be specified to the census tract level . 

The typ e o f communit y lendin g an d investmen t specifie d i n fiel d 7  a s wel l a s field s 8 
through 1 1 woul d hel p th e CR A examine r t o provid e som e relativ e weightin g t o th e 
project versus other projects . 

Finally, a n analysi s o f loca l need s (11 ) i s necessar y t o determin e th e rea l nee d o f th e 
local area , rathe r tha n a  projec t tha t look s goo d b y abstrac t standard s bu t doe s no t 
answer the needs of the community . 

Regarding privac y issues , mos t communit y developmen t activitie s o f a n institutio n ar e 
public so providing more details should not be an issue. 

Ratings and Incentives : 

Rating scale need s to be more finely divided : 

A mor e finely divide d ratin g scal e i s needed s o the regulator s an d the publi c ca n 
differentiate the quality o f the institutio n being rate d from others o f its peer group . 
The curren t scal e coul d b e divide d int o categorie s suc h a s Outstanding , 
Superior, Satisfactory , Need s t o Improve , an d Substantia l Non-Complianc e wit h 
perhaps a  plus or a  minus, bu t the categories shoul d b e based on some form o f 
a continuous numerica l scale . 

Because investor s prefe r up-to-dat e dat a o n CRA , CANICCO R ha s attempted t o 
develop a  rating syste m base d on the currentl y available , publicl y release d CR A 
and HMD A dat a o n a n annua l basi s Thi s i s obviousl y a n on-goin g proces s a t 
this point . CANICCO R ha s develope d a  ratin g scal e base d o n a  numeri c valu e 
which i n turn can be converted into a category scale . Investor s are then provide d 
with a  repor t i n th e forma t o f a n excel-sprea d sheet 8 coverin g al l institution s o f 
with asset s o f $ 1 billio n o r mor e an d othe r lender s wit h a t leas t $ 1 billio n i n 
annual originations . Th e descriptio n o f this sprea d shee t i s attached. Thi s repor t 
has bee n a n ongoin g effor t t o fin d suitabl e way s t o evaluat e numericall y th e 
performance i n various sector s o f an institution' s lendin g on a comparative basi s 
with other institutions o f it s peer group. 

8 John E. Lind, "Social Performance Analyses o f the Lending of Financial Institutions" , las t revised June 2008. 
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Incentives: 

Up unti l now the incentiv e for a  high CRA Performanc e grat e was primaril y i n the 
ability o f th e institutio n t o mor e readil y receiv e approva l o f a n acquisition . Wit h 
the presen t concentratio n i n th e bankin g system , additiona l incentive s ar e 
needed. Possibl e additiona l incentive s migh t b e tha t assessmen t an d 
examination fee s coul d b e base d upo n CR A performance 9 o r tha t a  ver y poo r 
CRA ratin g might cause the loss of the institution's charter . 

Discriminatory o r othe r illega l credi t practice s o n CR A Performanc e 
Evaluations: 

CANICCOR i n al l it s report s o f a n institution' s socia l performanc e combine d a  CR A 
performance wit h a n Equa l Credi t Opportunit y Ac t (ECOA ) performance , an d i n recen t 
years wit h a n analysi s o f risk . Th e separatio n o f geographi c discriminatio n fro m 
discrimination b y income , race/ethnicit y an d gende r i s rathe r arbitrar y sinc e the y hav e 
been inherently interconnected . Obviousl y act s that have proven to have broken the la w 
or regulations mus t be considered i n the CRA evaluation . 

CRA disclosures and Performance Evaluations : 

More Detailed Reporting o f Data and Greater Frequency o f Examinations ; 

By providing mor e detailed data , bot h the publi c as well a s the federal examiner s 
would hav e mor e information i n a condensed an d easily accesse d forma t so tha t 
examinations coul d be made more efficiently and permit more frequent exams . 

As discusse d i n th e foregoin g section s o f thes e comments , muc h mor e detai l 
should b e provide d publicl y o n individua l communit y developmen t loan s an d 
should als o includ e reportin g o n investments , grant s an d letter s o f credit . 
Detailed dat a ar e neede d o n smal l busines s an d smal l farm s togethe r wit h a 
redefinition o f smal l businesse s an d smal l farms . Disclosur e o f informatio n o n 
access t o bankin g service s i s mor e difficul t t o evaluat e bu t shoul d disclose d s o 
that some guidelines ca n be developed . 

Improving the CRA Performance Evaluations : 

By providing mor e publi c information , examiner s ca n mor e easil y summariz e th e 
CRA Performanc e Evaluation s and can cover more products suc h as credit card s 
larger geographie s includin g non-assessmen t area s an d al l necessar y affiliates . 
At present , publishe d CR A Evaluation s ar e somewhat word y becaus e o f the lac k 
of easil y tabulate d dat a an d guideline s fo r evaluation . Th e adde d dat a woul d 
also help improve consistency o f the exam process . 

9 
Jonathan Mintz , Testimony at the Public Hearing on the Community Reinvestmen t Act Regulations, July 19 , 2010. 
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I greatly appreciate this opportunity to make comments on the implementation o f the Communit y 
Reinvestment Act, and I  appreciate the efforts of the Federa l Reserv e in facilitating this update . 

John E . Lind, "Socia l Performanc e Analyses o f the Lending of Financia l Institutions" , 
CANICCOR, June 2008. 

John E . Lind, "Smal l Business Loans" , CANICCOR, 200 6 revision of a report on 2004 
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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 depository 
assets of greater than $1 billion or finance 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 a reliable performance evaluation. 

1 John E. Lind, CANICCOR, 4407 20th Street, San Francisco, CA 94114, 415-282-8497, johnlind01@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 (HMDA) 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 finance 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. 
100 

Bank Holdin g Companie s Savings 

Note that the smaller banking companies tend to have proportionally greater amounts of small 
business-small 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 
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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 
lender 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 convenience: 

• 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 - Small 
Farm 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, www.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 non-assessment 
areas. 
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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. 

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 inter-compared. 

Corporate Examples 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. 
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Year Company 
Ticker 

or 
ID 

Acquisition o r Sal e 
Anticipated o r 

Completed 

Peer Structur e 

Year Company 
Ticker 

or 
ID 

Acquisition o r Sal e 
Anticipated o r 

Completed Class Peer 
Group 

Num. 
in 

Peer 
Group 

Year Company 
Ticker 

or 
ID 

Acquisition o r Sal e 
Anticipated o r 

Completed Class Peer 
Group 

Num. 
in 

Peer 
Group 

Year Company 
Ticker 

or 
ID 

Acquisition 
Sale 

Class Peer 
Group 

Num. 
in 

Peer 
Group 

2006 WACHOVIA COR P WB NATL LEN D NAT'L LEN D 10 
2006 VALLEY NATIONA L BANCOR P VLY BANK >=10 bi l <3 0 31 
2006 EAST WEST BANCORP , INC . EWBC BANK >=10 bi l <3 0 31 



2. Total Lending and Total Evaluatable Lending: 

Ticker 

U.S. Depositorie s 
Yearend 

2. Tota l CANICCO R Evaluatabl e Lendin g 
Volume 

Ticker 

U.S. Depositorie s 
Yearend 

2. Tota l CANICCO R Evaluatabl e Lendin g 
Volume 

Ticker Assets 
$ 

Billion 

Total Loan s 
& Lease s 
$ Billio n 

Amount 
$ 

Bi l l ions 

Dollar 
% o f 
Total 

Evalu-
ation Re . 

Peers 

Per Cent o f Evaluatable Loan s Ticker Assets 
$ 

Billion 

Total Loan s 
& Lease s 
$ Billio n 

Amount 
$ 

Bi l l ions 

Dollar 
% o f 
Total 

Evalu-
ation Re . 

Peers 
Purchase Multi 

family 
Devel-
opment 

Small 
Business 

WB 638.31 417.37 30.82 7.4 Low 64.5 2.1 8.4 25.0 
VLY 12.36 8.34 0.167 2.0 Very Lo w 62.2 4.6 29.7 3.5 
EWBC 10.82 8.26 1.707 20.7 Very Hig h 5.6 34.4 41.9 18.1 

U.S. Depositories, 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 Evaluatable 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 Evaluation2 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-Small 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 or 
Very Low. 
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3. Total Evaluated Lending: 

Peer Performanc e Ali Evaluatable Performance N o Ris k Loan s 
Ticker Per Cen t 

Evaluated 
Peer 
Rank 

Num-
ber 

Peers 

Peer 
Eval-
uation 

Numeric 
rel. 

Peers 

Per Cen t 
Evaluated 

Peer 
Rank 

Peer 
Eval-
uation 

Numeric 
rel. 

Peers 
WB 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". For 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,3 which is then renormalized relative to the new peer average. 

The performances are based upon the quality of the loan portfolio of originations, 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. However, 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 8th 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 

following year, 2007, many high-risk lenders were put out of business by the credit crisis. 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 available. 
Interestingly enough, WB improves when only no risk loans are analyzed. 

4. Housing and Development Lending: 

Ticker 
Volume Peer Performanc e Ai l Loan s Performance N o Ris k Loan s 

Ticker Per Cen t 
Evaluated 

Loans 

Volume 
rel. 

Peers 

Peer 
Rank 

Number 
Peers 

Eval-
uation 

Numeric 
rel.  

Peers 

Per Cen t 
Evaluated 

Loans 

Peer 
Rank 

Eval-
uation 

Numeric 
rel. 

Peers 
WB Low 75.0 3 10High 12 75 4 High 17 
VLY Very Low - 29.7 1 31 Developmnt 30 Developmnt 
EWBC Very Hig h 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 assumed 
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 renormalized 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 8th to 3rd for All Loans, because the small business-small 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". 
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5. Housing Loan Performance (Purchase and Multifamily): 

Ticker 
Dollar Volum e Peer Performanc e Al l Loan s Performance N o Ris k Loan s 

Ticker Amount 
$ 

Billions 

Per Cen t 
Evaluated 

Loans 

Volume 
Evaluated 
Re. Peer s 

Peer 
Rank 

Num-
ber 

Peers 

Eval-
uation 

Numeric 
rel. 

Peers 

Peer 
Rank 

Eval-
uation 

Numeric 
rel. 

Peers 
WB 79.199 66.6 Average - 3 10 High 12 4 High 17 
VLY 0.232 66.8 30 
EWBC 0.885 40.0 Average - 11 30 Average + 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 about 
the same at 11th of 30. 

6. Development Loan Performance and Federal CRA Ratings: 

Ticker 

6. Developmen t Loa n Performanc e 6. Federa l CR A 
Rating 

Ticker 
Dollar Volum e Peer Performanc e 

6. Federa l CR A 
Rating 

Ticker Amount 
$ 

Billion 

Per Cen t 
Eval-
Loans 

Peer 
Rank 

Num-
ber 

Peers 

Eval-
uation 

Numeric 
rel. 

Peers 

Average 
Rating 

% 
Assets 
Eval. 

WB 2.59 8.4 4 10 Average + 1 Outstanding 121.5 
VLY 0.0496 29.7 17 31 Very Lo w -69 Satisfactory 67.6 
EWBC 0.7147 41.9 2 31 Very Hig h 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 upon 
lending within the assessment areas of the depositories, 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 Busines s an d Smal l Far m Loa n Performance s 
Dollar Volum e 

Number 
Loans 

Performances Small 
Farm 

Num. % 
Total 

Per Cen t 

Evaluated 
Loans 

Volume 

Relative 
to Peer s 

Number 
Loans 

Peer 
Rank 

Num-
ber 

Peers 

Peer 
Eval-
uation 

Numeric 
Small 
Farm 

Num. % 
Total 

Per Cen t 

Evaluated 
Loans 

Volume 

Relative 
to Peer s 

Number 
Loans 

Peer 
Rank 

Num-
ber 

Peers 

Peer 
Eval-
uation 

rel. 
Peers 

rel. 
Indust. 

Small 
Farm 

Num. % 
Total 

WB 25.0 Very Hig h 40245 9 9 Very Low - -84 -78 1.2 
VLY 3.5 Very Lo w 60 4 28 High 17 -8 0 
EWBC 18.1 Low 732 28 28 Very 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 9th 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. 
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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: 

.Ticker % Eva l 
Housing 
Loans 

Num-
ber 

All Low-Moderat e Incom e Lendin g No Reporte d Rat e Sprea d .Ticker % Eva l 
Housing 
Loans 

Num-
ber Peer 

Rank 
Num 

Peers 
Eval 

uation 
Numeric 

Re. Peer s 
Numeric 
Re. Ind. 

Per Cen t 
Low-Mod 

Eval-
uation 

Numeric 
Re. Peer s 

WB 96.9 78598 3 10 High 14 13 92.3 High 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 first-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 4% 
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: 

Ticker CANICCOR Ris k All Race/Ethnicitie s Black Hispanic Ticker 
Average 

Risk 
Portfolio 

Risk 
Risk 

Class 
Num-
ber 

Performance Num-
ber 

Performance Num-
ber 

Performance 
Ticker 

Average 
Risk 

Portfolio 
Risk 

Risk 
Class 

Num-
ber Eval. Re. Ind. 

Num-
ber Eval. Re. Ind. 

Num-
ber Eval. Re. Ind. 

WB 12.77 0.84 18243 High 15 2771 Average+ 5 1974 High 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/Ethnicities", where the performance of 
WB was "High " with a numerical value relative to the industry of 15. Compare this industry 
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 slightly 
lower performances of 5 and 13, 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 HMDA, 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. Recall that the 
traditional high loan to income ratio was about 3 and the minimum reportable rate spread is 3, so 
this yields a CANICCOR Risk of 9. Thus 12.77 is not unreasonable for it would be equivalent 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% numerically 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: 

Ticker. % Eva l 
Housing 
Loans 

Volume 
Evaluation 

Estimated 
Number 

Units 

Peer Performanc e Industry 
Perfor-
mance 

Ticker. % Eva l 
Housing 
Loans 

Volume 
Evaluation 

Estimated 
Number 

Units 
Peer 
Rank 

Num 
Peers 

Eval-
uation 

Numeric 
Re. Peer s 

Industry 
Perfor-
mance 

WB 3.1 Average + 7240 7 10 Low -16 -8 
VLY 6.9 78 22 na na 
EWBC 85.9 Very Hig h 5054 6 22 Average + 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 units 
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 or more are 
discarded. Multifamily lending on large structures of 50 or more units for lower income renters 
can be double listed as multifamily as well a development lending. Thus these multifamily loans 
have already been evaluated under development lending in table section 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 incomes, the 
proxy used here is the proportion of borrowers purchasing single-family houses in the same 
census tracts that have incomes of under 120% of the metropolitan area median family income. 
While these proxies are approximate, they provide a uniform method of evaluating the various 
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 Mutual, 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 too 
few units (78) to permit an evaluation. 
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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 loans all 
lenders made, i.e. the industry. This social performance in the metropolitan area is equivalent to 
the percentage of loans by the lender to a given sector, e.g. low-moderate income borrowers, 
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 footnote.4 

Peer Performance: 

There is no clear-cut way to create a peer performance from the industry 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 loans 
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 loan type to 
yield the average industry performance of the peers, and this average is subtracted from each 
peer corporation's industry performance to yield its peer performance5 

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 arbitrary 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 financial reports for the 4th quarter of the year. 

The peer groups need to be of sufficient size that one or two corporations do not dominate the 
group. The average peer performances of the lending in each area, but especially housing 
lending, should vary uniformly without abrupt changes between successive peer groups. 
However, this latter condition cannot always be maintained. These variations of the average 
peer performances on purchase loans for owner occupancy between peer groups can in part be 
explained as follows: 

• Most of the largest national lenders lend significant volumes outside of their banking areas 
(assessment areas), where they have less local information because they have no branch 

4 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 loans to the 
sector of concern. This method is used so that these numbers of lender's loans to the sector and scaled industry 
loans to that sector can be summed to the corporate level for a corporate level performance. 
5 In computing the peer average for a group, if the performance of an individual lender is outside the range of ±40% 
of the industry average, the performance of that lender was set at the corresponding range limit in order to avoid the 
distortion of a few lenders with either very high or very low performances. 
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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 industry, 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 homebuilders, 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-small 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 portfolios. 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 since they 
are supposedly focused upon low-moderate income areas and people. 

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

John E. Lind, Ph.D.1 

CANICCOR2 
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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 data 
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 loans are reported for each county/assessment area as 
grouped by census tract income category rather than by census tract. Since different lenders may 
divide a given county differently between assessment and non-assessment areas, a tract level 
distribution is 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: 

1. 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&I 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 loans. 

1 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 earlier 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 concern. They are: 

1. 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 only. 
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. 
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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 a limit 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 loans 
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: 

1. 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 I shows the percentages 
of loans to small businesses above various size limits for three diverse major credit card 
companies. 

American Expres s 
Centurion Ban k 

Chase Manhatta n Ban k 
USA, N A 

MBNA Americ a 
(Delaware), N.A . 

Total Loan s 173,663 42,614 421,661 
Loan Siz e Limi t % o f Loans at or above 

the Size Limi t 
% o f Loans at or above 

the Size Limi t 
% o f Loans at or abov e 

the Size Limi t 

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 such 
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. 
Further 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 EL 

Table II . Numbers o f Busines s Loan s an d their Averag e Size s Reporte d i n 2004 3 

Compared to their Numbers an d Sizes afte r Removing Very Smal l Loans o f Credit Card Size 
and to the Number s and Average Size s o f the Very Smal l Loans that were Removed. . 

using the Very Smal l Loan Size Limi t of less than $13,00 0 

Lending 
Area 

All Loan s All Loans Les s Loan s 
of less than $13,00 0 

Only Loan s 
of less than $$13,00 0 Lending 

Area Number Average 
Size $"000" 

Number Average 
Size $"000 " 

Number Average 
Size $"000" 

All Smal l Busines s Loan s 
Assessment 2,177,121 102.2 2,132,745 104.2 44,376 8.0 
Non-Assessment 5,593,619 12.1 430,915 91.4 5,162,704 5.4 

Loans t o Smal l Businesse s 
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: 
1. Loans without census tract categories but with assessment area designations amounted to 262,081 loans in 

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 an 
additional 591 loans without assessment area designations. Only 17,663 of all these loans were in the tract 
category as MFI not known; the rest were specified as tract not known. 

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 database. 

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 FFIEC 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 (FFIEC 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 a loan. Each tract has a notation 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 income 
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 concern 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 III 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 loans 
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. 

Lending 
Area 

Loans to Smal l Busines s 
Averaging $100,000 an d Les s 

with Loans o f Less than $13,000 Remove d 

Loans to All Business Averagin g 
$100,000 o r less with Loans o f 
Less than $13,000 Remove d 

Lending 
Area 

Number Average 
Size $"000 " 

*Sensitivity" to 
$100,000 Limi t 

Number Average 
Size $"000 " 

Assessment 1,030,020 48.7 5.3% 1,658,628 32.2 
Non-Assessment 188,363 36.7 2.2% 303,952 34.2 

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 lender'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. 
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Table III . Loan s to Smal l Businesse s 
with Loan s o f greater than $100,000 and less than $13,000 Removed , i.e . Clean Loan s 

Compared to All Smal l Business Loan s o f $100,000 less than $13,000 Removed . 

*Sensitivity is define d a s th e numbe r o f loan s wit h averag e loa n amount s o f greate r tha n $100,00 0 an d 
less tha n $110,000 , expresse d a s a  percen t o f loan s o f $100,00 0 an d less , exclusiv e o f loan s unde r 
$13,000. Th e sensitivity shows the declin e in the distribution a t $100,000. I f this percentage i s high, then 
the separation a t $100,000 become s les s precise . 



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 different types of lenders are shown 
below. They represent: 

1. 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 both the local businesses 
and the local economic conditions. This information is usually obtained by a local bank branch. 
The assumptions that these loans are mostly C&I loans is strengthened because the sensitivity is 
only 1.3%. That is, the number of loans within $10,000 of the cutoff is equivalent to only 1.3% 
of the number of these loans below the limit. Thus most of the loan amounts are well below this 
limit. Since the industry as a whole has over twice that sensitivity, the robustness performance is 
122% above the industry for the areas in which this bank's lending occurred. There were only 
83 loans that averaged less than $13,000, so this lender was not in the business of providing very 
small loans. 

Assessment 
Areas 

Basis* 
Loans o f 
≤$1 million 
≥$13,00 0 

Loans t o Smal l Businesse s Loans to All Businesse s 
Assessment 

Areas 

Basis* 
Loans o f 
≤$1 million 
≥$13,00 0 

Number 
Perf. 
rel. 

Indust. 

Sensi-
tivity 

% 

Robust-
ness 

% 

Average 
Loan 

$"000" 
Number 

Perf. 
rel. 

Indust, 

Average 
Loan 

$"000" 
AA 78076 25542 23 1.3 122 44.1 35830 0 43.3 

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. 
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Table IV . A  Larg e Commercia l Ban k 
Comparison o f Small Loan s to Loan s to Smal l Busines s ( < $100,000 to > $13,000 ) 

to those Loan s to All Businesse s i n 2004 
Loan Performances , Sensitivities , etc . ar e on loan s i n low-moderate an d middl e incom e tract s 

*Basis i s al l loans o f $13,000 an d u p to and includin g $ 1 millio n o f the lende r that the industr y portfoli o i s 
scaled to for the performanc e analysi s o f the smal l loan s to smal l businesses . 

46.8-10122743.533.3-67992328NA



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). 

Assessment 
Areas 

Basis* 
Loans o f 

≤$1 millio n 
≥$13,00 0 

≤$100,000 to ≥$13,00 0 ≤$1 million to ≥$ 13,000 
Assessment 

Areas 

Basis* 
Loans o f 

≤$1 millio n 
≥$13,00 0 

Number 
Perf. 
rel. 

Indust. 

Sensi-
tivity 

% 

Robust-
ness 

% 

Average 
Loan 

$"000" 
Number 

Perf. 
rel. 

Indust, 

Average 
Loan 

$"000" 

AA 1143 150 -60 43 -78 55.3 585 - 1 8 142.6 

A useful comparison for this institution is to compare the performances on these small loans to 
small businesses to the perfonnances 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 industry. 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. 
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Table V. A Savings Institutio n (S&L ) 
Comparison o f Small Loans to Loans to Smal l Busines s ( < $100,0 to > $13,000) 

to all Loans to Smal l Businesse s i n 2004 
Loan Performances , Sensitivities , etc . are on loans i n low-moderate an d middl e incom e tract s 

*Basis i s al l loans o f $13,000 an d up to and including $ 1 million of the lender tha t the industry portfoli o is 
scaled to for the performance analysi s o f the smal l loans to smal l businesses . 

NA 42 9 NA 1  -44 34.  16 NA 246.0



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. 

Assessment 
Areas 

Basis 
Loans o f 
less tha n 
$13,000 

Loans t o Smal l Businesse s Loans to All Businesse s 
Assessment 

Areas 

Basis 
Loans o f 
less tha n 
$13,000 

Number 
Perf. 
rel. 

Indust. 

Sensi-
tivity 

% 

Robust-
ness 

% 

Average 
Loan 

$"000" 
Number 

Perf. 
rel. 

Indust, 

Average 
Loan 

$"000" 
AA 2760 253 61 4.72 502 - 8 6.24 
NA 803430 74821 101 5.15 162529 6 5.46 

*Basis i s all loans o f $13,000 an d u p to and includin g 5 
scaled t o for the performanc e analysi s o f the smal l 

>1 million o f the lende r tha t the industr y portfoli o i s 
oans to smal l businesses . 

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 owners could 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 done with these 
very small loans. 
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Table VI. A Credi t Card Ban k 
Comparison of Very Small Loans to Small Business {Less than $13,000) 

to those Loan s to All Businesse s i n 200 4 
Loan Performance s an d averag e loa n amount s ar e on loan s i n low-moderat e incom e tract s onl y 

"basis i s all loans o t J,uu u an d u p to and includin g 5 1 millio n o f the lende r tha t the industr y portfoli o i s 
scaled to  fo r the performanc e analysi s o f the smal l loan s to smal l businesses . 



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 loans 
nor of real estate loans. Therefore, these small loans need 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 loan amounts requires nearly as 
much processing as the one using loan numbers 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 cutoffs between $10,000 and $15,000. 

Table A1 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 a factor of two. 

Loans o f $100,000 an d Les s 
without Loan s o f under $10,00 0 

Very Smal l Loan s o f 
under $10,00 0 

Number* Average 
Size $"000 " 

Number Average 
Size $"000 " 

Assessment Area s 
Small Busines s Loan s 1,659,910 48.4 26.251 5.7 
Loans to Smal l Businesse s 1,035,871 48.5 10,016 6.4 

Non-Assessment Area s 
Small Busines s Loan s 714,245 21.1 4,799,660 5.0 
Loans to Smal l Businesse s 272,164 28.7 1,259,096 5.4 
*For thes e loans , the uppe r cu t of f of $100,000 i s 
for the loan s to smal l businesses . Pleas e see the 

exact fo r the smal l busines s loan s bu t onl y approximat e 
discussion o f this cu t of f 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. 

Loans o f $100,000 an d Les s 
without Loan s o f under $10,00 0 

Very Smal l Loan s o f 
under $10,00 0 

Number* Average 
Size $"000 " 

Number Average 
Size $"000 " 

Assessment Area s 
Small Busines s Loan s 1,641,785 32.1 44,376 8.0 
Loans to Smal l Businesse s 1,030,020 48.7 15,867 8.1 

Non-Assessment Area s 
Small Busines s Loan s 351,201 31.4 5,162,704 5.4 
Loans t o Smal l Businesse s 188,363 36.7 1,342.897 5.7 
*For these loans , th e uppe r cu t of f o f $100,000 i s exac t fo r the smal l busines s loan s bu t onl y approximat e 
for the loan s to smal l businesses . Pleas e see the discussion o f this cu t of f for details . 
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Table A1 . Effect s o f Separating Loan s o f Less than $10,00 0 i n Average Loa n Amoun t 
from th e Smal l Busines s Loa n Databas e 

Table A2. Effect s o f Separating Loan s o f Less tha n $13,00 0 i n Average Loa n Amoun t 
from the Smal l Busines s Loa n Databas e 



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 limit 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 loans to all businesses and loans to small 
businesses. Since many of these very small loans are supplied by credit card companies that lend 
in all areas, these average loan values should not diverge too greatly. 

Loans o f $100,000 an d Les s 
without Loan s o f under $10,00 0 

Very Smal l Loan s o f 
under $10,00 0 

Number* Average 
Size $"000 " 

Number Average 
Size $"000" 

Assessment Area s 
Small Business Loan s 1,628,628 32.2 57,533 9.4 
Loans to Smal l Businesse s 1,022,547 48.9 23,430 10.1 

Non-Assessment Area s 
Small Business Loan s 303.34.2 34.2 5,209,953 5.5 
Loans to Smal l Businesse s 173,844 37.7 1,351,416 5.8 
*For these loans , the uppe r cu t of f of $100,000 i s exact fo r the smal l busines s loan s bu t only approximat e 
for the loan s to small businesses. Pleas e see the discussion o f this cu t of f for details . 

Thus the best cutoff is probably at about $13,000. However, there is another approximate 
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 because of numbers of loans to small businesses is 
a subset of the all loans to small businesses. Table A4 shows the limit at which this rule is 
violated for each of the years 2002 through 2004. 

Limit o f 
Average Loa n Amount o f 

Loans to Smal l 
Businesses 

2004 2003 2002 Limit o f 
Average Loa n Amount o f 

Loans to Smal l 
Businesses 

Records 
Number 

Excess Loan s 
to Smal l 

Businesses 

Records 
Number 

Excess Loan s 
to Smal l 

Businesses 

Records 
Number 

Excess Loan s 
to Smal l 

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 adequate choice. 
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Table A3. Effect s of Separating Loan s o f Less than $15,00 0 i n Average Loa n Amoun t 
from the Smal l Business Loa n Databas e 

Table A4. The number o f records an d the number o f loans to smal l business i n 
excess o f the number o f loans to al l businesses below the give n limi t 

of the average loa n amount for loans to small businesse s 
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