From: Sarah Bedy
Subject: CRA Regulations Hearings

Comments:

Dear Sir/Madam:
RE: CRA Regulation Hearings

Thank you for convening hearings on the Community Reinvestment Act (CRA). |
urge you to issue regulatory rules to strengthen CRA. Congress needs to apply
CRA BROADLY throughout the financial industry in order to maximize safe lending
and investment in communities.

CRA promotes care and sustainability in lending. The law would have been a
preventative cure to the foreclosure crisis had it covered mortgage lenders.

Research conducted by Federal Reserve economists documents that home loans made
by banks in their CRA assessment areas are about half as likely to end up in
foreclosure as loans issued by independent mortgage companies.

Although CRA has been instrumental in boosting lending and investing, neglect
of certain parts of the regulation has meant that CRA has not realized its full
potential. In particular, | believe that regulatory rulemaking should address

the following areas:

Assessment Areas

As currently defined by the CRA regulation, assessment areas, the geographical
locations covered by CRA exams, generally consist of metropolitan areas or
counties that contain bank branches. However, while some banks still issue
loans predominantly through branches, others make the majority of their loans
through brokers and other non-branch means.

As a result of the current definition of assessment areas, the share of all

home purchase loans made by banks operating in their CRA assessment areas has
dropped to about 25 percent. Narrow assessment areas facilitate problematic
lending practices that are not scrutinized on CRA exams.

The Office of Thrift Supervision (OTS) is the one agency that went beyond
official assessment areas on CRA exams for non-traditional thrifts, but these
exams still examined only a minority of the thrifts' loans. We ask the
agencies to significantly improve upon the OTS' precedent and meaningfully
include the great majority of bank and thrift loans on CRA exams.

Mandatory Inclusion of Mortgage Company Affiliates on CRA Exams

Under CRA, banks have the option of including their non-depository affiliates,
such as mortgage companies, on CRA exams. Banks are tempted to include
affiliates on CRA exams if the affiliates perform admirably, but will opt
against inclusion if the affiliates are engaged in risky lending or
discriminatory policies. We believe the agencies have the authority to include
all non-depository affiliate lending on CRA exams to ensure that the lending
affirmatively responds to credit needs in a safe and sound manner.

Include Bank Lending and Service to Minorities on CRA Exams



Given the evidence of lending disparities by race, we believe that CRA exams
must explicitly examine lending and services to minority borrowers and
communities. Before the 1995 changes to the CRA regulation, CRA exams
considered lending to minorities as an assessment factor, suggesting the
agencies thought they had the authority to consider lending to minorities on
CRA exams.

CRA Enforcement Mechanisms

Mergers have traditionally been a major means of CRA enforcement but the
frequency of mergers are likely to continue decline over the next several
years. Consequently, additional enforcement mechanisms are needed.

For instance, banks could be required to submit CRA improvement plans, subject
to public comment, when they receive either a low rating overall or in any
assessment area. CRA exams and merger approval orders could include an
"expectations section" that either mandates or recommends (depending on the
extent of the deficiency) improvements to specific aspects of CRA performance
such as a particular type of lending or investment.

The agencies must also boost the rigor of the fair lending reviews that probe
for evidence of illegal and discriminatory lending.

Some commentators will favor "incentives" to coax institutions into improved

CRA performance. We would be supportive of exploring programmatic methods to
increase tax credits under the Low Income Housing Tax Credits or New Markets
Tax Credit for institutions receiving Outstanding ratings. But we are opposed

to exemptions from CRA review on merger applications or decreasing the
frequency of CRA exams for institutions with Outstanding ratings. CRA
performance is likely to decline when institutions receive less frequent exams

and public scrutiny.

Conclusion
The severity of the foreclosure crisis would have been substantially lessened
if the entire financial industry had an obligation to serve all communities

consistent with safety and soundness.

Sincerely,

Sarah Bedy



