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Consumer and Community Affairs

In 1996 the Board moved to administertechniques to test large institutions for
major changes under revised intercompliance.
agency regulations to carry out the Com- Acting on behalf of the Federal
munity Reinvestment Act (CRA). On Financial Institutions Examination
January 1, small banks became subje€ouncil and HUD, the Board met statu-
to examination under the new rulestory deadlines with the early release of
large banks began data collection and ilome Mortgage Disclosure Act state-
some instances began developing strateaents for individual lenders and aggre-
gic plans as the measure of their CRAgate reports for metropolitan areas.
performance. The new rules, issued ifrrom the data, the Board noted a marked
1995, emphasize performance in lendincrease in lending to minority and low-
ing, service, and investment and willincome homebuyers, although denial
help promote consistency in assessmentates continued to show disparities
and reduce compliance burdens foamong racial and ethnic groups.
many banks. Subsequent to multiyear reviews of
The Board acted on a large number oRegulation M (Consumer Leasing) and
bank and bank holding company appli-Regulation E (Electronic Fund Trans-
cations that involved CRA protests,fers), the Board completed rulemakings
adverse CRA ratings, and issues of faithat better match its consumer regula-
lending and noncompliance with con-tions to industry developments. In other
sumer regulations. Several applicationsulewriting, the Board published two
involved major bank mergers that elic-proposals, one governing “self tests”
ited strong support and opposition fromthat lenders may conduct under Regula-
members of the public, and all weretion B (Equal Credit Opportunity) to
protested on CRA grounds. The Boardletermine their compliance with fair
approved them after extensive analysesgnding laws and another raising the
finding in each case that convenienc¢hreshold for the coverage of small insti-
and needs factors were consistent witkutions under Regulation C (Home
approval. Mortgage Disclosures) based on asset
In the fair lending area, the Boardsize; the two proposals implement
referred discrimination cases regardinggmendments to the Equal Credit Oppor-
state member banks to the Departmerttinity Act and Home Mortgage Disclo-
of Justice and also forwarded the resultsure Act respectively.
of a major investigation into a mortgage These matters are discussed below,
lender’s overage-pricing practices. Thelong with other actions by the Board in
Board referred other cases, which raisethe areas of community affairs and con-
claims of alleged mortgage discrimina-sumer protection.
tion, to the Department of Housing and
Urban Development (HUD) for investi-
gation. The Board continued to improveCRA Reform
the System’s examination process foburing 1996 the Board began its imple-
fair lending, using enhanced statisticamentation of a revised regulation under
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the Community Reinvestment Act,in conjunction with the other federal
working closely with the three other supervisory agencies, issued a document
financial supervisory agencies that havéhat addresses many of the questions
CRA responsibilities (the Federal De-more frequently encountered under the
posit Insurance Corporation, the Officenew regulation. The agencies anticipate
of the Comptroller of the Currency, andadding to this document over time as
the Office of Thrift Supervision). The new questions arise and are addressed.
revised regulation provides more direct
guidance to banks and thrift institutions
on the nature and extent of their CRAEajr Lending
responsibilities and the means by which
those obligations will be assessed antnder the Equal Credit Opportunity Act
enforced. It creates a more quantitativdECOA), the Board is required to refer
system for assessing CRA performance the Department of Justice violations
that includes reviewing data on the instithat it has reason to believe constitute a
tution’s lending, service, and investment'pattern or practice” of discrimination.
activities; requires larger institutions toThe Board made five referrals during
collect additional data for loans to small1996, three related to race discrimina-
businesses and small farms; and allowon and the others to marital status vio-
alternative bases of evaluation for cerfations. Two of the cases involving
tain institutions to minimize the regula-alleged race discrimination were under
tory burden. active investigation by the Department
During 1996 the agencies begarof Justice at the close of 1996. After
using new examination procedures dereview, the three remaining matters
signed to make the examinations fowere returned for enforcement by the
small institutions less intrusive and moreBoard.
focused on performance. In addition, a Also in 1996, the Department of Jus-
small number of banks elected to beice reached a court-approved settlement
examined under the revised regulation’sagreement with a lender on a matter
lending, investment, and service tests. referred by the Board in late 1995. The
The Board approved a strategic plaBoard had forwarded information from
submitted by a state member bank foa major investigation of loan pricing
defining its program for addressing CRAinvolving “overages” that were alleg-
responsibilities, as provided by the regedly discriminatory. In the settlement,
ulation. Further, three banks werewhich was based on evidence developed
granted designation as wholesale instiby the Board and a Reserve Bank, the
tutions under the revised regulation andender agreed to steps that included pay-
two were designated as limited-purposéng $3.8 million to minority customers
institutions. identified by the Department of Justice
Some measures taken by the Federak having been overcharged on a dis-
Reserve will assist in implementing thecriminatory basis.
new CRA rules. A software program The ECOA also requires the referral
was developed that assists examinersf certain types of violations of the act,
in choosing a statistically reliable sam-other than “pattern and practice,” to
ple of loans for review; another programHUD. The three cases of that type
prepares summaries of demographic aneferred during 1996 involved alleged
economic information for use in CRA discrimination on the basis of race,
examinations. In addition the Board,national origin, and gender. At year-end,
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all three were pending final resolutionabsence of discrimination. Nonetheless,
by HUD. access to loan application files and re-
The Board continued the refinementated information enables examiners to
of its specialized fair lending school dur-augment the data in making determina-
ing 1996. The two-week school com-tions regarding unlawful discrimination.
prises an extensive range of both con- In addition, since 1994 the Federal
ceptual and practical topics. Subject®Reserve has used a two-stage statistical
include a historical perspective on theanalysis system to aid in the fair-lending
development of fair lending law; currentexamination of large-volume mortgage
legal theories of lender liability; and anlenders. In the first stage of the analysis,
introduction to fair lending examination examiners use HMDA data recorded by
techniques, including off-site preparathe institution on its loan-application
tion, detection techniques for variousregister to help determine whether race
loan products, and methodologies foappears to be a significant factor in a
analyzing examination findings. Classank’s lending decisions. The Board
work includes lectures, analysis of cassubstantially enhanced the first-stage
histories, and role-playing. During 1996,system during 1996. Instead of basing
eighty students attended the fair lendinghe initial assessment of racial dispari-
school and received more than seventijes on a random sample of white and
hours of training. An extensive revisionminority applications, the first-stage
of this school, begun late in 1996 on theprogram now uses a sample of white
basis of proposals from instructors ancind minority applicants that have been
students to make it more interactive, isnatched on the basis of characteristics
due for completion in 1997. (such as income, loan amount, and prop-
In evaluating compliance with fair erty location) that are available from the
lending laws, bank examiners assesdMDA data.
decisions in relation to the underwriting When the first-stage analysis indi-
standards of the lending institution.cates a statistically significant difference
They sample approved and denied applin the results for white applicants com-
cations and check whether the institupared with those for minority applicants,
tion, in applying its lending criteria, has examiners will generally proceed to the
implemented standards consistently andecond stage of the analysis. In the sec-
fairly and whether any differential treat-ond stage, examiners draw extensive
ment warrants further investigation.additional information from the bank’s
Examiners also review underwritingloan application files. The augmented
standards used by the institution in ordeinformation allows for a more sophisti-
to identify standards that may raisecated matched-pair statistical analysis
concerns in the context of fair lendingthat identifies specific loan files for
enforcement. examiners to review and discuss with
To facilitate fair lending reviews, management during their on-site fair
examiners often use data collected ankknding evaluation.
reported under the Home Mortgage Dis-
closure Act (HMDA). The HMDA data -
do not include the wide range of finan-Hel\l/lttZﬁ]sData and Lending
cial and property-related factors tha
lenders consider in evaluating loanThe Home Mortgage Disclosure Act
applications, and therefore these dateequires covered mortgage lenders in
alone cannot determine the presence anetropolitan areas to disclose data
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regarding mortgages for home purchasehese disclosure statements public, and
home improvement, and home refinancin August, aggregate reports that contain
ing. In 1996, depository institutions data for all lenders in a given metropoli-
and mortgage companies generally wertan statistical area (MSA) became avail-
covered if they were located in metro-able in printed form at a central deposi-
politan areas and had assets of mor®ry in each of the nation’s 330 MSAs.
than $10 million. Independent mortgagerhe FFIEC also makes the information
companies were covered, regardless @vailable on microfiche, magnetic tape
their asset size, if they originated 100 o(reel and cartridge), PC diskette, and
more home purchase loans in the pre€D-ROM.
ceding calendar year. In 1996, 9,539 Lending institutions tend to specialize
lenders, consisting of 868 independenin different types of home loans. In
mortgage companies and 8,671 othet995, depository institutions continued
mortgage lenders, reported data for cako be the predominant source of home
endar year 1995. improvement and multifamily loans.
Under HMDA, covered lenders sub-Mortgage companies accounted for
mit geographic information about theabout 52 percent of the conventional
property related to a loan transactionhome purchase loans reported and about
the disposition of loan applications, and80 percent of the government-backed
in most cases, the race or national orihome purchase loans.
gin, income, and sex of applicants and Mortgage originators and institutions
borrowers. The Board processes the data the secondary market for mortgages,
and prepares disclosure statements such as Fannie Mae (the Federal
behalf of HUD and member agencies oNational Mortgage Association) and
the Federal Financial InstitutionsFreddie Mac (the Federal Home Loan
Examination Council (FFIEG. Mortgage Corporation) offer a variety of
In 1996 the Board prepared roughlyhome loan programs to benefit lower-
36,600 disclosure statements. The 199icome and minority households and
data contained 11.2 million reportedneighborhoods. These programs may
loans and applications, an 8 percenaccount for a continued increase in loans
decrease from 1994 that is largely attribto these homebuyers. From 1993 to
utable to a decline in refinancing activ-1995 the number of conventional home
ity.2 In July, individual institutions made purchase loans extended to lower-
- income borrowers increased 21 percent,
1. In September 1996 the Congress amendedompared with a 10 percent increase for

HMDA to raise the asset threshold for depositoryhigher_income homebuyers over the
institutions according to changes in the consumeéame period

price index for urban wage and clerical workers . . .
since 1975. Beginning in January 1997, a deposi- Leénding to minority homebuyers has
tory institution will be subject to HMDA if its also increased markedly. From 1993 to
assets were greater than $28 million at year-end 995 the number of loans to black appli-

1996. The asset-size measure that determln_es tEPantS increased 70 percent, to Hispanic
coverage for independent mortgage companies 1S

unchanged. applicants 48 percent, and to Asian

2. The member agencies are the Board, th@pplicants 24 percent. The increase for
FDIC, the National Credit Union Administration, white applicants was 12 percent over the
the OCC, and the OTS. same period.

3. A summary of the 1995 HMDA data appears .
in a series of special tables included in frederal The 1995 data continue to show rates

Reserve Bulletin,vol. 8 (September 1996), Of Cred_it denial that are higher for black
pp. A68—AT5. and Hispanic loan applicants than for
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Asian and white applicants even withinborrowers and loan applicants. For
the same income brackets. In 1995 thioans sold, lenders also identify pur-
denial rates for conventional home purchasers by type of entity. These
chase loans overall were 41 percent foexpanded data provide opportunities
black applicants, 30 percent for His-to assess the relative performance of
panic applicants, 13 percent for Asiarmortgage lending institutions in serving
applicants, and 21 percent for whitethe credit needs of lower-income and
applicants. These rates were all somaninority homebuyers.

what higher than in 1994. For neighbor- In its oversight of housing activities

hoods, the data also show that the rate dify government-sponsored entities, HUD
loan denial generally increased with aruses the expanded HMDA data to
increase in the proportion of minority help assess the efforts of Fannie Mae
residents. and Freddie Mac in attaining goals

The data collected under HMDA dofor supporting mortgages for low- and
not include the wide range of financialmoderate-income families and for prop-
and property-related factors that lendersrties in targeted communities. HUD
consider in evaluating loan applicantsalso makes extensive use of the HMDA
Consequently, the data alone do notlata as one component of its fair lending
provide an adequate basis for determinreviews. The data assist in the handling
ing whether a lender is discriminatingof loan applicants’ and borrowers’ alle-
unlawfully. But because the data can bgations of lending discrimination filed
supplemented by other informationwith HUD, the Department of Justice, or
available to the agencies, they are astate and local agencies; the data also
important tool for enforcement of fair assist in the agencies’ targeting of lend-
lending laws. ers for investigation.

The important uses of the HMDA
data make their accuracy critically. .
important. The FFIEC’s processing soft—Pm/ate Mortgage Insurance
ware is programmed to identify errors inThe FFIEC also compiles HMDA-like
the data submitted by lenders for cordata pertaining to applications for pri-
rection before disclosure statements andate mortgage insurance (PMI) on
reports for specific MSAs are preparedbehalf of the nation’s eight active PMI
Since lenders first began submittingcompanies. PMI typically is required by
their HMDA data in case-by-caselenders when they extend conventional
(single-record) form rather than aggre-mortgages with small down payments.
gated by census tract, the quality has Working through their national trade
improved considerably. The proportionassociation, the Mortgage Insurance
of 1995 loan records containing detecte€Companies of America, the PMI compa-
errors was less than 0.5 percent, downies voluntarily submit their data to
from about 4.4 percent in 1991 (the firsthe FFIEC, which prepares company-
year in which data were reported on a
case-by-case basis). 4. See, for example, the discussion of which

institutions bear the credit risk of mortgages

extended to lower-income and minority homebuy-
Other Uses of HMDA Data ers in Glenn B. Canner, Wayne Passmore, and

. Brian J. Surette, “Distribution of Credit Risk
Since 1990 the HMDA data reportedAmong Providers of Mortgages to Lower-Income

by lenders have included informationand minority Homebuyers Federal Reserve Bul-
about the race, sex, and income oktin,vol. 82 (December 1996), pp. 1077-1102.
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specific disclosure statements for eaclending process and then develop find-
of the firms and aggregate reports foings and action plans.
each metropolitan area. These reports During 1996 the Community Affairs
are available for public review at theprograms sponsored or cosponsored
central depositories where HMDA datamore than 200 conferences, seminars
are available. Like the HMDA data, thisand informational meetings on com-
information is also available from the munity development, reinvestment, and
FFIEC in other formats, including datafair lending topics. The programs were
tape, CD-ROM, and PC diskette. attended by about 10,800 bankers, ex-
aminers, and representatives of small
businesses and community and con-
sumer groups. In addition, staff mem-
The Federal Reserve System’s Commubers of the Community Affairs programs
nity Affairs programs identify commu- at the Board and the Reserve Banks
nity development and reinvestmentmade more than 260 presentations at
needs along with fair lending issues; anadonferences, seminars, and meetings
they develop educational, informational sponsored by banking, governmental,
and technical assistance programs tbusiness, and community organizations.
facilitate constructive responses by The Reserve Banks’ Community
banks and their communities. DuringAffairs programs helped design and con-
1996 the System’'s Community Affairsduct a wide variety of conferences and
programs continued to expand andraining programs for bankers and com-
enhance products and services to helmunity representatives that focused on
banks and community representativethe revised regulations implementing the
assess needs and implement fair lendZommunity Reinvestment Act. They
ing, community development, and rein-also participated in Federal Reserve and
vestment programs. interagency training for examiners who
Six Reserve Banks engaged in majoconduct CRA assessments of financial
efforts to help identify and address barridinstitutions.
ers to equal access to credit for home- The Reserve Banks of Boston, Phila-
buyers. The Boston, New York, Cleve-delphia, Richmond, Atlanta, Chicago,
land, Atlanta, St. Louis, and ChicagoDallas, Kansas City, Minneapolis, and
Banks each identified key participants inSan Francisco held a variety of confer-
the homebuying process in their Dis-ences and workshops on aspects of com-
tricts and brought them together withmunity development finance.
community representatives to discuss Several Reserve Banks developed
problems affecting minority and lower- programs focused on the development
income homebuyers and forge collaboef small and minority businesses. The
rative solutions. These community-Boston Reserve Bank sponsored a con-
targeted programs are based on an effoférence for Maine bankers, nonprofit
pioneered by the Cleveland Reservéenders, and public officials regarding
Bank in its home city. The program gen-microenterprise lending and other
erally includes the formation of taskresources available to help the financing
groups that focus on key aspects of thef Maine's small and start-up busi-
nesses. In addition the Boston Bank

5. For an analysis of the 1995 private mortgagé’vorked with Maine bankers to help

insurance data, see appendix A of Canner, Pasg-e\(e|0p the new Maine Communi'ty
more, and Surette, “Distribution of Credit Risk.” Reinvestment Corporation, a statewide

Community Development
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multibank lending consortium for scribes conditions in, and possibilities
affordable housing; and the Dallasfor assistance to, low-income, unincor-
Reserve Bank sponsored several semporated subdivisions that have sprung
nars for small-business owners. Thelp along the Texas—Mexico border. To
San Francisco Reserve Bank held a corassist bankers and others, the Dallas
ference to foster closer working relation-Reserve Bank also developed and pub-
ships among bankers, small businesseléshed Banking on Partnerships: A
and organizations providing technicalDigest of Community-Based Organiza-
assistance to small firms. tions in Houston,which profiles the
A conference at the Kansas Citystructure and activities of community
Reserve Bank targeted public policydevelopment organizations in the Hous-
issues affecting rural capital marketsfon area.
and the New York Reserve Bank con- The Minneapolis Reserve Bank pro-
vened a conference on delivering capitafluced and distributed a new educational
resources for economic developmentideo,Lending in Indian Countrywhich
in non-urban areas. The San Franciscfiocuses on the challenges and unique
Reserve Bank sponsored a conferenagpportunities in financing business and
on electronic banking that focused orreal estate development on reservations.
how technological changes affect theThe Minneapolis Reserve Bank also
relationship between consumers anglayed a leadership role in an effort to
their financial institutions. bring together tribal and business lead-
In response to a rising number ofers to explore economic development
requests for assistance and informatiomitiatives for the economically dis-
on community development investmentéressed Pine Ridge Reservation, in
by financial institutions, the Community South Dakota.
Affairs programs developed or expanded The Federal Reserve Bank of Kansas
a variety of publications and other infor-City developed and publishe®oing
mational resources. The Board signifithe Undoable Deals: A Resource Guide
cantly expanded its annual compendiunto Financing Housing and Economic
entitledDirectory: Community Develop- Development.The guide describes a
ment Investmentby adding discussions variety of financial and management
of investments by state member bankassistance programs available to com-
to those about investments made bynunity development projects.
bank holding companies. The directory All twelve Federal Reserve Banks
now covers more than 150 existing comeontinued to expand and enhance their
munity development corporations andCommunity Affairs newsletters. These
investments. The Board’s Communitypublications typically feature infor-
Affairs program also assisted other divi-mation on community development
sions at the Board in addressing commuending and investment programs and
nity development policy issues. related CRA, HMDA, and fair lend-
Other informational products distrib-ing policies and issues. During 1996,
uted by the System’s CommunityReserve Bank Community Affairs news-
Affairs programs covered a broad arrayetters reached more than 74,000 repre-
of topics. The Dallas Reserve Bank pubsentatives of financial institutions, com-
lished Texas Colonias: A Thumbnail munity organizations, local government
Sketch of the Conditions, Issues, Chalagencies, and others interested in bank
lenges and OpportunitiesThe report, involvementin community development
which received national recognition, de-and reinvestment efforts.
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During 1996 the Banks’ Community and provided other briefings and educa-
Affairs staffs held more than 1,400tional training programs for examiners.
meetings with bankers, governmeniThe Community Affairs programs at the
officials, and business and communityAtlanta, Richmond, and Kansas City
representatives to discuss communitReserve Banks helped develop and
development, community reinvestmentimplement an interagency training pro-
and related programs being undertakegram on community development for
by bankers and their communities. Theexaminers located in the Southeast.
Richmond Reserve Bank issued commu- In 1996 the capacity and efficiency of
nity profiles highlighting community the computerized Community Lending
needs and development organizationdnalysis System (CLAS) was increased
and resources in the areas of Richin response to examiner feedback. The
mond; Columbia, South Carolina; andsystem gives examiners detailed eco-
Hagerstown, Maryland. The Philadel-nomic and demographic information on
phia Reserve Bank published a proa bank’s community and helps increase
file on Williamsport, Pennsylvania. And consistency in the development of CRA
the St. Louis Reserve Bank issuedissessments and ratings. In addition, the
metropolitan-area profiles for Owensfederal banking agencies coordinated
boro, Kentucky; Fayetteville-Springdale-with each other in reviewing examiner
Rogers, Arkansas; and Springfieldexperience with CLAS and developed
Missouri. a consensus on which data elements

To supplement its outreach activitiesand report formats were most useful to
the Boston Reserve Bank formed axaminers.

Community Development Advisory
Council, composed of lenders and repreg,
sentatives of public and nonprofit agen-
cies who are knowledgeable about houdn December, the Board solicited com-
ing and economic development issuesnent regarding issues that the Board
The council will meet three times eachwill address in a study concerning the
year with the Reserve Bank Presidenpublic availability and use of sensitive
and staff members of the Communityidentifying information about consum-
Affairs program to discuss regionalers. The study is required by the Eco-
community development and reinvestnomic Growth and Regulatory Paper-
ment issues. The Atlanta Reserve Banwork Reduction Act of 1996, which sets
developed an extensive database @ March 1997 deadline for reporting to
community contacts; and all of the fed-the Congress. Other regulatory actions
eral banking regulators are consideringaken during the year, some of them also
adoption of its database structure. required by the 1996 act, are discussed

Another significant part of Board below.
and Reserve Bank Community Affairs
activities is assisting the Federal Re equlation B
serve’s bank supervisory units regardin gula - .

CRA and fair lending. The Board’s Equal Credit Opportunity)

Community Affairs program helped In December the Board published pro-
conduct consumer compliance and faiposed revisions to Regulation B to carry
lending schools, participated in inter-out amendments to the Equal Credit
agency efforts to adapt policies for theOpportunity Act. These amendments
implementation of revised CRA rules,create a legal privilege for information

ther Regulatory Matters
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developed by creditors as a result oReview program. The final rule contains
“self tests” that they voluntarily con- substantive amendments, including
duct to determine their level of compli- changes to the existing exemptions for
ance with the ECOA. (In January 1977securities or commodities transfers. Pri-
the Department of Housing and Urbamarily, however, the revisions simplify

Development published a substantiallthe language and format of the regula-
similar proposal to revise the regula-tion and commentary and delete obso-
tions carrying out the Fair Housing Act.) lete provisions.

In December the Board withdrew a The review of Regulation E served to
proposed amendment to Regulation Bdentify other issues that might warrant
that would have eliminated a generategulatory changes. In April the Board
prohibition on collecting data relating to published proposed amendments to
an applicant’s sex, race, color, religionRegulation E to govern stored-value
or national origin. The proposed amendeards. The proposal also addresses
ment would have allowed creditors togeneral provisions of the regulation,
collect these data for any credit productproviding longer error-resolution dead-
The Board determined that the issue olines for new accounts and allowing
data collection is more appropriate forelectronic disclosures to consumers in

the Congress to consider. place of printed notices.
Regulation C Regulation M
(Home Mortgage Disclosure) (Consumer Leasing)

In December the Board published proin September the Board published a
posed revisions to Regulation C to carryevised Regulation M following a multi-
out amendments to the Home Mortgaggear review under the Board's Regula-
Disclosure Act. Those amendmentgory Planning and Review program.
require an increase in the exemptiorRegulation M requires lessors to give
threshold for depository institutions,consumers uniform disclosures of cost
from $10 million to $28 million, based and other lease elements before the lease
on the increase in the consumer pricbecomes legally binding. In its review
index for urban wage and clerical work-the Board sought to identify ways that it
ers from 1975 to year-end 1996. Undecould simplify the regulation to fulfill
the statutory amendments, the Boarthe Congress’s intentions more effec-
will make future changes to the assetively. The final rule modernized the
threshold annually as appropriate. Theegulation to address changes that have
amendments also modify the requiretaken place in consumer leasing since
ments applicable to disclosures for met1976, the year the Congress passed the
ropolitan areas in which an institutionConsumer Leasing Act,

has branch offices. The final rule adds disclosures, prima-
rily in connection with motor vehicle

. leasing. The Board determined that
Regulatlo_n E these revisions were especially neces-
(Electronic Fund Transfers) sary given that about one-third of all
In April the Board published revisions passenger cars now delivered to con-
to Regulation E and the associated staBumers are leased instead of purchased
commentary following a review underand financed. The disclosures concern
the Board’'s Regulatory Planning andcharges a consumer might face for early
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termination, for example, and how The Board is required to adjust annu-

scheduled payments are derived. Thally the dollar amount that triggers addi-

Board also specified certain aspects dional disclosure requirements under
the format of the disclosures. The Boardl'ILA for mortgage loans that bear fees

revised the advertising provisions toabove a certain amount. The Home
carry out a statutory amendment, allowOwnership and Equity Protection Act of

ing toll-free numbers to substitute for1994 imposes restrictions and special
certain disclosures in radio and televidisclosure requirements when total

sion advertisements. The Board als@oints and fees payable by the consumer
provided that any disclosure or adverexceed the greater of $400 or 8 percent
tisement of a lease rate must inform thef the total loan amount. Under the act,

consumer that the rate may not measurde Board must adjust the dollar amount
the overall costs of the lease financingeach year according to the percentage
This limitation is meant to preclude change in the consumer price index. In
inappropriate and erroneous comparidanuary the Board adjusted the dollar
sons of lease costs based on rate infoemount to $412 for 1996; in December

mation offered to consumers by differ-it adjusted the dollar amount to $424 for

ent lessors. 1997.

In December the Board published In April the Board issued a report to
proposed revisions to Regulation M, pri-the Congress, required by the Truth in
marily to implement amendments to theLending Act Amendments of 1995, that
Consumer Leasing Act, which had beerliscussed the feasibility of treating as
enacted in September. The proposefinance charges all costs required by
revisions streamline the advertising disthe creditor or paid by the consumer as
closures and make several technican incident of credit; the report also
amendments. addressed abusive refinancing practices.

The Board determined that, although
. changing the definition of finance charge
?I’?‘g?fla.itl‘llolt]eﬁ ding) may be desirable, changes affecting dis-
closure of the finance charge and the
In January the Board requested comannual percentage rate would be signifi-
ment on whether, under the Truth incant for both creditors and consumers.
Lending Act (TILA), cost disclosures The Board concluded that changes,
and other rules for open-end homeif any, should be preceded by further
secured lines provide adequate condeliberation and participation from the
sumer protection. In November thepublic. The Board will consider regula-
Board reported to the Congress, as rdery revisions consistent with the report
quired by the Riegle Community Devel-in an upcoming review of Regulation Z.
opment and Regulatory Improvement In May the Board published proposed
Act of 1994. The report describes therevisions to Regulation Z to carry out
regulatory framework for open-endthe statutory amendments enacted in
home equity lines of credit compared1995 that establish new creditor-liability
with that for closed-end credit and dis-rules for closed-end loans secured by
cusses information drawn from con-real property or dwellings. The TILA
sumer surveys. The report presents themendments created new tolerances for
Board’s analysis of issues and its find-accuracy in disclosing the amount of the
ings that the current requirements profinance charge. The amendments also
vide adequate consumer protection.  clarify how lenders must disclose cer-
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tain fees connected with mortgage loansaddressed technical matters such as the
In addition the Board proposed a neweffect of a leap year on the calculation of

rule regarding the treatment of feesnterest, on the annual percentage vyield,
charged in connection with debt can-and on the annual percentage vyield
cellation agreements. In September thearned.

Board published a final rule adopting In September the Board revised the

the revisions. official staff commentary to Regula-

In December the Board and HUDtion B (Equal Credit Opportunity). The
issued a joint advance notice of pro-update gives guidance on issues such as
posed rulemaking to revise disclosuresredit scoring and the regulation’s
that consumers receive under thepousal signature rules.

Real Estate Settlement Procedures Act
I(?REESSPITAA) and TILA. Amendments to Economic Effects of the

and TILA require the 89€NCIES | actronic Fund Transfer Act
to simplify and improve the disclosures
where possible and to provide a singlén keeping with statutory requirements,
format for compliance with both RESPAthe Board monitors the effect of the
and TILA. The notice solicited public Electronic Fund Transfer Act on the
comment on the specific regulatory andompliance costs and consumer benefits
legislative changes that might achieveelated to electronic fund transfer (EFT)
these goals. services.

The revisions to Regulation E made
in 1996 and discussed above reduce
somewhat the ongoing burden of com-
In March the Board revised the official pliance with the regulation without
staff commentary to Regulation Z (Truthmaterially affecting consumer benefits.
in Lending). The update gives guidancelhe revisions to Regulation E were lim-
on issues relating to reverse mortgageised because the original regulation
and to home-secured loans bearing ratedready followed closely the detailed
above a certain percentage or fees abovequirements of the law.

a certain amount. The revisions also In 1996 the Congress amended the
address issues of general interest, sudflectronic Fund Transfer Act to exempt
as a card issuer’s responsibilities when aeeds-tested programs that are estab-
cardholder asserts a claim or defenskshed or administered by state or local
relating to a dispute with a merchant. governments for the electronic transfer

In November the Board publishedof benefits. (The Board expected to pro-
proposed changes to the staff commerpose an implementing amendment to
tary to Regulation Z. The proposed revi-Regulation E in January 1997.) The
sions provide guidance on the treatmergxemption eliminates uncertainty about
of some fees paid for mortgage loans, opotential fraud arising from the EFTA's
tolerances for accuracy in disclosing thédiability rules and will reduce the cost to
finance charge and other costs, and aftate and local governments of provid-
debt cancellation agreements. ing benefits electronically. Under the

In May the Board withdrew a pro- exemption, benefit recipients may have
posed amendment to the official stafsomewhat diminished protections, espe-
commentary to Regulation DD (Truth incially for unauthorized use. Electronic
Savings) because of its narrow scopeéelivery will, however, likely provide
and regulatory burden. The proposabenefit recipients greater overall secu-

Interpretations



198 83rd Annual Report, 1996

rity than the paper-based systems thamall share of electronic transactions,
are now in use. but rapid growth continued in 1996:
Some economic effects of the Electhe number of POS transactions rose
tronic Fund Transfer Act, both con-nearly one-half, to about 96 million per
sumer benefits and compliance burdemmonth; and the number of POS termi-
can be traced to continued growth in thenals rose about two-thirds, to around
use of EFT services. During the 1990875,000.
the proportion of U.S. households using The incremental costs associated with
EFT services has increased at an annutdle EFT act are difficult to quantify
rate of about 2 percent. Surveys indicatbecause no one knows how industry
that about 85 percent of households nowractices would have evolved in the
have one or more EFT features on theiabsence of statutory requirements. The
deposit accounts. benefits of the law are also difficult to
Automated teller machines are themeasure because they cannot be isolated
most widely used EFT service. Nearlyfrom consumer protections that would
two-thirds of all households currentlyhave been provided in the absence of
have ATM cards, and most of theregulation. The available evidence pro-
nation’s depository institutions offer vides no indication of serious consumer
consumers access to ATMs. Over timeproblems with electronic transactions at
almost all ATM terminals have becomethis time.
connected to one or more shared net- The Board's database of consumer
works, which enhances their accessibileomplaints and inquiries is one source
ity to consumers. The monthly averageof information on potential problems. In
number of ATM transactions increasedl996, eighty of the complaints that were
about 10 percent, from 807.4 million inreceived related to electronic transac-
1995 to 890.3 million in 1996. During tions. The Board forwarded forty-five
the same period, the number of installe@omplaints that did not involve state
ATMs rose 13 percent, to 139,134. member banks to other agencies for
Direct deposit is another widely usedresolution. Of the remaining thirty-five
EFT service. More than one-half of allcomplaints, three involved a possible
U.S. households receive funds in theiviolation of the act or regulation. Exami-
accounts via direct deposit by the payemation data show that in 1996 about
Direct deposit is particularly widespread94 percent of depository institutions
in the public sector, covering more tharexamined by federal agencies were in
one-half of social security payments andull compliance with Regulation E.
two-thirds of federal salary and retire-Violations primarily involved failure
ment payments. Although less commoro provide all required disclosures to
in the private sector, direct depositconsumers.
has grown substantially in recent years.
The proportion of households receivin . oo
either public-sector or private-sectogrlcomp“alnce Examinations
direct deposits has grown about 5 perSince 1977 the Federal Reserve System
cent per year during the 1990s. has maintained a specialized program
Nearly one-third of households nowfor examining the compliance of state
have debit cards, which can be usedhember banks and of certain foreign
at the point of sale to debit a consumbanking organizations with federal laws
ers’ transaction account. Point-of-salggoverning consumer protections in
(POS) systems still account for only afinancial services. During the 1996
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reporting period (from July 1, 1995, to The Reserve Banks supplement ex-
June 30, 1996), the Federal Reservaminer training through departmental
examined 607 state member banks anmheetings and special training sessions.
306 foreign banking organizations forln addition the Board’s resident exam-
such complianceé. iner program gives the Reserve Bank
The Oversight Section of the Board'sexaminers added perspective through
Division of Consumer and Community several weeks’ work at the Board, dur-
Affairs coordinates compliance exami-ing which they can observe such matters
nations, which are conducted by theas how policies are developed and how
consumer affairs units of the twelve Fedthe Board coordinates its activities with
eral Reserve Banks. The Oversight Sedhose of other agencies that supervise
tion reviews a sample of the examinafinancial institutions.
tions for effectiveness, adherence to The FFIEC is the interagency coordi-
System policy, uniformity of approach, nating body charged with developing
and the like. uniform examination principles, stan-
New examiners from the Federaldards, and report forms. In 1996 the
Reserve Banks attend the System’member agencies of the FFIEC collabo-
three-week basic consumer complianceated to revise examination procedures
school; examiners with eighteen toto reflect changes in consumer laws
twenty-four months of field experienceand regulations. They adopted changes
attend a week-long advanced complito examination procedures covering
ance school, a two-week fair lendingamendments to the Flood Disaster Pro-
school, and a class in CRA examinatiortection Act and to the Home Mortgage
techniques. Disclosure Act.
In the 1996 reporting period, the Fed-
gral_ Reserve System_conducted threﬁ\gency Reports on Compliance
asic consumer compliance schools fo\pvith Consumer Reaqulations
a total of seventy-five students; five 9
advanced consumer compliance schooBata from the Board, other member
for seventy-three students; and two faiagencies of the FFIEC, and other federal
lending schools for sixty-two students. supervisory agencies cover the compli-
ance of institutions with the regulations
that implement the Equal Credit Oppor-
6. The Federal Reserve examines statunity Act, the Electronic Fund Transfer
chartered agencies and state-chartered uninsuréect, the Consumer Leasing Act, the
Ibfag_Ches of foreign ba”kjyo ‘:Vg‘c')%f;gﬁzdcgmgre;'?r ruth in Lending Act, the Community
t?;nllr;?;r?g]gsgn;?zg\filgr?s operating undgr secgoEemveStm_ent_ACt' and the Exp_edlted
25 or 25(a) of the Federal Reserve Act (Edge Act-Unds Availability Act; and compliance
corporations and agreement corporations). Typiwith the prohibition in Regulation AA
cally, in comparison with state member banksagainst unfair and deceptive practiées.

these institutions conduct relatively few activities-rhe degree of compliance with these
that are covered by consumer protection laws.

7. In 1996, Federal Reserve examiners attendeI@WS and regulations varied widely in

interagency training for the revised CRA in place——

of the advanced CRA class. In addition, CRA 8. The federal agencies that supervise financial
instruction was included in the advanced coninstitutions do not use the same method to compile
sumer compliance school while the CRA schookompliance data. Consequently, the data in this
was being revised to reflect the requirements ofeport, which are presented in terms of percent-
the CRA regulations published by the agencies irages of all financial institutions, represent general
May 1995. conclusions.
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1996 but, overall, showed improvemenmmal enforcement actions that addressed
over 1995. The following section sum-violations of Regulation B as well as of
marizes compliance data for the periodther consumer compliance regulations.
from July 1, 1995, to June 30, 1996. The FDIC issued five formal enforce-
ment actions involving consumer com-
pliance regulations, without distinguish-
Equal Credit Opportunity Act ing which of those actions involved
(Regulation B) Regulation B.
The other agencies that enforce the
The five financial regulatory agenciesscOA—the Farm Credit Administra-
reported a level of full compliance with tion (FCA); the Department of Trans-
Regulation B by institutions examinedportation; the Small Business Adminis-
in 1996, 78 percent, that was signifitration; and the Grain Inspection,
cantly higher than the 1995 level ofpackers, and Stockyards Administration
62 percent. The agencies reported thajf the Department of Agriculture—
77 percent of the institutions examinedeported substantial compliance among
that were not in full compliance with the the entities they supervise. The FCAs
regulation had between one and five vioexamination and enforcement activities
lations (the lowest frequency category)revealed violations of the ECOA that
compared with 74 percent in 1995. Theesulted in one formal action. The FCA
most frequent violations involved thereported that the most frequent viola-
failure to take the following actions:  tions it found involved the failure to

« Provide a written notice of adversec®llect monitoring information and the

action that contains a statement O;imeliness or content of creditors’ ad-

action taken, the name and address dferse action notices.

the creditor, an ECOA notice, and the,_1ne Federal Trade Commission
name and address of the federaﬁFTC) concluded an investigation of a

agency that enforces compliance major retailer that resulted in the filing
» Collect information, for monitoring of a consent decree against the company

purposes, about the race or nationz;f)r violating the notification provisions

origin, sex, marital status, and age on the ECOA. n a}dd“iof‘! the FTC
credit applicants (on applications forreported a continuation of its work with

the purchase or refinancing of a prin-Othe.r government agencies an_d with
cipal residence) creditor and consumer organizations to

. Notify the applicant of the action increase awareness of, and compliance

taken within the periods specified inWith, the ECOA.
the regulation

* Give a statement of reasons forElectronic Fund Transfer Act
adverse action that is specific anqRegulation E)

indicates the principal reasons for th . . . .
P P eI'he five financial regulatory agencies

credit denial or other adverse action ted that hately 94 "
- Take a written application for credit '€POr€ad that approximately 94 percen
for the purchase or refinancing of aof examined institutions were in compli-

L : ance with Regulation E, a slight increase

principal residence. .

over the level of compliance reported

The Board issued one cease-andor 1995. Financial institutions most fre-
desist order addressing violations ofjuently failed to comply with the fol-

Regulation B. The OTS issued four for-lowing provisions:
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« Provide a notice of the procedures for The Farm Credit Administration re-
resolving alleged errors at least oncgorted that the institutions it supervises
each calendar year were in substantial compliance with the

* Investigate alleged errors in a promptegulation. The agency found no viola-
manner, determine whether an errotions through its examination and en-
actually occurred, and transmit theforcement activities.
results of the investigation and deter- The FTC accepted for public com-
mination to the consumer within tenment five consent agreements with ma-
business days jor automobile manufacturers address-

 Provide initial disclosures at the timeing violations of both Regulation M and
a consumer contracts for an EFT serRegulation Z (Truth in Lending). The
vice or before the first transfer is madeproposed orders would settle charges

« Provide customers with a statementhat all five companies violated Regula-
of all required information at leasttion M in lease promotions that featured
quarterly, or monthly if EFT activity low monthly payments or low down
occurred. payments in large, bold print while dis-

The OTS issued two formal enforce-dosmg additional costs and sometimes

ment actions addressing violations 0t:ontradictory information in fine print
Regulation E, and the FTC accepted fo hat was difficult or impossible to read.

blic comment a consent aareeme he complaints in these cases also
publ : 9 harged the automobile manufacturers
against a telemarketing company fo

failing to obtain written authorization With violations for failing to clearly and

from consumers for preauthorized transgonspicuously disclose various lease
p ) osts and terms as required.
fers. If accepted, the FTC’s propose

order would be incorporated into settle- The FTC has continued its consumer
L P ) and business education efforts. To this
ment of a civil penalty action, currently

o 2 .~ end, the FTC released two brochures
pending in federal district court, agaInStaddressing leasing issues. The first high-

the telemarkete_r and its dealers. Th‘ﬁghted points to consider when deciding
FDIC reported five formal enforcementWhether to lease or purchase a vehicle.

actions to deal with violations of Regu-11.o sacond provided information to

%onsumers regarding the lease or pur-

regulations  without - specifying hOWchase of residential telephones.

many of the five involved electronic
fund transfers.
Truth in Lending Act
(Regulation 2)

The FFIEC agencies reported that nearly
70 percent of examined institutions were
The FFIEC agencies reported substarin full compliance with Regulation Z, a

tial compliance with Regulation M for significant improvement over the 50 per-
the 1996 reporting period. As in thecent reported for 1995. The Board and
1995 reporting period, more than 99 perthe OCC showed increases in compli-
cent of the examined institutions wereance, and the NCUA reported a de-
found to be in full compliance with the crease, while the FDIC and the OTS
regulation. The violations noted by thereported unchanged levels of compli-
agencies involved the failure to adherance. Agencies indicated that, of the
to specific disclosure requirements. examined institutions not in compliance,

Consumer Leasing Act
(Regulation M)



202 83rd Annual Report, 1996

63 percent were in the lowest frequencyor public comment a consent agree-
category (having between one and fivenent with a mortgage banking com-
violations), compared with 58 percent inpany. The proposed order in this case
1995. would settle charges that the company
The violations of Regulation Z mostfailed to accurately calculate and dis-
often observed were the failure to accuelose several items in its mortgage
rately disclose the finance charge or tagreements as required by Regulation Z.
disclose the payment schedule; to accun addition, the FTC dismissed a com-
rately disclose the annual percentagplaint against a department store alleg-
rate on closed-end credit; to accuratelyng that the store had imposed “unrea-
disclose the amount financed; and tsonable burdens” on cardholders who
provide a disclosure that reflects theclaimed their cards were used without
terms of the legal obligation betweenauthorization.
the parties. The FTC released a brochure address-
The OTS issued five formal enforce-ing the protections of TILA and Regula-
ment actions that addressed violationtion Z for “high rate, high fee” loans.
of Regulation Z, and the FDIC reported
five formal enforcement actions involv- . :
ing consumer compliance regulation%?énmgﬂgx I;gl)nvestment Act
without distinguishing which of those 9
actions involved Regulation Z. The Board assesses the CRA perfor-
Under the Interagency Enforcemenmance of state member banks during
Policy on Regulation Z, 394 institutionsregular compliance examinations and
supervised by the Board, the FDIC, thaakes the CRA record into account along
OCC, or the OTS were required to re-with other factors when acting on appli-
fund $2.8 million to consumers in 1996cations from state member banks and
for improper disclosures. bank holding companies. The Federal
The Department of TransportationReserve System maintains a three-
issued a cease and desist consent ordiceted program for enforcing and fos-
against a travel agency and a chartaering better bank performance under
operator. The complaint in this casethe CRA:
alleged that the two organizations vio-, Examining institutions to assess com-
lated Regulation Z by routinely failing i 9
to transmit requests for refunds to credit plance :
card issuers within seven days of receip't Disseminating information on com-
of fully documented credit refund
requests.

munity development techniques to
bankers and the public through com-

The FTC accepted for public com- munity affairs offices at the Reserve

ment two consent agreements with ma; Ear}ks ina CRA | .

jor automobile manufacturers address- tic?rrl cv)vriI;rrIIIr;g Iicatigrr:s%/rz? t')g:f;gﬁg
ing violations of Regulation Z. The bank h Id'pp ;

proposed orders would settle charges ank holding companies.
that the companies violated Regula- Under the provisions of the CRA,
tion Z in credit promotions by making Federal Reserve examiners review the
inadequate and misleading disclosuregerformance of state member banks in
comparable to those in promotions dishelping to meet the credit needs of their
cussed above, in the section on coneommunities. When appropriate, exam-
sumer leasing. The FTC also acceptefhers suggest ways to improve CRA per-
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formance. During the 1996 reportingfive formal enforcement actions involv-
period, the Federal Reserve conductethg consumer compliance regulations
596 CRA examinations: 2 banks werewithout identifying the regulations
rated as being in “substantial noncom-involved.

pliance” with the CRA, 4 were rated as
“needs to improve” in meeting com-
munity credit needs, 417 were ratealJ
“satisfactory,” and 173 were rated
“outstanding.™

nfair and Deceptive Acts
or Practices
(Regulation AA)

The three financial regulatory agencies
; Akl with responsibility for enforcing Reg-
Fégggf;%%nﬁggs Availability Act ulation AAs Credit Practices Rule
reported that more than 99 percent of
The FFIEC agencies reported thaexamined banks were in full compliance
87 percent of the institutions they examwith the regulation. The most frequent
ined were in full compliance with Regu- violation involved the failure to provide
lation CC, an increase over the level ofa clear and conspicuous disclosure on
compliance in the 1995 reporting periodcosigner liability.
Of the institutions not in full compli-
ance, 83 percent were in the lowest fre- o
quency category (between one and ﬁV@ppllcatlons
violations). Among all institutions ex- The Federal Reserve System acted on
amined, the following five rules were forty-nine bank and bank holding com-
the provisions of Regulation CC mostpany cases that involved CRA protests
often violated: or adverse CRA ratings. The System
» Follow special procedures for Iarge-reVieWeOI a_mothe( thirteen cases that
involved fair lending and other issues

deposits . related to compliance with consumer
« Adequately train employees and pro-

vide procedures to ensure com "ancregulationsl.o Among the forty-nine
de p ; P Rases that raised CRA concerns in 1996,
with the regulation

* Provide immediate availability on seven involved adverse CRA ratings,

A . forty-one were protested on CRA
ﬁ;g%\?;”i%ﬁﬁ;'ts not subject o neXt'grounds, and one involved both adverse

* Make funds from certain checks CRA ratting issues and protests.
: . ' Several applications for major bank
including local or nonlocal checks

, . L ' acquisitions were filed and all were pro-
a}va|lable fof withdrawal W'th'.” the tested on CRA grounds. The Board
times prescribed by the regulation

X . .~ . approved the applications, finding in
: Ecr)?]\,gdse eacif(ijclzsacxl/%?lgrt()ailit()f t:lﬁ: INSUtU-cach case that the convenience and
p y policy. needs factors involved were consistent
The OTS issued two formal enforce-with approval.
ment actions regarding violations of
Regulation CC, and the FDIC reported 10. In addition, seven cases involving CRA
issues and three involving other compliance issues
e were withdrawn during 1996. The System also
9. Foreign banking organizations and Edge Acteviewed comments submitted in connection with
and agreement corporations accounted for 306 dhree other applications (not reflected in the above
the institutions examined for compliance with con-statistics), which were deemed to be more in the
sumer laws; they are not subject to the CRA. nature of consumer complaints than protests.
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In January the Board approved thdion that made NationsBank the fourth
application of Chemical Banking Corpo-largest banking organization in the
ration (New York) to acquire The Chasenation. A number of individuals and
Manhattan Corporation (New York). Asgroups had protested the application,
a result of the acquisition, The Chasalleging violations of fair lending laws
Manhattan Corporation became the largand weaknesses in NationsBank’s CRA
est banking organization in the nationperformance. The Board’'s approval
The Federal Reserve had held publiorder directed NationsBank to give the
meetings in New York City on the appli- Federal Reserve Bank of Richmond a
cation in conjunction with the New York copy of any notices for branch closures
State Banking Department in Novembekeffected in connection with the acquisi-
1995. tion; the order also requires Nations-

In January the Federal Reserve hel@ank to notify the Reserve Bank of any
public meetings in Los Angeles andchanges in its preliminary plan for clos-
San Francisco on the competing proing branches.
posals by Wells Fargo & Company
(San Francisco) and First Bank Systena:
(Minneapolis) to acquire First Interstate
Bancorp (Los Angeles). Among theThe Federal Reserve investigates com-
issues raised by the 311 parties thablaints against state member banks and
commented in connection with theseforwards to the appropriate enforcement
meetings were branch closures iragencies complaints that involve other
low- to moderate-income neighbor-creditors and businesses (see accompa-
hoods, the availability of banking ser-nying table). The Federal Reserve also
vices in California, and potential job monitors and analyzes complaints about
losses. unregulated practices.

First Bank System ultimately with- In 1996 the Federal Reserve received
drew its application after the Securi-2,955 consumer complaints: 2,378 by
ties and Exchange Commission raisedail, 568 by telephone, and 9 in person.
issues about the bank’s planned stock
repurchase program, and in March th .

Board approved Wells Fargo’s applica%%rr?]%lgrmézr?fg ut State

tion. The Board indicated in its approval
order that it would monitor the imple- In 1996 the Federal Reserve investi-

mentation of Wells Fargo’s branch clos-gated 1,232 complaints against state
ing policy as well as the effect of its member banks (see accompanying
branching strategy on the availability oftable). About 59 percent involved loan

banking services in the communitiesfunctions: 5 percent alleged discrimina-

served by the bank. As a result of thaion on a prohibited basis, and 54 per-

acquisition, Wells Fargo became thecent concerned credit denial on non-

seventh largest banking organizatiorprohibited bases (such as length of
in the nation and remained the secresidency) and other unregulated lend-
ond largest depository institution ining practices (such as release or use of
California. credit information). Another 27 percent

In December the Board approved thef the 1,232 complaints involved dis-
application of NationsBank Corporationputes about interest on deposits and
(Charlotte, N.C.) to acquire Boatmen’sgeneral deposit account practices. The
Bancshares, Inc. (St. Louis), an acquisiremaining 14 percent concerned dis-

onsumer Complaints
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putes about electronic fund transfersgategories accounted for a small portion
trust services, and miscellaneous ban{s percent or less) of all consumer com-
practices. plaints received by the System.

The System also received 2,609 in- Many of the complaints about credit
quiries about consumer credit and bankeard interest rates and terms raised con-
ing policies and practices. In respondingerns about interest rate increases;
to these inquiries, the Board and Federalllegations that banks charged an
Reserve Banks gave specific explananterest rate higher than had been agreed
tions of laws, regulations, and bankingon transferred account balances; and
practices and provided relevant printedoncerns about the interest rates charged
materials on consumer issues. on cash advances. Complaints about

credit card accounts involved a variety
. of customer service problems, including
Unregulated Practices financial institutions’ failure to close
Under section 18(f) of the Federal Tradeaccounts as requested; failure to provide
Commission Act, the Board monitorsrequested account information; and
complaints about banking practices thaimposition of an annual fee after an
are not subject to existing regulationsaccount is closed. The miscellaneous
and focuses on those complaints thatategory covered a wide range of issues
may be unfair or deceptive. Three cateincluding check cashing, release of
gories accounted for 13 percent of thdiens, and customer service problems.
2,002 complaints about unregulated

ractices received in 1996 involvin :

Eoth state member banks and other ins%gomplamts Referred to HUD

tutions: problems involving interest The Federal Reserve continued to refer
rates and terms of credit cards (95 comto HUD complaints that allege vio-
plaints), other problems involving creditlations of the Fair Housing Act, as
card accounts (94), and miscellaneousequired by a memorandum of under-
unregulated practices (80). Each of thesstanding between HUD and the federal

Consumer Complaints to the Federal Reserve System Regarding State Member Banks
and Other Institutions, by Subject, 1996

. State membe Other
Subject banks institutionst Total

Regulation B (Equal Credit Opportunity). ..................... . 63 42 105
Regulation E (Electronic Fund Transfers)..................... . 35 45 80
Regulation Q (Interest on Deposits) ...................c...... . 2 0 2
Regulation Z (TruthinLending)...............oooiviiinn.. . 144 351 495
Regulation BB (Community Reinvestment)................... . 3 3 6
Regulation CC (Expedited Funds Availability). ................ . 18 41 59
Regulation DD (Truth in Savings). .. ......ovviiireiinnnnn . 26 31 57
Fair Credit Reporting ACt. . .......ooiriuii i .. 30 70 100
Fair Debt Collection PracticesACt........................... . 9 11 20
Fair Housing ACt . .. ..o .. 1 0 1
Real Estate Settlement Procedures Act ..................... . 1 19 20
Flood insurance...............cccoovvinn. .. N 1 2 3
Holder in due course... ... 1 4 5
Unregulated practices. . . . 898 1,104 2,002
Total .o ... 1,232 1,723 2,955

1. Complaints against these institutions were referred
to the appropriate enforcement agencies.
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bank regulatory agencies. This memothe Board joined with the FDIC in
randum establishes a set of proceduremalyzing the agencies’ respective sys-
for coordination and cooperation in thetems for categorizing complaints and
investigation of lending discrimination researched ways to facilitate data
complaints falling under the scope ofexchange and analysis. In mid-1996 the
the Fair Housing Act. Board initiated similar efforts with the
In 1996 the Federal Reserve referre@CC.
twelve complaints about state member In recent years the Federal Reserve
banks to HUD. Investigations completechas received an increasing number of
by the Federal Reserve for seven oEonsumer complaints about credit card
the twelve 1996 complaints (and for twomail solicitations that consumers allege
that had been pending from 1995)re misleading because they do not
revealed no evidence of unlawful dis-clearly set out the interest rates being
crimination; five of the twelve com- charged and the credit limits offered.
plaints received in 1996 were pending aThe Board has undertaken a study of the
year-end. complaints received by the System as
well as by the other federal financial
regulatory agencies, state attorneys
: - general, and state banking departments.
Complaint Program Initiatives To complement the data gathering, the
To better understand the type and scopBoard included questions for two suc-
of complaint activity at the federal level, cessive months on the Survey of Con-
the Board has undertaken an exchangaimer Attitudes conducted by the Uni-
of complaint data among the federalersity of Michigan's Survey Research
financial regulatory agencies. In 1995Center. These survey data will help

Consumer Complaints Received by the Federal Reserve System, by Type and Function, 1996

Complaints against state member banks
Total Not investigated Investigated
Bank legally correct
Complaint .
Unable | Explanation No reim Goodwill
to obtain of law " .| reimburse-
Number Percent | o ficient provided bursehment ment or
information | to consumer _OF other other
accommo- | 5:commo-
dation dati
ation
Loans
Discrimination alleged
Real estate loans........| 12 1 0 0 5 0
Creditcards ............. 25 2 1 0 12 6
Otherloans.............. 32 2 0 3 17 0
Discrimination not alleged
Real estate loans........ | 82 7 6 7 26 14
Creditcards . .. . 396 32 8 34 117 115
Other loans. . .. .. 181 15 4 18 82 25
Deposits. . ............... e 337 27 8 33 155 33
Electronic fund transfers. ....... 35 3 1 4 12 5
Trustservices................ . 12 1 1 1 5 2
Other ...t . 120 10 4 16 39 10
Total ..o . 1,232 100 33 116 470 210
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define consumers’ understanding of th¢he formation of policies and procedures
credit terms used in mail solicitationsthat affect the program. In 1996 it
and identify problems they have experifocused on the investigation and analy-
enced. The Board expected to completsis of complaints alleging unlawful dis-
analysis of this issue in 1997. crimination (particularly those that may
In 1996 the Consumer Complaintsinvolve appraisals), credit scoring, and
Section implemented a comprehensivether fair lending issues; the effect of
system to replace and consolidate ththe Right to Financial Privacy Act and
complaint program’s current analysisTrade Secrets Act on complaint investi-
tools. Along with other managementgations; and the System'’s jurisdiction in
tools, the Complaint Analysis Evalua-investigating complaints about nonbank
tion System and Reports (CAESAR)subsidiaries of holding companies.
provides the capability to analyze the In September the Consumer Com-
types of discrimination complaints re-plaints section began quarterly confer-
ceived by the Federal Reserve, autoence calls with the complaint program
matically generate response letters to thmanagement and staff at the Reserve
individual complaints, and analyze com-Banks. These calls provide an oppor-
plaint data to determine patterns andunity to discuss policies and pro-
trends. cedures and specific issues that have
In June the Board hosted the thirdarisen during the course of complaint
annual conference for consumer cominvestigations.
plaint officers, managers, and other staff. The Consumer Complaints Section
The conference is an important forumand the Consumer Policies program
for obtaining Reserve Bank input intobegan a series of meetings with the

Consumer Complaints Received—Continued

Complaints against state member banks
Investigated
Referred to
Factual or | Possible . other Total
contractual bank Pending, | agencies | COMPlaints
Customer Bank dispute— | violation— | Matterin |December 31
error error resolvable | bank took litigation
only corrective
by courts action
0 0 2 0 0 5 21 33
0 3 0 0 0 3 12 37
0 2 0 0 0 10 18 50
0 17 4 0 2 6 286 368
8 71 18 3 1 21 508 904
4 25 4 1 4 14 222 403
9 40 23 3 2 31 388 725
0 5 1 3 0 4 45 80
0 0 1 0 0 2 7 19
5 15 5 1 3 22 216 336

26 178 58 11 12 118 1,723 2,955
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offices of selected state attorneys gerfor Financial Counseling and Planning
eral and with state and local county conEducation.
sumer protection agencies to share infor- In 1996 the Consumer Policies staff
mation about complaint procedures antbegan to develop plans for a major con-
consumer education efforts. The goal oBumer education initiative to comple-
this effort is to establish contact for shariment the Board’s issuance of a revised
ing data and information at the state andRegulation M. The educational program,
local levels and to expand the Board'swvhich will be developed in cooperation
ability to refer consumers to the propemith industry organizations, regulatory
authorities when they have issues thaagencies, and consumer groups, is
do not fall under the Federal Reserve’®xpected to be fully operational by
jurisdiction. October 1, 1997, when compliance with
During 1996, individual staff mem- the new rules becomes mandatory for all
bers from the Reserve Banks’ consumeessors.
complaint sections continued to work at
the Board for several weeks at a tim : :
to gain familiarity with operations in eConsumerAdVIsory Council
Washington. Eleven Reserve Banks parFhe Consumer Advisory Council con-
ticipated in the program. vened in March, June, and October to
advise the Board on matters concerning
consumer credit protection laws and on
Consumer Policies other issues dealing with financial ser-
vices to consumers. The council’s thirty
The Consumer Policies program eximembers come from consumer and
plores alternatives to regulation for pro-community organizations, financial and
tecting consumers in retail financialacademic institutions, and state govern-
services, and it brings research informament. Council meetings are open to the
tion to bear more directly on policymak- public.
ing. During 1996, Consumer Policies The Council discussed the implemen-
participated in revising disclosures totation of CRA at each of the three meet-
aid consumers in shopping for automoings. In March, members listed emerg-
bile leases and also provided researcimg issues related to the revised CRA
analyses for reports on finance chargesules, including the degree to which
home equity lines of credit, funds avail-communities will be part of the exami-
ability, and credit card solicitations. nation process; the need for timely, easy
The program expanded efforts toaccess to examination schedules and
educate consumers about mutual fund§RA evaluations; difficulties in analyz-
annuities, and other uninsured bankng small banks’ files for loan distribu-
products. It produced public-servicetion by income because information is
video announcements and distributediot always available; and the possibility
them to about 150 television stations irthat, because of the new emphasis
the top 50 markets in the United Statespn lending numbers, some institutions
and at year-end it had plans to prepareight give less attention to community
public-service radio announcementsvork. Members also expressed concerns
for distribution to 2,200 stations. Theabout the impact of mergers and acquisi-
mutual funds education program wontions on communities and discussed
the Outstanding Educational Progranpossible strategies for dealing with the
Award for 1996 from the Association difficulties.
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In the council’s June meeting the The report concluded that streamlin-
CRA focus was on small-bank examinaing mortgage closings is easier in con-
tions. Council members reported expeeept than in practice. The task force
rience under the new rules that wadound that, whereas the perception may
largely positive. They found that exami-be otherwise, most closing or settlement
nations were more performance orientedocuments are in fact produced for rea-
and examiners’ time on site had beersons other than federal requirements.
reduced. The council also discussed thklany result from lender practices, state
availability of data on small businessor local laws, or secondary market
and farm loans. The council membersequirements; others result from “an
were reminded that data on a censustbundance of caution” on the part of the
tract basis remains at the financial instilender, and are meant to protect against
tution and will be reported to the publicfuture legal claims from consumers.
only on an aggregated basis. Out of fifty-four documents associ-

In the October meeting, some memated with a conventional, fixed-rate,
bers expressed concern that a greatéhnirty-year mortgage, for example, the
CRA emphasis on lending could creatdask force found that twelve were
a disincentive for financial institutions required by federal laws or regulations
to make important community devel-such as the Board’'s Regulation B (Equal
opment investments whereas, for som€redit Opportunity) and Regulation Z
neighborhood revitalization projects,(Truth in Lending) or HUD’s Regula-
equity investments and loans totion X (Real Estate Settlement Proce-
moderate- and upper-income householdiures). These twelve, the task force
are essential to successful economisuggested, could possibly be reduced to
integration. The council also discussed éive—for example, by consolidating
Board proposal to amend Regulation Yhotices about mortgage servicing, flood
(Bank Holding Companies) designed tchazard, right to an appraisal, and con-
streamline the application process fotrolled business arrangement.
mergers and acquisitions. Consumer and The report also suggested undertak-
community group advocates voicedng a broad study of consumer experi-
strong concerns about proposed reviences to determine whether “informa-
sions that would shorten the times availtion overload” at settlement is a concern
able for informal discussions with theand whether required disclosures cur-
applicants. rently given at settlement are necessary

In 1995 the council had established @r should be provided earlier in the
task force to explore ways to improveapplication process. Other recommenda-
the mortgage loan process for consumnions were to develop a single disclosure
ers and the industry in light of the vastbased on good-faith estimates of closing
number of documents typically pre-costs and other terms to be updated at
sented for the consumer to review andettlement; to prohibit addenda to the
sign at closing. The work was under-good-faith estimate and the itemization
taken at a time when the Congress hadf the amount financed; and to develop
introduced bills to consolidate rulewrit-an educational piece identifying the
ing authority for most mortgage-relateddocuments used in a typical loan
disclosures with the Federal Reservelosing.

Board. In October 1996, after a year- Council members discussed the
long study, the task force submitted itsBoard’s approach to consumer leasing
final report to the council. disclosures in March and June. Leasing
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represents 25 percent to 30 percent afsks to the banking system. In October,
retail sales of autos in the United Statesnembers continued the discussion, not-
and about 65 percent of retail sales oing the difficulty of developing rules
luxury cars. Members discussed thdor products that do not yet exist or that
disclosures required under the Board'sjuickly evolve. Generally, members
Regulation M (Consumer Leasing),supported a basic level of mandatory
including such issues as whether requirdisclosures for all stored-value cards.
ing disclosure of a lease rate (one not Other topics on the council’'s agenda
entirely comparable to an annual perduring 1996 included home equity lines
centage rate in credit transactionspf credit and the disclosure of finance
would be helpful to consumers; howcharges (and associated tolerances)
best to alert consumers to the financialinder the Truth in Lending Act; elec-
consequences of terminating a leasw&onic banking and ATM surcharges and
early; and the need for consumer educdees; and issues arising from a proposed
tion to ensure that consumers undersubstitution of a dollar coin for the dol-
stand the differences between leasingar bill.
and purchasing an automobile. Roundtable discussions, known as
In June the council discussed the covthe Members Forum, were held at each
erage of EBT (electronic benefit trans-meeting and gave council members the
fer) programs under the EFT act andpportunity to offer their views on their
Regulation E. The council adopted andustries or localities.
resolution expressing concern that a
statutory exemption being considered b . g
the Conéress cpould Ieavg benefit recipi)j_eStImony %nd_ Legislative
ents unprotected, and it urged the Boargiecommen ations
to support provisions protecting recipi-The Board twice addressed issues
ents from losses. (The Congress subseelated to the coverage of electronic
quently enacted the Personal Responsdenefit transfer (EBT) programs by the
bility and Work Opportunity Act of Electronic Fund Transfer Act and Reg-
1996, creating an exemption from Reguulation E, submitting a statement in
lation E for needs-tested benefits if thevlarch to the House Committee on
programs are established or adminisBanking and Financial Services and tes-
tered by state or local governments.) tifying in June before that committee’s
The council discussed the potentiaSubcommittee on Financial Institutions
coverage of stored-value cards at alhnd Consumer Credit.
three meetings. In March, members In 1995 the Congress had passed, but
talked about the different kinds of cardshe President had vetoed, a bill exempt-
being developed and the types of protedng from Regulation E any needs-based
tions that might apply. Overall, mem-benefits established or administered by
bers agreed on the need for balance tihe stated? In the absence of such legis-
provide consumers with reasonable profation, Regulation E coverage of EBT
tections without putting domestic busi-programs was to become mandatory on
nesses at a disadvantage in a global makarch 1, 1997; and even though the
ket where the technology is changingBoard had established a modified set of
daily. In June, the council discussed theules for EBT programs, many states
Board’s proposed rule to require disclo-
sures for certain stored-value products, 11. The President's veto of the bill was unre-
mentioning potential security and othenated to the EBT provisions.
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continued to express concern about the Regulation E requires disclosure of
potential impact. fees imposed by an institution on its
In its invited statement the Board reit-own customers but does not require the
erated a belief that coverage of EBTinstitution to disclose ATM surcharges
programs was required under the EFTAmposed by others, since it would be
but also suggested that a congressionahpractical to monitor and disclose the
reexamination of the scope of the EFTAdollar amount of a surcharge that might
could take account of developmentde imposed at any given time by some
since its enactment in 1978 and balancether institution nationwide. A sur-
competing objectives in light of chang-charge imposed at an ATM must be
ing national priorities. The Board noteddisclosed on a sign posted at the termi-
also that if an exemption were limitednal or displayed on the screen, and insti-
to particular categories or to statetutions are encouraged to give custom-
administered programs, the existence dadrs the option to cancel the transaction
different rules could make it difficult to after receiving notice of the fee.
implement the one-card, unified national Data on examinations of financial
delivery system envisioned by the Fedinstitutions show general compliance
eral Electronic Benefits Transfer Taskwith Regulation E and few violations of
Force. fee disclosures. Consumer complaint
In its June testimony the Board reiter-data suggest few problems with elec-
ated its suggestion that to the extent th&onic transfers generally or with ATM
Congress found it necessary to balanckes.
the EFTA's consumer protection against The Board commented on two bills.
concern about compliance costs on th&he first, H.R. 3246, would have
nationwide delivery of EBT, the Con- required disclosure at ATMS of all fees
gress might reexamine the scope of thenposed in connection with a transac-
law’s coverage. The Congress subsdion, whether imposed by the ATM
quently enacted the Personal Responsiperator, the account-holding institution,
bility and Work Opportunity Act of or a national, regional, or local network.
1996, which exempts needs-tested EBThe Board noted that Regulation E,
programs that are established or admimetwork operating rules, and laws in a
istered by state or local governmentspumber of states already require fee
federal and other state programs remaidisclosures and therefore the proposed
subject to Regulation E. legislation might be unnecessary. The
In April the Board testified before Board also questioned whether it is
the House Subcommittee on Financiabperationally feasible for an operator of
Institutions and Consumer Credit onan ATM to disclose fees imposed by the
proposed legislation regarding the disthousands of account-holding institu-
closure of fees imposed on ATMtions whose customers have access to
transactions. The Board’s testimony orithe ATM.
ATM fees focused on the currentregula- H.R. 3221 would have prohibited
tory scheme regarding fee disclosuresATM surcharges. Suggesting that sub-
data about consumer complaints, thstantive limitations on prices are better
level of compliance with the EFTA left to state legislatures, the Board noted
found in bank examinations, and thethat in fact few states have set limits on
incidence and amount of ATM trans-ATM surcharges. The Board observed
action fees reported in Federal Reservthat a prohibition might deter financial
surveys. institutions and other ATM operators
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from making ATMs widely available to Electronic Fund Transfer Act (Regula-
consumers. Also, a prohibition wouldtion E), the Consumer Leasing Act
not necessarily keep costs down for confRegulation M), and the Truth in Lend-
sumers, as ATM operators could negotiing Act (Regulation Z). The testimony
ate through the networks for an increassupported allowing the voluntary collec-
in the amount they receive, and suchion of data for all credit transactions;
an increase could be passed on viaxpressed concerns that open-end credit
the account-holding institution to its plans generally and credit card lending
customers. specifically raised safety and soundness
issues; and stated a need to address
solicitation and marketing practices that
may comply with the letter of the
requirements of consumer-protection
Each year the Board asks for recommenrregulations but that, in the agency’s
dations from the federal supervisoryview, constitute “bait and switch”

Recommendations
of Other Agencies

agencies for amending the financiatactics. .
services laws or the implementing
regulations.

The OCC recommended that the Con-
gress generally review and consider
alternatives for providing useful but less
burdensome disclosures, suggesting that
the current disclosures are unnecessarily
burdensome on banks and insufficiently
beneficial to consumers.

The agency also encouraged the
Board to clarify Regulation B’s prohi-
bition against discrimination based on
national origin and issues related to
credit scoring systems; and to clarify
whether creditors may follow agency
regulations for the voluntary collection
of restricted information without violat-
ing Regulation B. The OCC also asked
for Board reconsideration of its decision
not to modify the prohibition on collect-
ing monitoring information in nonmort-
gage loans. Finally, the OCC asked the
Board to clarify the rule under Regula-
tion Z for the treatment of fees paid by a
consumer for optional services; in the
agency’s view, such fees should not be
included in the finance charge unless
expressly stated in the regulation.

The FDIC noted its 1996 testimony
on proposed amendments to the Equal
Credit Opportunity Act (implemented
by the Board’'s Regulation B), the
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