CALIFORNIA REINVESTMENT COMMITTEE

Board of Directors

Auin1 Trompaon. CRarperson
Baynpe Huriets Pord Nonpreli
Davecoman Lormpo pldn

Opriand Businges Deowdprney
Corporaton

Murme Wwhae Vics Chierpersen
adiordeni Houtng Servioes

Shasrars Zule Secrelery
Caltorreg Cosunon tor
Rurg) Houisng

e vasmron, Treseur e
Canorria Duarest iNGUbeon
Netwirk

Chanciis A-Mentout
San Farmanoc Yawy
Neghoornocd Legll Servces

Sl et
R Communay
ARPNCE COrpor ator

“amat Npag
Mg onae Eoanams Deveiooment
sl Lapw Corier

Gaud Hawtsrand
Cungumes rvor

SHReon Kt
Far Mowwng Couned o
T 5o FEMBAAS Vaiey

wary Dene
Conler lor Lommury Change

Jog e Qrraing
Coprig Eoomomic Dindanm am
C omporauon

Dun Peanman
Carorny Howsing PeANShD

Luc Rpyat
tapmners Luos! 601

Sheasn Hopers
e Wea Competr

Sieve Ronigicn
[ r Pubss inied vt L Propecs

Wanen Sear
Oexiand Commutdy Housng NG

Alan Fisher
Executiva Director

“Organaavoril STkstions
provvaded for K WCEYON Orty

June 24, 1998

Gleon E. Loney
Presiding Officer

Board of Governors
Federal Reserve System
Washington, D.C. 20551

RE: California Reinvestmnent Committee testimony for Citicorp / Travelers
Imerger.

Dear Mr. Loney,

The California Remvestment Committee regrets it cannot present this testimony in
person. We authorize the Inner City Press / Community on the Move to enter our
testimony into the record, and request your consent on this matter.

Sincerely,

i

Alan Fisher
Executive Director

474 Vaiencia Street, Suite 110, San Francisco, California 94 103

Tel: (415) 864-3880 Fax: 864-3981 reinvesi@igc.apc.org
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Testimony of the California Reinvestment Committee
RE. Citicorp / Travelers Merger

June 25, 1998

Pane! Eight

We would like 10 extend our appreciaton to the Federal Reserve for mvitmg public comment on
the Citicorp/Travelers proposed merger. | am representing the California

Reinvestment Committee (CRC) from San Francisco, California. We regret that we cannot
attend in person and with our coahinon members. who represent nearly 200 community-based

organizations around California.

For a pumber of critical reasons described below, we urgently request that the Federal Reserve
deny Travelers application to acquire Citicorp. The c¢rux of our argument rests on the records
Travlers and Citicorp have established in communities of color, and on how this merger will
adversely affect low-income communities. As you have heard or may hear in subsequent
testimony from other groups, both Travelers and Citicorp have programs supporting community
investment and charitable giving. Yet, both groups also bave poor histaries of serving peoplk of
color, and of underserving low-income communities. In addition, the announced $115 billion
dotlar CRA pledge lacks scope, size, and detail for an institution the size and scope of the
proposed Citigroup.

Citibank has one of the worst reinvestment programs for a2 major California financial instirution
The babk has a record of severely underserving Hispanics in the statc. California is at leas: 30%
Hispanic, yet only 12% of mortgage applications taken by Citibank i California tn 1995 were
from Hispanics. In 1996, that soumber plummeted to oaly 4% of mortgage applications. Over
that same period of time, the number of applications accepted from white applicants increased
nearty 10%.

For many years the bank received below satistactory ratings on its CRA performance evaluations.

Oddly enough, the CRA rating for Citibank improved in 1996 as their lending record to
Hispanics was decimated. And just when their rating began to improve, the Bank also dropped

its commitment to low-income people and began to pander to moderate- and high-tncome people.

The Bank hav systematically eliminated low-cost products, such as those Citibank competitors
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offer specifically designed to meet the needs of low-income consumers. According to Citibank
literature, the “Basic Banking Account” bas a monthly service charge of $6.50, and is only free if
you do $10,000 doRars in business with them The new EZ Checking program is a no fee
account only if you keep a balance of $1.500 dollars. Clearly, low-income account holders were
not in mind when these programs were developed.

The Citibank developed a small-business loan product which has a minimum loan requirement of
$100,000 dollars. This minimum requirement prevents most small businesses owned by people
of color or businesses that reside in low-mcome communities from qualifying. Instead, these
communities needs kans in amounts of $10,000 to $40,000.

The California Reinrvestment Comumittee has tried unsuccessfully to work with Citibank. Since
1992, Citibank has refused to adopt community reinvestment recommendations provided by The

California Reinvestment Committes.

If one looks at Travelers’ record of serving people of color, the picture is equally harrowing to
that of Citibank’s. As you may already know, there is an outstanding housing discrimination
complaint against TravelersGroup. The suit alleges that Travelers discriminates in the provision,
underwriting, and terms and conditions of homeowners insurance to homeowners and homes in
African-American and/or Latino ocighborhoods. Travelers maintains a minimum policy value of
$250,000 dollars in metropolitan Washington, D.C. This excludes more than 90% of homes
predominantly African-American and Latino neighborhoods from qualifymg for Travelers

homeowners msurance.,

In what may be an effort to right their wrongs, Travelers and Citicorp have delivered a $115
billion dollar commitment to communitics. Unfortunately, this pledge is minuscule for an
institution the size of the proposed Citigroup. The California Reinvesunent Committee has been
working with banks for 11 years to develop community remvestment goals and in all our time we
bave not had one bank measure its goals based on the bank's deposit base. Banks such as Bank
of America, Washington Mutual, Wells Fargo, as well as others, have measured their CRA goals
based on a percentage of the bank’s assets. Currently, the industry standard is 8% of assets. If
the proposed Citigroup were 1o revise its goal amount to reflect its asscts, as it should, the pledge



would peed to be increased from $115 billioa to $560 billion, nearly 2 500% increase.

But more important than the size of the commitment. is how the commitment will impact
communites. This commitrnent provides zero assurance that it will bepefit low-mcome people
because the commitment lacks details on how programs will be developed and delivered. For
example, the proposed Citigroup pledges to “‘expand the availability of commercial and
homeowners insurance coverage to low and moderate income customers.” yet does not describe
any details on how this program will be developed and delivered. Considering Citibank’s and
Traveler's histories of underserving communities of color, we are not convinced that this pledge
is backed up by a clear enderstanding of the needs of low-income areas and communitics of
color, nor a concrete commitment that the proposed Citigroup will indeed serve these chronically

underserved commumnities.

It is also discouraging that over half of the commitment, or $59 billion dollars, is committed to
consumer credit which includes student loans, credit cards, and other consumer loans. Loans,
such as those for students, are not usually included or appropriate in CRA commitments. In
addition, there is no language in the commitment that say these products will be priced for low-

Ncome consumers.

Asidc from the egregions CRA record of both lending institutions and the apparent lack of
commitment to CRA in the proposed institution, this merger raises serious concerns regarding
safe and sound banking practices and unfair competition.

Federal deposit insurance, normally reserved just for banks, does not protect insurance activities.
There are no protections that shicld deposits should the insurance affiliate in Citigroup encounter
problems. In our opinion, depositors are exposed to undue risk if Bank's deposits are used to
belp a failing insurance affiliate.

The merged institutions would create unfair‘oompctir.ion. No other financial mstitutions are
allowed to combine banking and insurance at the leve! that Travelers and Citicorp proposed to
do. Approving the merges would give the proposed Citigroup unfayr market advantage. It is also
our understanding that Travelers is requesting to account for the merger as a “pooling of
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interest.” Using this form of accounting method makes the new institution appear financially
stronger than it really is, thereby wrongfully attracting investors.

The CRC and its 190 member organizations strongly recommend that the Federal Reserve deny
Travelers application to acquire Citicorp. The mergmg institutions have extremely inadequate

records serving communities of color and the 1998 CRA picdge is a hollow and meager offering.

The merger creates unfair competition, and is, at this time, not in the long-term interest of the
law. It is an unsafe merger, and one that shows no concrete promise (0 serve the communities
where it does business.
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To whom 1t may concern at the Federal Reserve:

I authorize Matthew Lee of Inner City Press, or whomever he designates,
to read the foliowing comments during my scheduled appearance at the
Citicorp Trav elers merger hearings on Thursday, May 25 in New York
City on my behalf as a representative of the Wisconsin Rural Development
Center. Matthew Lee s also authorized to answer any questions that may
anse regarding these comments.

I would have preferred to make these comments myself, but unfortunately
the Federal Reserve has not agreed to use readily available technologies to
allow tesumony from people who can not afford to travel to New York.

Sincerely,

Hubert J. Van Tol
Banking Issues Consultant
Wisconsin Rural Development Center

Wisconsin Rural Development Center testimony to the rederal Reserve on
the CitiCorp Travelers mergers.

June 25, 1998
New York City

My name is ---------—- . Hubert Van Tol of Sparta, Wisconsin, has
asked me to present these comments today on behalf of the Wisconsin Rural
Development Center. Mr. Van Tol also serves as a board member of the
National Community Reinvestment Coalition and 1s a co-chair of NCRC''s
Legsslative ‘Regulatory committee.

Thank you for the opportunity to testify today. We would have
preferred the opportunity to testify in a location more convenient to our
membership, but we nonetheless bring this message to you from our
members. Don’t aliow this illegal merger to take place!

Wisconsin Rural Development Center has been assessing the credit
needs of our communities and working with the banks of Wisconsin for the
past five vears. WRDC is a member of the National Community
Reinvestment Coalition and we endorse NCRC's position on this merger as
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it has been communicated to the Federal Reserve in wnting. Our members
know' that the consolidation in the banking industry has not provided them
with benefits that are worth the increased fees. They doubt that further
consolidation across the whole range of financial services will bring them
any more benefits than banking consolidation has.

Our members are primanly from rural and small town Wisconsin.
They are the people who work hard, play by the rules, and often find the
deck stacked against them. Even if they could do so, our members would
never dream of making an application to the Federal Reserve for the
privilege of breaking the law. They don’t think that way, and even if they
did, they would have no hope of succeeding. When they hear the details of
what Citicorp and Travelers are proposing to do with this merger they just
shake their heads. They know why government regulators are so willing to
bend and break the law on behalf of powerful corporations, but they
wonder if our democracy really has to be that way.

The Bank Holding Company Act makes very clear that any bank
holding company acquiring another company, which is engaged in activities
which are impermissible for a bank, has two years to divest themselves of
those impermissible activities. The Federal Reserve has ruled very
explicitly in previous cases that during the two year waiver period the
acquiring institution may not engage in cross-marketing and cross-selling
be*  en the bar-x and the business in question. The two vear waiver penod
is granted 1n the law solely for the purpose of providing a reasonable
length of time for the bank holding company to divest itself of the
impermissible businesses, without having a fire sale. The three additional
one vear waivers were only intended for use in cases in which the bank
holding company had made a good faith effort to divest itself during the
two vear period, but was unable to do so.

With this application Citicorp and Travelers are throwing the law,
Federal Reserve precedent, and common sense out the window. They seek
what they believe should be an automatic two year waiver, not so they wifl
have time to divest their insurance underwnting business, but so they will
have time to integrate the different businesses while convincing Congress to
change the law. They present their application with the assumption that
they are automatically entitied 1o a two year waiver -- and it seems the
additional three one-year waivers as well—-even though they have no
intention of divesting their insurance underwriting business. They have
made it very clear that they intend to use the two year penod to build and
develop their insurance business by cross marketing and cross selling
between the banking and insurance sides of the business. They are rubbing
our faces in their blatant disregard for current banking law.

It is clear that the Citicorp and Travelers want Congress to pass a
financial modernuzation till; it is also clear that the Federal Reserve wants
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Congress to pass a financial modemization bill; but such a bill has not
passed and in fact may not pass in the next two vears. The responsibility of
the Federal Reserve is to enforce the laws and regulations as they are
written, not as particular Federal Reserve officials or arrogant corporate
leaders may wish they were wnitten.

While we agree that the CiticorpTravelers CRA pledge, with nearly
half of its dollars in credit card lending, is a bogus pledge, we are not
raising community remnvestment issues or convenlence and needs questions
at this hearing. Any question of the adequacy of Citicorp’s CRA record and
the future CRA commitments of the merged entity 1s overshadowed by the
legal questions raised by this proposed merger. If corporations like
Citicorp and Travelers are allowed to ride rough shod over the law 1n this
way it will mean that virtually everything about our democracy 1s up for
sale.

We ask the Federal Reserve to do the nght thing; deny this
applicaton and tell Citicorp and Travelers that if they wish to change the
law, thev are entitled to do that in the same way that evervbody else in this
country is; by petitioming Congress to change the law. But unul that ume
they must play by the rules; just as our members do.

Thank you very much.

L.l



TESTIMONY ON CITICORP/TRAVELERS INSURANCE MERGER
Phyllis Salowe-Kaye, Executive Director
New Jersey Citizen Action

New Jersey Citizen Action, and the New Jersey Affordable Housing Network, emphatically
opposes a merger of Citicorp with Travelers Insurance Group. We do so for the following
reasons:

1) The merger is illegal under current law;

2) There is an issue of safety and soundness;

3) Citibank comes into this merger with a less than impressive record of service to low- moderate
income communities in New Jersey, and

4) Travelers Insurance activities are not regulated under the requirements of the Community
Reinvestment Act, a situation which is a threat to all low- moderate income residents of New
Jersey.

Speaking to the first point, it almost seems silly to be addressing the illegality of this merger under
current law when we all know that changing the law is what this is all about. Both entities have
been lobbying Congress to pass The Financial Services Act of 1998 that would (PRESTO) make
this all legal. But until that happens, this merger is premature and dangerous. (Afterwards, it will
only be dangerous.) While Citigroup claims that the merger is legal so long as the new entity
divests itself of Travelers underwriting business within two years, in their May 4th press release,
thereis n  ~ntion of su. h divestiture and no good faith attempt to share a plan for how this
might happen. We don't believe they've given it a thought. Clearly, they expect to have one foot
out of the gate when the legislation that they have lobbied for so heavily is finally passed. Why
should the Federal Reserve give them that advantage?

On the second point, this merger brings up the issue of safety and soundness. no-one seems to
know what this sewn together entity will look like or how it will behave once it has been created.
It could be a monster. Godzilla is a fabrication. This one is real, and once it is set in motion with
no rules to govern half of its limbs and part of its brain, it will be too late. This has the potential
for exposing taxpayers to another situation like the S&L bailout. We oppose mixing insurance,
banking and securities until there is a complete investigation of how to preserve financial safety
and soundness in the context of unlimited cross-industry ownership. As a result of this merger,
Citigroup could become dangerously exposed to sudden crises, either of their own making or due
to events beyond their contro! that can wipe out assets. The Citigroup merger is being hailed by
them as creating a diversified conglomerate offering an array of banking, insurance and securities
products to 100 million customers in over 100 countries. Instead of diluting risk, Citigroup may
actually overextend themselves and pursue even riskier loans and investments in an effort to grab
market share and profits. This has been known to happen. Remember, Citicorp received constant
oversight by the Federal Reserve Board and the OCC when it overextended itself in developing
countries in the 1980s. This merger could create "companies too big to (be allowed to?) fail,"
which in times of trouble would mean costly government bailouts in order to prevent economic
catastrophe. We do remember the S&L bailout. We'll never forget who paid for it.



In an event beyond their control, would some future emergency require huge policy payouts
forcing Citigroup to draw down the resources of federally insured Citibank in order to bail out
Travelers? Without protections would this leave the depository institution in precarious financial
condition? Clearly, this particular $700 billion combination of banking, insurance and securities
threatens the safety and soundness of this country’s financial system.

The third issue, the poor quality of Citibank's service to low- moderate- income communities is a
matter of record. While they claim some improvements over the last year, their 1996 New Jersey
data is abysmal. Loans by Citicorp to African-Americans were denied 2.4 times more than
Whites, a number far higher than the national denial rate of all banks. The record shows that this
bank has clearly underserved a significant portion of minority and low and moderate income
people and neighborhoods in New Jersey. They trail their peers in all categories we analyzed with
the exception of having the same denial rates to Hispanics as all lenders. Citibank has made a
lower percentage of its loans to African-Americans, Hispanics, potential borrowers in minority
census tracts, low/moderate income households and low/moderate census tracts than all lenders as
a group. They need to do better.

Although Citigroup has pledged $115 billion to lending and investing in low- moderate income
communities and small business, it is difficult to project from that pledge how much of that money
will actually find its way to low- moderate- income people in New Jersey when they include under
"lending", student loans, credit cards and other types of consumer loans. Furthermore, the
location of bank branches will become irrelevant criteria for determining service to urban areas
and low- moderate-income residents if cross-marketing bank loans to policyholders becomes the
primary means of marketing loans in New Jersey. And we are talking about a bank that strives for
fully automated branches ... truly "people-less facilities.”

Enter Travelers, and issue # 4.

Citizen Action and the Affordable Housing Network have held some promising meetings with
Citibank about how they can better meet the needs of New Jersey, but nothing has been finalized
yet and our recent discussions have only emphasized the lack of clarity regarding the intentions of
their bride-to-be, Travelers Insurance Company.

Travelers is a real Neanderthal when it comes to recognizing and understanding their
responsibilities to the low- and moderate income communities of New Jersey. Here's an example.
Questioned about a Fair Housing Act complaint filed against Travelers last year which accused
them of not insuring homes valued at less than $250,000, the answer of the attorney for First
Trenton Indemnity, their property-casualty insurer in New Jersey was that actually, in New Jersey,
they are most successful in marketing to homes of a lower value ..... somewhere between
$200,000 and $225,000. That should make aspiring homeowners in Newark, Trenton and
Camden breathe easier.

But that's not the worst of it. We still can't get any written answers about the size or composition
of Traveler's property and casualty business in New Jersey and we have received conflicting
information about Travelers from their own legal departments and well-meaning but

2



unknowlegable members of Citibank's staff. On a Tuesday, we are told that New Jersey was one
of the top ten markets for Travelers Property and Casualty and that they write lots of
homeowners policies in New Jersey. On the following Monday we got a call telling us that almost
all the wonderful things that were announced in the Citigroup Press Release won't be done in New
Jersey because such an insignificant number of homeowners policies has been written by
Travelers. Two days later, Citicorp tells me that Travelers market share is 4.9% and yesterday,
the New Jersey Department of Banking and Insurance told me that Trenton Indemnity is the 6th
largest insurer of homeowners in the state. Not great, but certainly not chump change. Am I
missing something here?

Vague press releases with huge mega-pledges are useless if they are not accompanied by specific
monetary and geographic commitments for products and programs that are developed with the
input of the people who most affected by the merger ... and I don't mean the stockholders.
Citigroup must sit down and discuss community reinvestment plans with community groups all
over the country. The Citicorp/Travelers commitment makes no reference to particular
geographic areas where they expect to make loans and investments. I hardly think this
information will be more forthcoming when they are safely protected by a change in Federal rules
about mergers unless full disclosure is required.

In their press release, Citigroup makes the following pledge: to be (and I quote) "fair and

transparent in dealing with our customers and their communities, so we earn their trust and
support.” In light of the above lack of clarity and candor regarding the nature of Travelers
current business in New Jersey, or its future commitment, or again, its plan to divest itself of
underwriting business under the current law, I would say that "transparent" is light years away.
They haven't made it yet out of "opaque” and into “translucent.” The only thing that is
transparent here is their clumsiness in trying to avoid making a clear commitment at all.

This merger must be stopped.
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James Michener, Esq.
June 10, 1998
Page Two

Thank you for your cooperation.

Phyllis Salowe-Kaye
Executive Director

PSK/dem

cc:  The Honorable Elizabeth Randall, Commissioner
NJ Department of Banking and Insurance
Cynthia Codella, Deputy Commissioner for Insurance, DBI
Gail Simon, Chief of Division of Life and Health, DBI
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Delaware Community Reinvestment Action

Council, Inc.

601 N. Church Street, Wilmington, DE 19801
Telephone: 302- 654-5024 Fax: 302- 654-5046

Testimony by Rashmi Rangan, executive director,
Delaware Community Reinvestment Action Council, Inc.
Before the Federal Reserve System, New York
June 25, 1998

My name is Rashmi Rangan. Iam the executive director of the Delaware Community Reinvestment Action
Coyncil, Inc. (“DCRAC™)—an eleven year old non-profit citizens” advocacy organization whose mission is
“to ensure equal access to credit and capital for the under served populations and communities throughout
Delaware.” [ am also a Board member of the National Conmmunity Reinvestment Coalition and a member
of Inner City Press/Community on the Move.

Without taking away the important role that groups who have and will testify in favor of this merger
application play and the support they enjoy from the banking community, we are the “Community”
Reinvestment experts. We assess a bank’s performance as a whole, inclusive of its affiliates and
subsidiaries and in every geography the bank is chartered to do business. We assess local, regional, and
national impact of 2 bank merger on our community.

We are opposed to the merger of Travelers Group and Citicorp. 1 will speak on a number of adverse
15SUES.

The announced merger is an illegal proposal under the federal Bank Holding Company Act (“BHC Act™)
and the intent thereof, and even under the Federal Reserve Board's (“FRB’s”) own prior precedents and
regulations. The BHC Act prohibits a BHC from owning insurance underwriting or agency operations; the
BHC Act was enacted precisely to prohibit combinations like Travelers - Citicorp. Even Travelers states
that, under current law, it would have to divest its insurance underwriting operations. The ex-Chairman of
the Federal Reserve Board (“FRB”) Paul Volcker says, “I find it hard to believe the law permits the
combination. Glass Steagall is still here.” There are substantial arguments that Travelers should be
required to divest insurance operations prior to any consummation of this proposal. Underwriting Life and
Property & Casualty Insurance has been found by the Federal Reserve Board to NOT BE CLOSELY
refated to banking.

The announced merger is an unethical proposal. Back in 1956, when the BHCA was enacted, the two
year waivers granted to the Bank Holding Companies (“BHC”) caught off-guard, to come into compliance
(with separating insurance and banking), made perfect sense. Forty two years later, to expect these two-
year waivers (particularly in hopes that lobbying efforts would crumble these fire walls) is tantamount to
extortion.

Of much concern to us is the fact that discussions between the applicants and the Federal Reserve System
prior to the merger announcement make a mockery of today’s and tomorrow’s proceedings. The following
are a few quotes, citation in the detailed testimony that has been submitted along with relevant exhibits, that
gIVE us grave concem.

Our mission is “to ensure equal access to credit and capital
for the under served populations arid communities throughout Delaware
through Education, Advocacy, and Legislation”



Citicorp CEO Mr. Reed “[there were enough discussions [with Fed officials] for us to know that there
wasn'’t a legal problem,” [Tjhere are all indications that [the merger] will be looked at favorably.” “Top
officials with the two companies said they discussed the deal before Monday’s announcement with Fed
Chairman Alan Greenspan... The executives characterized conversations with Greenspan... as
supportive..” “Appearing at the same news conference, Citicorp head John Reed said executives from
both firms had spent the last four weeks “making sure with the regulatory authorties that it was possible.”

At a public hearing before the Delaware Department of Insurance, Mr. Matthew Lee of ICP, presented his

arguments and cross-examined witnesses concerning

1. any assurances the Federal Reserve System (the “FRS”) may have given Travelers that the FRS
will allow the retention and mtegration of Travelers insurance underwriting operations, and
cross-selling and data sharing with Citicorp’s banking operations, and

2. whether Travelers has made any financial projections regarding its condition if it is required to
divest its insurance underwriting activitics, and/or is not allowed to cross-sell or share data with

Citicorp’s banking operations.

No legitimate assessment of the prospective financial condition of the Applicant is possible without

exploring at least

1. the likelihood that the Applicant will be able to retain its insurance underwriting operations, and to
integrate cross-market with Citicorp’s banking operations, and

2. the implications, including financial implications, if the Applicant subsequently, as required by
current law, divests its insurance underwriting operations.

Under cath, the Travelers witness claimed that Travelers has NOT made any such financial projection, and
stated that he was aware of a telephone conversation between Travelers’ counsel and the general counsel of
the FRS between the March 30 and March 31 letters, and that it had been conveyed to him that all that the
FRS’ general counsel had said in this conversation was, “Thank you for the letter.” Contradicting this
testimony is an article in the American Banker, May 29, 1998, “{djuring that call, Mr. Mattingly said he
told the lawyers that cross-selling plans should not interfere with the divestiture requirement or give the
company an unfair competitive advantage.”

The fact that lobbying efforts will be stepped up to ensure that Glass Steagall Act is repealed brings to the
forefront our concerns regarding the ethics of the management of the proposed Citigroup.

To write to Mr. Mattingly, of the Feds, stating that the clients (Travelers’), “are comfortable proceeding
with the transaction provided vou are not uncomfortable with the type of practices outlined above™ and to
add “ask that vou advise us if you disagree with the approach and analysis we have outlined in this letter”
is playing games with the community and calls into question the ethical standards of the management.
Tellingly, it reflects on the Federal Reserve Board as well. It is rather apparent from the March 30/31
letters to the Feds, that a tacit approval to use a common brand name for all products, price breaks for
packaged deals, share customer data base., and provide one statement, has been granted. Implied in the
communication is the fact that unless these activities are permitted, the merger will not be announced.

Even if Travelers were allowed two years to divest, the Application is informationally incomplete in that it
does not provide any projections or information regarding the prospective impact of such divestiture on the
financial strength of the proposed Citigroup. The Application should be dismissed as mformationally
incomplete.



The proposed merger is an expensive “bet”. We have been led to believe in the doctrine of “too big to
fail”—look at Japan. Tax payers will be stuck with bailing out these giants, should they fail. The
surviving banks will be stuck with hefty premiums. Does any one remember the S&L cnisis? Most mega-
bank mergers today tout the advantages of electronic banking and technology. Can you imagine, within
this environment, the impact on safety and soundness, when with one stroke on the key board you can move
your deposits. Particularly, when the entity which is a large insurer of properties in a geography struck by
natural catastrophes happens to also be your bank! What about the implied subsidy—FDIC insurance.

This propesal raises concerns with Communities’ convenience and needs. This merger cannot and wll
not be convenient for, nor is it needed by, our communities.

Travelers’ current subsidiaries have a troubled record of consumer compliance, as evidenced by lack of
compliance with the Home Mortgage Disclosure Act (“HMDA"}, predatory and allegedly discriminatory
practices, as stated by Ms. Mary Harris of Dover, Delaware.

Travelers Group symbolizes communities” anti-trust.

We do not trust Primerica Financial Service agents in our communities.
We do not trust Commercial Credit loan officers in our communities.
We do not trust Property Casualty Insurance insuring our communities.
We do not trust Travelers Group, in our communities.

Travelers Group has insurance underwriting policies that have a disparate and discnminatory impact on
the minority community seeking insurance policies.

Travelers Group’s Commercial Credit violates fair lending and consumer disclosure laws.

Travelers Group’s Primerica targets minority and low-and moderate-incor  'milies for ex.ensive,
predatory, and self-serving lending, investing, and insurance sales.

Citicorp’s subsidiaries have a disparate record of lending in Delaware. The Applicant’s non-binding,
non-specific lending pledge is more than half credit card lending (which other banks have not included in
their pledges), and has no specific commitment to Delaware.

Citicorp and its banks, which are subject to the Community Reinvestment Act (“CRA”) have in recent
vears abandoned low and moderate income (“LMI”) neighborhoods, and communities of color. This is
reflected by Citicorp’s massive branch closings and downgrades, by Citicorp’s automatic teller machines
(“ATM"), electronic banking and fee policies, and by Citicorp’s lending record, which disproportionately
excludes and denies African Americans and Hispanics and applicants in LMI census tracts.

The proposed combined company would be worse than its constituent parts:

I. Citigroup would disproportionately exclude LMI neighborhoods and communities of color from
Citicorp’s normal interest rate, high technology products and services, while
2. Citgroup would target these communities with Primerica’s and Commercial Credit’s misleading,

overpriced loans and insurance.

CRA Pledge
Given our experience with mega-pledges with no geographic specificity, we remain unimpressed.

This Application should be denied.
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1. DCRAC MISSION

Our mission is "to ensure equal access to credit and capital for the under served

populations and communities throughout Delaware through Education, Advocacy,
and Legislation".

In order to accomplish our mission we shall::

*  Ensure that all Delawareans are aware of their rights and responsibilities under
the Community Reinvestment Act and other fair lending laws, and

*  Ensure that Delaware lending institutions meet their communities' entire
banking, credit, and capital needs.

The under served communities are:
« Low and moderate income,

e  Minority, and

e Distressed neighborhoods




2. DCRAC PURPOSE

EDUCATION ADVOCACY LEGISLATION
Educating our constituency on the | Advocating on Oversight of public
availability and desirability of behalf of the under | policy and legislative

community reinvestment, and
community, economic, and housing
development activity.

Qur constituency ts made up of:

 low and moderate income
families and locations and
minority community

¢ lending community and other
private sector

* regulatory community and
other public sector

« non profit organizations

served populations
and communities
throughout
Delaware to the
public and private
sector communities.

changes which impact
Delaware's

under served
populations and
communities by
monitoring impending
legislation, analyzing
impact, disseminating
information and
reacting.




3. DCRAC PROGRAMS

EDUCATION ADVOCACY

EDUCATION OUTREACH BANK MONITORING NEEDS ASSESSMENT
Grass roots Grass roots Bank analysis Survey

e  Workshops *  Marketing Public Perception |*  Public

. One-on-One

«  Special events

»  Non-profit

Counseling o  Public Files
Larger Larger Data analysis Task Force
Constituency Constituency « Housing e Housing
o Conferences |e  Marketing *  Small Business e  Small
» Publications |[e  Special Events Business




4. DCRACFACT SHEET

NAME Delaware Community Reinvestment Action Council, Inc.
ADDRESS 601 North Church Street, Wilmington, DE 19801
COMMUNICATION TELEPHONE: (302) 654-5024  FACSIMILE: (302) 654-5046
EXECUTIVE DIRECTOR Rashmi Rangan E-MAIL: rashmi{@bellatlantic.net

# BOARD MEMBERS Currently, Eleven

AVERAGE ATTENDANCE 60%

# REGULAR MEETINGS Four

# EXECUTIVE COMMITTEE Five

AVERAGE ATTENDANCE 75%

# REGULAR MEETINGS Twelve

IRS DESIGNATION 501 (¢)3

FEDERALID. # 51-0329119

INCORPORATION Delaware, March 31, 1988

GEOGRAPHY SERVED State of Delaware

TYPE OF SERVICE Policy, research, advocacy, education.

TARGET POPULATION Lower Income families, minority communities, and targeted census tracts,

throughout the state of Delaware.
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S.  ORGANIZATIONAL STRUCTURE

BOARD OF DIRECTORS Sets Policy; Financial & Project oversight; Serves as Support Resource; Hires
Executive Director .
EXECUTIVE COMMITTEE | Designated to act on behalf of the Board .
EXECUTIVE DIRECTOR . Overall Internat and external organizational growth
. Internal and External communication
. Public Relations
. Financial Management (financial analysis & grant and proposal writing;
Fiscal management & accounting; employee benefits; IRS guidelines; etc.)
. Program management (development, proposals, management, monitoring,
implementation, evaluation, etc.)
. Project management (design, development & implementation)
. Research

. Building partnerships and networks




6. CURRENT BOARD MEMBERS

Sharon Caulk Through PSA Credit Union provides an alternative to access to credit and capital.
Walter Clark Provides understanding of legal ramifications of social injustice.
Barry Davis Provides financial, board development, & crisis management skills.

B. Durosomo

Understands impacts of Public Policy, Leader in the Nigerian community.

Juana Fuentes

Can use the Human Relations Commission's authority to enforce the laws.

Waldron Giles Well known and respected in the Small business community.

Vandell Hampton Represents rural community’s concerns.

Vanessa McCleary | Can rally the housing counselors to share predatory lending information with their clients.
Joe Myer Leéder in the non-profit community serving housing production and consumption.

Dolores Solberg

Represents the needs of Kent and New Castle County citizens.

Dorothy Taylor

Herself a victim of predatory lending, supports this campaign.

Robert Watson, Jr.

Well respected in the grass roots, Realtor, religious, and legislative community

Bruce Wright

DCRAC's outreach person in the lower income communities of Sussex County.
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7.  EXECUTIVE DIRECTOR RESUME

DCRAC Related Experience

Manage DCRAC programs, internal and external organizational growth, fiscat stability; develop relationships with
the public sector, the private sector, the non-profit sector; Challenge, testify, take legal recourse in response to
merger applications by banks; Prepare educational and informational materials; Provide technical and resource
support to the Board of Directors and non-profit organizations; Manage media and commumty relations; Serve as
a point of contact for all Community Reinvestment Act and Delaware banking related inquiries.

Past Experience
Housing Counselor, NCALL Research, Inc. (October 1993 to December 1994)
Research Associate, DCRAC (September 1990 to September 1992)

Education

M.A. Urban Affairs and Public Policy, University of Delaware (1993) Major: Energy and Urban Policy.

M.A. Unmversity of Lucknow, India (1983) Major: English Literature.

B.S. University of Lucknow, India (1979) Major: Chemistry, Zoology, and Botany.
Yol \ctivi

A seat on the Board of Directors of the National Community Reinvestment Coalition

A one year term as a Community Advisory Board member on The News Joumnal's Editorial Board
A seat on the Board of Directors of the Peoples Settlement Association Federal Credit Union
Active member on several housing issues and small business issues groups in Delaware

Recognition/Awards
Community Reinvestment Award of Excellence

presented by the National Community Reinvestment Coalition, 1998
Minority Small Business Advocate of the Year

Presented by the U.S. Small Business Administration, 1997




8. DCRACHISTORY

ORGANIZATIONAL BEGINNINGS In 1987, then State Representative Jim Sills (now Mayor, Wilmington) also
a professor at the College of Urban Affairs and Public Policy at the University of Delaware, enlisted two Ph. D.
students to research "redlining" practices of Delaware's full-service banking institutions. These studies
documented discriminatory lending and hiring practices and gave DCRAC the leverage to challenge
reorganizational plans of several banks. As a result, Delaware Trust Company, Bank of Delaware, and
Wilmington Savings Fund Society signed a five year contractual agreement with DCRAC.

PEOPLE INVOLVED Dr. James H. Sills, Jr. founded the organization in 1987. After Dr. Sills' historic clection as
the first African-American Mayor of the City of Wilmington, Mr. Keith Booker took over the reigns in 1992 and
served four years as its chair. Mr. Jamal Mubdi-Bey served as Vice-Chair from 1988 through 1995. Various
Board members from the community over the years actively participated in the organization. Students and Staff of
the College of Urban Affairs and Public Policy, University of Delaware provided research and management
support. Board member Dolores Solberg who took leave of absence to serve as acting Director.

CONTRIBUTION TO THE DELAWARE COMMUNITY Housing Counscling programs were introduced
statewide. Secondary Mortgage Assistance programs were developed. Several smaller lending institutions agreed

to voluntarily comply with CRA and to make deposit account investments in the Peoples Settlement Association
Federal Credit Union.

PAST FUNDING provided by Allen Hilles Foundation; Speer Trust Commission; FCC National Bank; Gannet
Foundation; Delaware Housing Coalition; Delaware State Housing Authority; Housing Capacity Building
Program; City of Wilmington; Wilmington City Council; Wilmington Savings Fund Society;, Grant-in-Aid; New
Castle County Council; and Sponsors of “Celebrate CRA” event.
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PAST EXPERIENCE AND ACCOMPLISHMENTS

EDUCATION ADVOCACY LEGISLATION

Quarterly newsletters Bank analysis of over 20 local banks. | Constantly responding to new

(Ten thus far) legislation introduced in the House and
the Senate.

Workshops Data analysis of home lending since Shared concerns with the larger

{(over 40 attended by more than 150
families)

1990.

community on Bank Modernization
Act through newsletters and other
media.

Conferences
(panelist on over 10 local, regional and
national conferences)

Challenged several CRA bank mergers
and the policies of the Federal Reserve
Board.

Actively involved in strategic planning
conducted by Center for Community
Change to respond to the bank
modernization act.

CRA training
(Community groups in Dayton- Ohio,
NCRC, and NCALL Research staff)

Negotiated four CRA commitments

Addressed concerns with finger-
printing requirement by banks to open
accounts.

Built a strong network of professionals
in the CRA, Housing, Small Business
field locally, regionally, and
nationally.

Established Housing Counseling
profession.

Addressed concerns with predatory
lending and “gag orders” in CRA
challenges.

Director wrote columns in the News
Journal.

Initiated the implementation of
secondary mortgage assistance
programs.

Addressed concerns with "credit
scoring” and its repercussions on the
community.
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10. DCRAC BUDGET FISCAL YEAR 1998-99

Expense Category Education Advocacy Legislation TOTAL
(incidental)

Wages & Benefits 24,485.00 24,485.00 0.00 48,970.00
Postage & Telephone 1,800.00 1,800.00 0.00 3,600.00
Supplies & Equipment 2,400.00 2,400.00 0.00 4,800.00
Membership & Subscription | 875.00 875.00 0.00 1,750.00
Organizational' 1,920.00 1,920.00 0.00 3,840.00
Publication & printing 3,000.00 3.000.00 0.00 6,000.00
Rent 1,200.00 1,200.00 0.00 2,400.00
Travel & Training 900.00 900.00 0.00 1,800.00
Events 5,000.00 5,000.00 0.00 10,000.00
Miscellaneous 990.00 620.00 0.00 1,610.00
TOTAL 42,570.00 42,200.00 0.00 84,770.00
Revenue Category

Grants 26,750.00 26,750.00 0.00 53,500.00
Contracts and fees 11,270.00 0.00 0.00 11,270.00
Fund raiser 4,550.00 15,450.00 0.00 20,000.00
Total 42 570.00 42,200.00 0.00 84,770.00

Includes audit, fees, insurance, etc.




April 18, 1998
New York Times

ESSAY / By WILLIAM SAFIRE
Don't Bank On It

WASHINGTON -- "Mere size is no sin," William Howard
Taft is supposed to have said, refuting the
trustbusting philosophy of his predecessor, Theodore
Roosevelt. (At the time of the apocryphal remark, Taft
weighed 300 pounds.)

When a big bank on the West Coast decides to merge with
a big East Coast bank, that doesn't bother me. All the
stuff about synergies and cost-saving layoffs and global
reach will be meaningless soon enough; future banking
will be done on the Internet, every home a branch, and
today's giants will be undercut by speedy cyberbankers
unencumbered by overhead.

Far more troubling is the kind of marriage proposed by
Citibank and the Travelers Group of insurance companies
and stock brokerage. That would require changing the law

- that keeps banks -- where individual deposits are
insured up to $100,000 by the Federal Government --
separate from other enterprises.

With remarkable chutzpah, these companies have’ embarked
on a course that blithely assumes that change in law.

They think they can count on Republicans in Congress who
say that the 1933 Glass-Steagall Act is a Depression-era
relic. Fears that a market collapse could affect banks
are old hat, these descendants of Dr. Pangloss insist.
Break down the fire wall and let the Federal Reserve
keep a benign eye on everything financial; we don't even
have to fear fear itself.

Not so fast. Suppose the Big Quake afflicts California.
Or maybe a Category 5 hurricane, which comes every
decade or so, rips along the expensive expanses of a
place like Long Island. That would put a lot of pressure
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on even the most reinsured insurance company.

If you heard such news, and you could switch your money
out of the bank affiliated with that insurer with a
keyboard stroke, wouldn't you be inclined to play it
safe? And wouldn't that Internetted panic cause a run on

the superbank?

That's being alarmist, of course. Such disasters are
just as unlikely as a market crash (which we all assure
each other can never happen again). But before the cash
cow of Chase Manhattan starts making cow-eyes at the
thundering herd of bulls of Merrill Lynch, Congress had
better take a close look at the downside of upsizing

across the old boundaries.

1. No private enterprise should be allowed to think of
itself as "too big to fail." Federal deposit insurance,
protecting a bank's depositors, should not become a
subsidy protecting the risks taken by non-banking
affiliates. If a huge "group" runs into trouble, it

should take the bank down with it; no taxpayer bailouts
should allow executives or stockholders to relax.

2. What about privacy? Our bank already knows the
details of our buying habits. Won't the affiliated
stockbroker and insurance salesman have access to the
superbank's records? Do we want a bank that handies our
credit cards to be calling us at dinner time as a
financial-service telemarketer?

3. Let's not be in such a big rush to knock down
barriers. The Government's biggest financial mistake of
the past generation was to raise deposit insurance to
$100,000 while allowing housing S.& L.'s to plunge into
commercial lending. That all but removed the element of
risk from foolish or corrupt loans and helped bring on
the S.& L. debacle. Good fences make good banks.

4. Beware the slippery slope to crony capitalism. Paul
Volcker, former Fed chairman, is less troubled than | am
about an amalgam of financial services, provided the Fed
is the supervisor. “But there is an Anglo-Saxon
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tradition separating banking and commerce," he says.
“I'd continue to draw the line between finance and
business."

There's the rub. If commercial banks invade mutual
funds, stock brokerage, investment banking, insurance
sales and the like -- or get invaded by them -- that
"finance" is likely to spill over into "commerce and
industry." That's the seamlessly interconnected
philosophy. And that's the path of Japanese keiretsu,
the cozy network of insider financial dealings that
crushes competition and breeds inefficiency.

"Mere size" can be a virtue when it reduces prices. But
the fewer the competitors, the more collusive the
pricing.

Our financial institutions can go global without going
gaga.

I've never knocked greed, but this spread-eagled
"universality” is getting out of hand. Let bankers be
bankers.
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Delaware Community Reinvestment Action

Council, Inc.

601 N. Church Street, Wilmington, DE 19801
Telephone: 302- 654-5024 Fax: 302- 654-5046

Testimony by Rashmi Rangan, Executive Director, Delaware Community Reinvestment Action
Counail, Inc. (DCRAC)
Before the Delaware State Bank Commissioner at the Public Hearing
in the matter Travelers Group’s Proposed Acquisition of Citibank Delaware and its Subsidiaries
June 23, 1998

Good moming. My name is Rashmi Rangan. Today, I speak on behalf of DCRAC (of which 1 am
executive director), Inner City Press/Community on the Move (“ICP”) of which I am a member, and on
behalf of myself as a consumer of banking services and as a tax paying citizen.

We are here to strongly urge you to:

i deny this application

2. ask you to request further information on this application

3. ask that you send a representative to the public meeting the FRB has scheduled, for June 25 and
26, 1998, in New York City, and

4. Ask that you defer ruling on this Application until the issues of the legality of the overall
combination have been resolved.

I will speak on a number of adverse issues, which are hereby entered into the record before the
Commissioner.

We are opposed to the merger of Travelers Group and Citicorp. Since we are opposed to the merger as a
whole, it goes without saying that we are opposed to mesgers of parts. This merger does not serve the
convenience and needs of our communities. The legislative environment within which the merger is
announced raise ethical concems. Finally, we are concerned with the issues of financial safety and
soundness of the proposed Citigroup and the impact of these concerns on the larger community.

The announced merger is an illegal proposal.

The ex-Chairman of the Federal Reserve Board (“FRB”) Paul Volcker has publicly questioned whether
Travelers can legally acquire Citicorp and its subsidiaries (including Citicorp Assurance Co.). “Vol[c]ker
Rips Big Banking Merger, (Juestions legality of Citicorp deal”, American City Business Journals, Inc.,
June 1, 1998, which reports: © I find it hard to believe the law permits the combination. Glass Steagali is
still here.” said Vol[c]ker, who led the country in its successful fight against runaway inflation during the
1980s...°

Most fundamentally, the larger proposed acquisition (of Citicorp, Inc., Citibank Delaware’s parent, by the
Travelers Group) of which this Application is a part would be an ILLEGAL combination, under the federal
Bank Holding Company Act (“BHC Act™) and the intent thereof, and even under the Federal Reserve
Board’s (“FRB’s”) own prior precedents and regulations. Even Travelers states that, under current law, it
would have to divest its insurance underwriting operations. We are glad to note that Governor Meyer, in
his testimony before House Banking Committee, agrees that these “activities would have to be divested

Our mission is “to ensure equal access to credit and capital
for the under served populations and communities throughout Delaware
through Education, Advocacy, and Legislation”
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under current law.” There are substantial arguments that Travelers should be required to divest these
operations prior to any consummation of this proposal.

The BHC Act prohibits a BHC from owning insurance underwriting or agency operations; the BHC Act
was enacted precisely to prohibit combinations like Travelers - Citicorp. ICP’s April 13, 1998 Protest (a
copy of which the FRB should have forwarded to vou) provided some of the relevant citations.

Underwriting Life and Property & Casualty insurance has been found by the Federal Reserve Board to
NOT BE CLOSELY related to banking. “The plain and unambiguous language of Section 4 of the
Act...by its terms prohibits a bank holding company from acquiring or retaining control, directly or
indirectly, or any company other than a bank unless that company’s activities are authorized under one of
the non-banking exceptions in the Act...Under the 1982 amendment to section 4(c)(8) of the Act, the Board
no longer has the discretion to permit a bank holding company or any of its nonbank subsidiaries to
underwrite or sell insurance beyond the seven situations set forth in the statute.” (Concurring Statement of
Governor Angell, in Citicorp/Family Guardian Life Insurance Co., 76 Fed. Res. Bull. 997 (1990)). The
proposed Citigroup will be engaged in marketing a product it is not allowed to seil. The proposed
Citigroup, rather than preparing to strip itself of non-permissible activities, will be preparing for merging
the non-permissible activities within the charter.

The announced merger is an unethical proposal.

The Glass Steagall Act (“GSA”) of 1933 separates securities and insurance, and the Bank Holding
Company Act (“'BHCA”) of 1956 separates insurance and banking. Back in 1956, when the BHCA was
enacted, the two year waivers granted to the Bank Holding Companies (“BHC”) caught off-guard, to come
into compliance (with separating insurance and banking), made perfect sense. Forty two years later, to
expect these two-year waivers (particularly in hopes that lobbying efforts would crumble these fire walls) is
tantamount to extortion. I quote from comments filed by Mr. Matthew Lee to the Federal Reserve Board
(“FRB™) that provide a clearer analogy of what this merger application means. “A city passes a local law
requiring all apartment buildings to have fire escapes, but gives two years for owners of existing buildings
to install such fire escapes. Forty two vears later, a real estate developer announces 1t will construct a new
building, without fire escapes, counting on a two year safe harbor during which time it will lobby City
Council to repeal the fire escape law.”

The proposed Citigroup has no intentions of divesting itself of Insurance activities (non-permussible and
very profitable). Rather, it intends to invest these two years (and additional three year waivers that the
Federal Reserve may, again not an automatic extension, grant) to lobby Congress to repeal the GSA
which has withstood demolition attempts since 1979, and amend the BHCA so that the proposed CitiGroup
can concentrate its economic resources ($7.5 billion income and $50 billion revenues) and financial
services (insurance, consumer finances, brokerage & investment, banking). Citicorp employs full time n-
house lawyers, outside legal and consulting firms, and has a multi-million dollar lobbying budget.

Citicorp CEO Reed’s statement, quoted in the American Banker of April 7, that “[tjhere were enough
discussions [with Fed officials] for us to know that there wasn’t a legal problem,” Mr. Reed said...”[Tlhere
are all indications that [the merger] will be looked at favorably.” B. Rehm, Megamerger Plan Hinges on
Congress, American Banker, April 7, 1998, at 1. See also: “Top officials with the two companies said they
discussed the deal before Monday’s announcement with Fed Chairman Alan Greenspan... The executives
characterized conversations with Greenspan... as supportive...” Reuters newswire, April 6, 1998, 19:24
EDT, Regulators Likely To Okay Citicorp/Travelers Deal. See also: “Appearing at the same news
conference, Citicorp head John Reed said executives from both firms had spent the last four weeks “making
sure with the regulatory authorities that it was possible.” Agence France Presse, April 6, 1998, Travelers,
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Citicorp Chairmen Confident of Federal Merger Approval.

More recently, as concerns about these communications and their still partially withheld contents have
grown, Citicorp (and the FRB) have in part reiterated, and in part changed. their positions. See, e.g., J.
Morrison, Fed’s Hand in Citicorp/Travelers Deal Questioned, Reuters newswire, May 27, 1998: The
amount of private written correspondence and talks with Fed officials is unknown... A spokesman for
Citicorp said the pre-application talks with Fed officials werc appropriate. “We feel that all the
notifications that we made to regulators and officials on a very confidential basis were totally appropriate
in keeping with the usual communications between the regulators and those institutions that are regulated,’
the Citicorp spokesman said. A Travelers spokeswoman could not be reached for comment... [A]
spokesman for the Federal Reserve emphasized that while applicants like Citicorp and Travelers may hold
private talks with staff, it is the board members at the Fed who rule on the request. “It’s up to the board to
make the decision, not the staff, and the board members do not meet on a specific application with anyone
except the staff here,” Fed spokesman Joe Coyne said. He added that it is unlikely staff members would
help an applicant formulate its application. “The staff would never do anything like that,” he said.

In terms of the proposed Citigroup’s reliance on buying time within which to lobby Congress for change, I
again cite from Mr. Lec’s comments to the FRB. Section 4(a)(2) of the BHCA (12 USC 1843(a)(2)), in
some circumstances gives a company up to two vears from the date it became a BHC, to divest its non
permissible activitics. The FRB has conditioned approvals (United Kentucky/Louisville Trust Co.,) upon a
commitment from the applicant that divesting of non-permussible activities will take place prior to
consummation, (Marine Bancorp/Coast Mortgage, 58 Fed. Res. Bull. 505, 506 (1972)) directing
termination of non-permissible activities “at the earliest practical time and to undertake no new projects in
this line of activity.”, and (Baltimore Bancorp/Charles strect Savings and Loan Ass’n), while allowing two-
year period, maintained that divestiture would ordinarily be required prior to consummation.

One theme of my counterpart, Mr. Matthew Lee’s of ICP, arguments and cross-examinations at the

Delaware Insurance Department’s public hearing was the pre-merger announcement discussions between

Travelers and the Federal Reserve Board. In that light, Mr. Lee cross-examined Travelers’ general counsel

concerning

1. any assurances the Federal Reserve System (the “FRS”) may have given Travelers that the FRS
will allow the retention and integration of Travelers insurance underwriting operations, and
cross-selling and data sharing with Citicorp’s banking operations {including in light of the letters
from Fravelers’ and Citicorp’s counsels to the general counsel of the FRS, discussed in the June 2
comment and discovery request), and

2. whether Travelers has made any financial projections regarding its condition if 1t is required to
divest its insurance underwriting activities, and/or is not allowed to cross-sell or share data with
Citicorp’s banking operations.

Travelers” general counsel stated that he was aware of a telephone conversation between Travelers” counsel
and the general counsel of the FRS between the March 30 and March 31 letters and that it had been
conveyed to him that all that the FRS” general counsel had said in this conversation was “Thank you for the
letter.”

Inconsistent with this testimony is an article from the American Banker newspaper of May 29, 1998, in
which long-time banking reporter Barbara A. Rehm reported that “[d]uring that call, Mr. Mattingly said he
told the lawyers that cross-selling plans should not interfere with the divestiture requirement or give the
company an unfair competitive advantage.” B. Rehm, Citi Protester Critical of Fed Counsel’s Role,
American Banker, May 29, 1998 at 2.



Asked to explain the inconsistency between his testimony as to the substance of this call (i.e. that it
consisted only of “Thank you for the letter”) and what Mr. Mattingly told reporter Barbara Rehm was said,
Travelers’ general counsel stated that he stood by his testimony, and noted that all he had testified to was
what he was TOLD had been said on the call.

There are serious questions of fact that should be resolved in this proceeding. This is relevant to the
prospective financial condition of the proposed acquirer. I Travelers did receive assurance from the FRS®
general counsel, it reflect positively on future financial strength -- but it would reflect adversely on the
integrity factor. If Travelers did not receive any assurance, that is relevant to the future financial strength
of Travelers — and Travelers” purported failure to make any financial projection of the implication (1)
having to divest insurance underwriting operations or (2) of being precluded from cross- marketing and
sharing data would reflect adversely.

The proposed merger raises concerns on future financial strength of the acquirer.

Another theme of my counterpart, Mr. Matthew Lec’s of ICP, arguments and cross-examinations at the
Delaware Insurance Department’s public hearing was (and will be) that no legitimate assessment of the
prospective financial condition of the Applicant is possible without exploring at least

1. the likelihood that the Applicant will be able to retain its insurance underwriting operations, and to
integrate cross-market with Citicorp’s banking operations, and
2. the implications, including financial implications, if the Apphcant subsequently, as required by

current law, divests its insurance underwriting operations.

Under oath, Travelers general counsel claimed that Travelers has made no financial projections as to the
impact divestiture would have on the financial strength of the Applicant. This is either not credible, or
shows a lack of managerial resources at the Applicant.

Can you imagine going to bank to borrow money for your business without projecting your financial
statements to reflect the impacts on your revenue and expenses of a very real eventuality and/or a very real
possibility that the basis of your projections may change! To assume that cash receivables from divesting
will keep a mammoth entity in business when the rationale for merger is the opportunity, “as Weill said
Monday, with undisguised glee, “This should be fantastic for the expansion and sale of our insurance
products.” (Citicorp, Travelers in Behemoth Merger, Tribune, 4/7/98) is irrational. The proposed
Citigroup’s financial strength is merely an illusion. On these grounds alone, the merger must be dented.

We now know that prior to announcing the merger on April 6, 1998, there were meetings between the

regulator and the regulated where certain assurances were sought before announcing the deal.

3. If Travelers did receive assurance from the FRS’ general counsel, it reflects positively on future
financial strength ~ but it would reflect adversely on the integrity factor that must also be
considered.

4. If Travelers did not receive any assurance, then the financial future of Travelers requires greater
scrutiny. Particularly, in light of Travelers™ purported failure to make any financial projections
based on:

(A) having to divest insurance underwriting operations, or
(B) being precluded from cross-marketing and sharing data.

The Travelers witness claimed that Travelers has NOT made any such financial projection, and stated that
he was aware of a telephone conversation between Travelers’ counsel and the general counsel of the FRS
between the March 30 and March 31 letters, and that it had been conveyed to him that all that the FRS’
general counsel had said in this conversation was, “Thank you for the letter.” Contradicting this testtmony



is an article in the American Banker, May 29, 1998, “|d]Juring that call, Mr. Mattingly said he told the
lawyers that cross-selling plans should not interfere with the divestiture requirement or give the company an
unfair competitive advantage.”

Even if Travelers were allowed two years to divest, the Application is informationally incomplete in that 1t
does not provide any projections or information regarding the prospective impact of such divestiture on the
financial strength of the Application, or of the proposed Citigroup. The Application should be dismissed as
informationally incomplete.

The Commissioner should obtain, ¢nter into the record, and consider the DEDI transcript and record. The
transcript raises other adverse issues, including managenial issues, about the Applicant.

The proposed merger is an expensive “bet”.

Since the announced merger plans of Travelers and Citicorp, newspaper headlines across the nation have
highlighted the uncertainties. For example, The News Journal, 4/7/98, “Gigantic merger is risky”,
American Banker, 4/7/98, “Megamerger Plan Hinges On Congress”, New York Times, 4/7/98, “Shaping a
Colossus: The Law; A Challenge to the 1930's Division of Financial Power”, New York Times, 4/8/98,
“Shaping the Colossus: The Investors, The Citigroup Deal: A Day After, Cooler Heads Evaluate Merger”,
American Banker, 4/8/98, “Fed Seen Getting In a Bind Over Citi Divestiture”, Washington Post, 4/9/98,
“Citicorp-Travelers Deal to Test Old Regulatory View: Laws Ban Bank-Insurance Mixture”, Reuters,
4/29/98, “Travelers must divest insurance--Meyer”.

We have already addressed the illusionary future financial strength of the acquirer. We now raise some
serious concerns about the impact of the merge on the larger commumty. We have been led to believe in
the doctrine of “too big to fail”. Contradicting this faith is Japan. It is important to point out that the
largest financial institution in the world is Tokyo Mitsubishi--a Japanese bank.

Tax payers will be stuck with bailing out these failed giants. Does any one remember the S&L crisis? The
surviving banks will be stuck with hefty premiums.

Ethical Concerns
The fact that lobbying efforts will be stepped up to ensure that Glass Steagall Act is repealed brings to the
forefront our concerns regarding the ethics of the management of the proposed Citigroup.

To write to Mr. Mattingly, of the Feds, stating that the clients (Travelers”), “are comfortable proceeding
with the transaction provided you are not uncomfortable with the type of practices outlined above™ and to
add “ask that you advise us if you disagree with the approach and analysis we have outlined in this letter”
is playing games with the Federal Reserve Board and calls into question the ethical standards of the
management. Tellingly, it reflects on the Federal Reserve Board as well. It is rather apparent from the
March 30/31 letters to the Feds, that a tacit approval to use 2 common brand name for all products, price
breaks for packaged deals, share customer data base., and provide one statement, has been gramed.
Implied in the communication is the fact that unless these activities are permitted, the merger will not be
announced. How can these activities be permitted? 1 repeat an earlier quote, “The plain and unambiguous
language of Section 4 of the Act...by its terms prohibits a bank holding company from acquiring or
retaining control, directly or indirectly, or any company other than a bank unless that company’s
activities are authorized under one of the non-banking exceptions in the Act...Under the 1982
amendment to section 4(c)(8) of the Act, the Board no longer has the discretion to permit a bank
holding company or any of its nonbank subsidiaries to underwrite or sell insurance beyond the seven
situations set forth in the statute.” (Concurring Statement of Governor Angell, in Citicorp/Famuily



Guardian 1 ife Insurance Co,, 76 Fed. Res. Bull. 997 (1990)).

I understood the purpose of granting some transitional time was to permit the newly created Bank Holding
Company to begin and execute a divestiture plan. It certainly does not sound like a divestiture plan to me.

The proposed merger faces severe opposition.

News media has highlighted the severe opposition to the merger from the Nader group, ICP, DCRAC, and
other community activists across the nation. Congresswoman Maxine Waters has stated she will introduce
legisiation to block the review of merger applications of institutions accused or found guilty of money
laundering charges (The Associated Press, 4/9/98, “Citicorp/Travelers Merger Hits Snags™). The article
goes on to detail the pending investigations by the US Department of Justice, Swiss and Mexican
Governments into allegations that Citibank laundered drug money for the jailed brother of the former
Mexican President.

News media has also begun investigating campaign contnibutions to the Senate Banking Committee chair,
Sen. D’ Amato (The Associated Press, 6/2/98, reporting on a story by The New York Times), “D’Amato
went to bat against depression-era regulations that hamper bank, insurance and securities business mergers
after a meeting with Sanford I. Weill, chairman of Travelers Group, and other prominent Wall Strect
executives. Travelers and its subsidiaries have contributed more than $375,000 to D" Amato-controlled
committees, including $190,000 to New York's republican State Committee.”

Communities’ convenience and needs

The proposed merger will have adverse impact on the communities’ convenience and needs. Let us
categorically state, that this merger cannot and will not be convenient for, nor is it needed by, our
communities.

Travelers’ current subsidiaries have a troubled record of consumer compliance, as evidenced by lack of
compliance with the Home Mortgage Disclosure Act (“HMDA?”), predatory and allegedly discriminatory
practices, as stated by Ms. Mary Harris of Dover, Delaware. Citicorp’s subsidiaries have a disparate
record of lending in Delaware. The Applicant’s non-binding, non-specific lending pledge is more than half
credit card lending (which other banks have not included mn their pledges), and has no specific commitment
to Delaware.

Travelers Group svmbolizes communities’ anti-trust.

We do not trust Primerica Financial Service agents in our commumities. They have been insinuating
themselves into our homes and our bank accounts misrepresenting themselves as financial
planners/advisors. Since when did we begin calling our sales people advisors?

We do not trust Commercial Credit loan officers in our communities. Since when did loan sharking
become mainstream lending?

We do not trust Property Casualty Insurance insuring our communities. Since when did we legitimatize
insurance redlining and insurance discrimination? '

We do not trust Travelers Group, in our commumitics. We do not trust Travelers group--period.

We charge Travelers Group to have insurance underwriting policies that have a disparate and
discriminatory impact on the minority community secking insurance policies. The Fair Housing Council of
Greater Washington filed complaints with the Department of Housing & Urban Development. The
complaint includes structuring its rating territories so that minorities pay a higher price. Matched paired
testing, conducted by the Fair Housing Council documented disparate treatment of minorities. I submit into
evidence Rangan Exhibit C that summarizes their report.



We charge Travelers Group’s Commercial Credit with violating fair lending and consumer disclosure laws.

We have forwarded a complaint referred to HUD from an elderly black couple. To give you an insight on
the Harris’ case, they went to Commercial Credit for a $7,000 loan. They ended up borrowing $52,000
($11,000 of which were closing costs) against their home on which they initially owed less than $13,000.
They did not realize that they had paid five points and an $8,890 premium for credit life insurance!

We charge Travelers Group’s Primerica with targeting minority and low-and moderate-income families for
expensive, predatory, and self-serving lending, investing, and insurance sales. Primerica, targets
community leaders to become Primerica’s Financial Service Agents. Their designation of their sales
personnel as “Financial Planners/Advisors™ is a misnomer. They will now have a few more wares to
peddle to the unsuspecting families who meet with the sales agent under the assumption that they will help
them plan and invest their finances.

We remain concerned with the company’s and the agents’ compliance with fair lending and disclosure laws.

Most of all, we are concerned with the financial rape of our lower income and minority communities.
Issues of predatory lending—which violate all statutory laws--merit scrutiny. We remain gravely concerned
over regulatory oversight of the various aspects of financial business conducted by the thousands of
Primerica Financial Services agents.

Citicorp
In the Wilmington, DE MSA n 1996, Citibank Mortgage made 21 loans to whites, and none to African
Americans. In the Wilmington, DE MSA in 1996, Citibank FSB made 18 loans to whites, and non¢ to

African Americans.

Citicorp and its banks, which are subject to the Community Reinvestment Act (“CRA”) have in recent
years abandoned low and moderate income (“LMI™) neighborhoods, and communities of color. This is
reflected by Citicorp’s massive branch closings and downgrades, by Citicorp’s automatic teller machines
(“ATM”), electronic banking and fee policies, and by Citicorp’s lending record, which disproportionately
excludes and denies African Americans and Hispanics and applicants in LMI census tracts.

Travelers

The Travelers Group is a strange conglomeration of upscale businesses (for example, Solomon Smith
Barney) on top of a profit engine of predatory businesses aimed at lower income, more predominantly
minority consumers — for example, Primerica Finance Services (“PFS™), and the nationwide subprime
lenders Commercial Credit and Travelers FSB. As ICP and DCRAC demonstrated to the Office of Thrift
Supervision (“OTS”) in a six month proceeding m 1997, these last three businesses are all inter-connected:
the PFS agents push high interest rate home equity loans to LMI, disproportionately minority consumers,
loans “manufactured” by Commercial Credit, and now booked through Travelers FSB (to evade state
laws). Even in that first proceeding in which ICP raised these issues, the OTS concurred with many of the
concerns ICP raised, and imposed, based on Travelers’ record, unprecedented consumer protection
safeguards on its conditional approval of Travelers FSB. See, ¢.g., OTS Press Release and Order of
November 24, 1997, especially Conditions 14-17 thereof. Condition 14(a) acknowledges that PFS (and
now Travelers FSB, which is subject to CRA scrutiny) make the type of mortgages referred to in Section
103(aa) of the Truth in Lending Act; Condition 15 acknowledges that the new Travelers FSB pays broker
fees of fully 3.4% of the loan arnount.

While the unprecedented conditions the OTS applied to Travelers FSB and PFS by no means fully resolve
these companies questionable practices, it appears that if this proposed merger were fully effectuated, the
detailed conditions so recently imposed by the OTS would become void or moot, and/or would not
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necessarily be applied (as they should be) to Citicorp’s operations, including but not limited to Citibank
FSB. Of particular import is Condition 14(a), requiring that all PFS customers “are properly and
completed apprised of the financing options reasonably available to them through the New FSB and the
costs and risks associated with each option.” Inter alia, this requires the type of “referral up” (i.e. ensuring
that an “A” credit borrower is given an “a” priced loans, even if the borrower initially approaches, or is
approached by, the conglomerate’s “B&C” unit) that ICP has asked the FRB to require of diversified bank
holding companies which own both “A” priced banks, and “B&C” lending subprime finance companies.
Travelers, to which, based on adverse practices that ICP documented to the OTS, these consumer
safeguards and training requirements were imposed by the OTS, is now applying to the FRB to become a
bank holding company, and to acquire, inter alia, Citibank FSB, to which no such protections apply. The
FRB must inquire into (including at the requested evidentiary hearing) and act on this issue, in this
proceeding,

Travglers” Commercial Credit Loan, oets Minoritigs for Hig ed Loal
In the Charlotte, NC MSA in 1996, Conuncrc:al Credit Loan made 19 ]oa.ns to Afncan Americans, and 23
loans to whites. For comparison’s sake (and the comparison is relevant and significant, in light of the
proposed combination), Citibank Mortgage in the Charlotte MSA in 1996 made 10 loans to whites and
only on¢ loan to an African Amencan; Citibank FSB in the Charlotte MSA in 1996 made 40 loans to
whites and no loans to African Americans. Both Citibank Mortgage and Citibank FSB are normal interest
rate lenders; they both disproportionately exclude minorities from their marketing and lending. Commercial
Credit Loan, Inc., is a high interest rate lender -- it target and lends to minorities at a much higher rate than
they are represented in the demographics of, or other leaders™ data in, this MSA.

This exemplifies the discriminatory pricing / separate-and-unequal structure that the proposed Citigroup
would have. This proposal should be denied.

In 1997, ICP raised to the New York State Banking Department (the “NYSBD”) the fact that Travelers’
Commercial Credit’s loans in New York were reported as virtually all “race not available,” and argued that
Commercial Credit was violating HMDA's requirement that lenders and their affiliates are required to
request, record and report race and national origin information about applicants, so that the public and
regulators can enforce the fair lending laws. Travelers repeated denied that it was violating HMDA.
However, the NYSBD (and Connecticut Banking Department, to which ICP also raised this issue) both
found that Travelers and Commercial Credit had been violating HMDA. This is evidenced inter alia by a
letter from Commercial Credit to the NYSBD, dated July 30, 1997, stating that:
The purpose of this letter is to confirm our conversation today. You have advised that it is the
position of the [NYSBD] that Primerica Financial Services Home Mortgages, Inc. and its
representatives (collectively, “PFSHMI™) are deemed affiliates of Commercial Credit Plan
Incorporated of Georgetown (“CCPIG”). Therefore, it is the Department’s position that in taking
mortgage loan applications, PESHMI is acting on behalf of CCPIG and must comply with the
requirements imposed upon lenders under [HMDA]... In accordance with our discussion, we will
promptly clarify our policy to require PFSHMI to make a visual observation if the applicant does
not voluntarily complete the HMDA questionnaire during a face-to-face interview. All information
collected in this manner will be compiled for CCP1G’s HMDA reporting purposcs.

Clearly, Commercial Credit (and PFS) violated HMDA in 1996 and previous years. Commercial Credit’s
1996 HMDA data has not, however, been corrected. ICP has requested from Travelers and Commercial
Credit their 1997 Loan Application Register (“LAR™), to see if that data complies with HMDA; ICP will



be submitting further comments after it receives and reviews this data. In 1996, for example, in two
markets in which Citicorp is subject to CRA, Buffalo and Rochester, Commercial Credit Plan, Inc.
reported the following data:

Buffalo-- three loans to whites, one loan to an African American, and fully 56 originations reported as
“race not reported;” no denials at all reported.

Rochester-- two loans to whites, none to minorities, fully 40 originations reported as “race not reported; no
denials at all reported.

Further note that the “commitment” to come into compliance with HMDA quoted above was only made to
New York and Connecticut regulators; it was never made to the OTS, nor is it referenced in the OTS’s
November 24, 1997, conditional Order.

Travelers, Citicorp’s proposed merger partner, does have subsidiaries (its finance company, Commercial
Credit, the msured depository mstitution it uses, Delaware-based Traveler Bank & Trust, FSB, and its
retail distribution affiliate, Primerica Financial Services ["PFS”]) which target LMI and minority
communitics -- but only with higher than normal interest rate loans and overpriced and
less-than-fully-explained msurance products. Travelers has recently had to admit to systematic violations of
the Home Mortgage Disclosure Act { “HMDA™), reflecting adversely on the managerial record of the
proposed acquirer.

Travelers & Citicorp
The proposed combined company would be worse than its constituent parts:

1. Citigroup would disproportionately exclude LMI neighborhoods and communities of color from
Citicorp’s normal interest rate, high technology products and services, while
2. Citigroup would target these communities with Primenica’s and Commercial Credit’s misleading,

overpriced loans and insurance.
As an example, consider the following:

Commercial Credit Loans, Inc. is one of Travelers’ subprime (higher than normal interest rate) lending
umts. In the Greensboro, NC Metropolitan Statistical Area {“MSA™) in 1996, Commercial Credit Loan,
Inc. made 10 loans to African Amernicans and 25 loans to whites. For comparison’s sake (and the
comparison Is relevant and significant, in light of the proposed combination), in this MSA in 1996,
Citibank FSB made 13 loans to whites, and none to African Americans; Citibank Mortgage made seven
loans to whites and none to Afrnican Americans. Both Citibank Mortgage and Citibank FSB are normal
interest rate lenders; they both disproportionately exclude minorities from their marketing and lending.
Commercial Credit Loan, Inc., 1s a high interest rate lender -- it targets and lends to minorities at a much
higher rate than they are represented in the demographics of, or other leaders’ data in, this and other
MSAs. For further example, in the Charlotte, NC MSA in 1996, Commercial Credit Loan made 19 loans
to African Americans, and 23 loans to whites. Citibank Mortgage in the Charlotte MSA in 1996 made 10
loans to whites and only on¢ loan to an African American; Citibank FSB in the Charlotte MSA in

1996 made 40 loans to whites and no loans to African Americans.

Citicorp’s disparate record raises a “red flag” {or presumption) that discrimination is occurring; this
proposal should be denied on this ground alone.

CRA Pledge
On May 4, 1998, Citicorp and Travelers announced what they call a $115 billion, 10 year “commitment” --



ICP states for the record that this announcement does not address the adverse issues raised and documented
in ICP’S Apnl 13, 1998, Comment.

ICP has conducted the following analysis of the pledge”

The press release (that is all it is — let the record reflect that the FRB refused to monitor or enforce
Chemical Banking Corporation’s and Chase Manhattan Corporation’s press release “commitment” of late
1995} is sub- headlined, “Includes Insurance for the First Time™ -- but there is very little detail on this, no
dollar volume is assigned to insurance, it is essentially a continuation of Travelers” limited programs to
date. In fact, Travelers owns Primerica Financial Services, which pitches term life insurance of
questionable quality (and higher than normal interest rate home equity loans) to working class people. The
point would be to clean up inequities in Travelers / PFS’ existing insurance operations, which this
announcement does not do.

At page 1-2, the only dollar break-out in the Announcement is set forth: $6 billion of the purported $115
billion will be “targeted” for the Center for Community Development Enterprise.

After issuing the Release, Citibank disclosed this break down for the remained of the $115 billion: $59
billion; credit cards and student loans. $20 billion: “affordable housing™ $30 biflion: smail business.

ICP notes: other banks do not include credit card lending in their CRA commitments — here, it is nearly
half of Citibank’s pledge. 18% interest rate credit cards, to college students and through “take one™ hand
outs by ATMs, are simply not CRA-relevant loans. See below,

On page two, Citibank claims to have improved its record in 1997 — even if true, that would not resolve the
adverse issues of record in this proceeding, given the stark racial disparities in Citibank’s 1996 lending (see
ICP’S 52-page April 13, 1998, comment).

Page 3 shows that the purported ““inclusion™ of insurance in the pledge is limited to property casualty
insurance, and is little more than a continuation of Travelers existing programs. Travelers’ “Urban
Auvailability of Insurance” program is said to have been founded in 1994 -- but is only operational in four
cities, none of them being New York (Citibank’s and Travelers’ headquarters, and where Citibank takes
most of its deposits). Expanding this program to “as many as six new cities” over three years is not a
meanmgful benefits, and hardly constitutes “one plus one equaling three,” as the Release quotes Mr. Weill
as saying.

That Citicorp and Travelers purport to be “focus[ing] public attention on this critical need” exemplifies the
arrogance and/or paternalism of these two compamnies. The first step for these companies would be to get
their own house in order — for Citibank to stop closing its few remaining branches in modest income
neighborhoods, and to address the racial disparities in its mortgage lending, and for Travelers to commit to
clean up its higher than normal interest rate and fee home equity lending, as only two examples. It appears
to ICP that the Companies are trying to DIVERT public attention from these company-specific issues, by
doing such things as paying for an annual test that will measure the financial skills of high school seniors
(page 4, near bottom).

Even as to the one category that the Announcement breaks out -- the $6 billion targeted at the Center for
Community Development Enterprise - little detail is given, Low Income Housing Tax Credit are lumped in
with “investments in housing securities” that could involve buying Fannie Mae securities that institutional
investors not subject to the CRA already buy. Virtually all other banks break out tax credits for



investments in loan funds, etc. -- this lack of specificity is telling.

The formal “pledge”™ set out on page six is intangible, to say the least:

L. The Companies “pledge” to be “transparent” (Pledge #1). (NOTE: the lack of specificity in this
Release is not a good start to the pledged “transparency™),
2. The Companies pledge to “modernize [their] products”™ -- which has been Citibank’s justification

for closing many of its branches in low income neighborhoods, claiming that more and more people
access Citibank over the Internet;

3. The Companies pledge to “take an even more visible role as a financial sector leader” — given the
massive lobbying budgets of each company, not really the problem that needs to be addressed; etc..

As to Messrs. Reed and Weill’s joint quote, it is unclear if they are committing that, for example, the
Primerica door-to-door sales people would start offering Citibank’s products ~- or continue offering
Travelers FSB’s and Commercial Credit’s high priced, relatively low quality (but more profitable)
products. Significantly, the release ends with a listing of Travelers’ operating companies, including
Primerica Financial Services and Commercial Credit -- presumably part of the pledge, with their
questionable and higher than normal priced (many credibly say “predatory”) products.

This Application should be denied.

We again urge you to:

1. deny this application

2. ask you to request further information on this application

3 ask that you send a representative to the public meeting the FRB has scheduled, for June 25 and
26, 1998, in New York City, and

4. Ask that you defer ruling on this Application untii the issues of the legality of the overall

combination have been resolved.
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“omplaints filed
vith insurance
>gulators in Del.

By JONATHAN D. EPSTEIN
Statf reporter

Taking a new tack in their ef-
t2 to block or delay major bank
‘rgers, 4 community activist
wup it Wilmington and its New
rk-based partner have filed
tests with Delaware insurance
ilators against two major fi-
ncial services mergers.
The move by the Delaware Com-
ity Reinvestment Action Coun-
, together with Bronx-based
wr City Press/Community on the
we, marks a rare occaston when
amunity activists have been able

to target a banking merger through
insurance regulators,

The activisis say the merger of
Travelers Group and Citicorp, and
the acquisition of Wilmington-
bhased Beneficial Corp. by con-
sumer finance rival Household In-
ternational, would be “hazardous
and prejudicial to the insurance-
buying public” and would “harm
Delaware restdents and con-
sumers,” according to a letter from
Inner City P'ress 1o the state Insur-
ance Department.

Accusing the compames of in-
surance "“redlining” and predatory
lending, the groups are calling on
bank and insurance regulators to
reject both mergers.

Insurance redlining means the
companics don't offer insurance in
certain areas, often low-income or
minority. Predatery lending in-
volves targeting low-income and
minority borrowers with signifi-

“T am clected by the people of Delaware.
1 will make my deciston based on
what is in the best interests
of the people of Delawaye.”

Donna Lee Williams, insurance commissioner

cantly higher interest rates and
fees, and promoting their own
costlier products when customers
could qualify for traditional hank
loans or insurance with lower rates.

In an unusual move, the ac-
tivists even called on state Insur-
ance Commissioner [donna Leo
Williams to withdraw herself from
dectsion making on the Household
application because officials from
bhoth Household and Beneficial

have contributed to her re-clection
campaign,

Citing a study by trade publica-
tion National Underwriter, the
groups note that Williams recetved
several hundred dollars from
Household and about $3,000 from
Benefieial in 1996 afone,

But Williams said Tuesday she
does not plan to step aside, adding
that the campaign contributions
da not create a conflict of interest

inance mergers fought from a new angle

under Delaware law. She noted
that she appoints an independent
hearing officer to take testimony
and make recommendations on
mergers, and does pot discuss
cases with her staff or either of the
companies.

“I will not recuse myself from
making the final decision in this
ense, That is my responaibility,” she
sajd. “I am elected hy the people of
Delaware. [ will make my decision
based on what is in the best inter-
ests of the people of Delaware.”

Delaware insurance regulatars
held a hearing into the Household:
Beneficial deal last week and will
consider the Citicorp-Travelers
merger Thursday in Dover.

DCRAC exceutive director
Rashmi Rangan plans to testify
aganst the latter deal. A decision
must be made within 30 days of o
hearing,
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Groups file
challenges
{0 mergers

FROM PAGE B5

“If youare in the subprime hys;-
ness, youre gouging a community.
youre gouging a community,
youre violating all applicable con-
sumer protection laws,” Rangan
sard. “We don’t want them togbe
able to peddle more wares to a
]arger customer base.”
Iravelers and Citicorp an-
nounced their $80 billion merger
April 6. As part of the deal, T'rave]-
ers, an insurer, is applying to ac-
quire Delaware-based Citicorp As-
surance Co., which insures only
the risks of Citicorp or its affi];-
ates.

Prospect Heights, I11.-based
Household agreed the next day to
buy Beneficial for more than $8 bil-
lion, Including subsidiaries Cen-
tral National Life Insurance Co
_am_lr__Wegco Insurance Co. l

V

The insurance protests are an
unusual step for the two commu-
nity organizations, which have
teamed up frequently in the past
two years to protest major banking
mergers using the 1977 federal
Community Reinvestment Act.
The law requires banking regula-
tors to take into consideration the
comments of communities and
community activists about a
bank’s lending record in low-in-
come or minority areas.

These two mergers also involve
nsurance subsidiaries, however,
giving the groups a new venue for
their protests — which also have
been filed with the Federal Re-
serve Board and the federal Office
of Thrift Supervision.

But insurance laws don’t give
community groups as much
weight, forcing them to rely on
more limited guidelines that
merely require regulators to con-
sider the concerns of the “insur-
ance-buying public.” And that’s
given Travelers and Citicorp a
chance to fight back.

The companies argued that the
activists don’t have the right to
challenge the merger at the state
level because Citicorp Assurance
Co. doesn’t insure the general pub-
lic.

Insurance regulators mostly
sided with the companies, ruling
that Rangan can participate but
only as a consumer, not a represen-
tative of DCRAC, because she is
not a Delaware attorney and the
organization itself would not be af-

fected by the merger.

.. v

On Household's side, the ac
tivists accuse the company of
shedding its traditional commer-
cial banking business two years
ago because chief executive
William F Aldinger preferred to
focus on the higher-rate and more
profitable consumer finance busi-
ness. '

. And they said the companys
plans to shut down several Benefi-
cial lending operations, merge or
sell Beneficial’s community bank
and thrift subsidiaries, and close
hundreds of consumer finance of-
fices nationwide will.only hurt
consumers, especially 1n
Delaware. . )
“It is impossible to see how this
proposal ... offers any real benefits,
particularly to low- and moderate-
income consumers and people o’f
color, in the state of Dela\yare,.
wrote Matthew Lee, executive di-
rector of Inner City Press. .
However, Household officials
counter that the activists are un-
fairly using government lgndmg
data for Houschold that fail to re-
flect the company's actual
record, because most of its opera-
tions are not subject to govern-
nt reporting.

meOfflcipals also defended the com-
pany's higher rates, saying that
most of its customers don't have
major banking relationships and
are more likely to default than typ-
ical bank customers.

Finally, the operations s]ated
for closure generally duplicate
what Household already has or be-
lieves it can do more effectively,
Household assistant general
counsel Paul R. Shay wrote 1n a
letter to Lee.

T
T————



Activists ask
about tacit
Fed support

By JONATHAN D. EPSTEIN
Stalf reporter

Community groups squared off
with attorneys from Travelers
Group Inc. at a Delaware Insur-
ance Department hearing Thurs-
day, as the activist groups from
Delaware and New York tried to
block Travelers’ planned purchase
of Citicorp and its Delaware insur-
ance subsidiary.

Taking advantage of an opportu-
nity to cross-examine company offi-
cials — not allowed in banking
hearings on mergers -— the activists
peppered Travelers attorneys with
questions about discussions the two
companies had with sentor Federal
Reserve officials — including
Chairman Alan Greenspan — prior
to the merger announcement.

Through more than six hours of
testimony and cross-examination,
the activists tried to determine if
Fed officials — whose approval is
required for the merger to go
through — gave the companies any
kind of tacit advance support or
advice for their merger plans,

In particular, Matthew Lee, exec-
utive director of New York-based
Inner City Press/Community on the

I"aveIers
grilled on
buyout plan

Move, wanted to know if the Fed
had offered the company any guar-
antees that it would be able to get a
two-year waiver allowing it to cross-
sell banking and insurance prod-
ucts to a broader customer base de-
spite federal laws barring banks
from underwriting insurance.

Travelers’ attorneys, for their
part, acknowledged the discus-
siong but denied that Fed officials
had provided any assurances.

And they argued that such
questions were irrelevant to the
hearing, which dealt only with the
acquisition of the Delaware insur-
ance subsidiary. But Lee argued
that his questions addressed the
future financial strength of the
company and the integrity of its
officers, 1ssues that the Insurance
Department must consider.

Travelers and Citicorp an-
nounced their record-setting $70
billion merger April 6. As part of
the acquisition, Travelers is ac-
quiring Citicorp Assurance Co., a
Delaware-based company that in-
sures Citicorp and its banking and
credit-card subsidiaries against
potential loss from lending activi-
tles. As a result, the merger is sub-
ject to approval from state insur-
ance regulators.

The merger is particularly con-
troversial within the industry be-
cause 1t would unite the second-
largest commercial! bank and one
of the nation's largest insurance
companies. Decades-old federal
banking laws bar banks from un-
derwriting most forms of insur-

See TRAVLERS — back page
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Travelers: Activists question
firm’s future financial strength

FROM PAGE B7

ance and limits their securities ac-
tivities. Citicorp’s insurance un-
derwriting is permitted because of
its internal nature.

Travelers — which 1s techni-
cally acquiring Citicorp and be-
coming a bank holding company
— 1s counting on a Fed waiver giv-
ing it two years to come into com-
phiance with the law. The Fed is
also authorized to grant up to
three one-year extensions after the
waiver expires.

In the meantime, Travelers and
Citicorp are hoping that Congress,
which has been trying to change the
law for more than two decades, fi-
nally will approve legislation lifting
barriers between the banking, in-
surance and securities industries.

Lee and Rashmi Rangan, execu-

tive director of the Wilmington-
based Delaware Community Rein-
vestment Action Council, ques-
tioned the future financial strength
of the combined company if bank-
ing regulators require it to sell its
insurance underwriting business to
comply with federal law. -

Travelers and Citicorp, backed
by more than a dozen attorneys
from New York and Washington,
fought back. '

“This is not the Fed,” said Ed-
ward P Welch, a partner at Skad-
den Arps Slate Meagher & Flom in
Wilmington, representing Travel-
ers. “This is the Delaware Insur-
ance Commission. What we're
talking about is one tiny Delaware
Insurance company at the bottom
of the chain. It only does a limited
amount of business.”

AL —

A —




A ctivists renew crusade against

yroups want Fed to reject deal
etween Citicorp and Travelers

By JONATHAN D. EPSTEIN
Stall reporter

Still hoping against the odds to
wk the pending merger of Citi-
rp and Travelers Group, commu-
ty activists in Delaware and New
rk have asked the Federal Re-
rve to reject the deal and har sev-
nl officials — including Fed
wairman Alan Greenspan —
m considering the application.
The Delaware Community

Reinvestment Action Council and
Bronx, N.Y.-hased Inner City
Press/Commumiy on the Move,
have accused ollicials of the two
companies of improperly seeking
and possibly ohtiining assurances
from Greenspan and other Ied of-
ficiala thal the merger would be
approved.

The twao groups have filed for-
mal protests demanding that the
Fed -— which is considering
whether to approve the merger - -

immedialely dismiss the curront.
application and require that 1t be
roesubmmitted, with a clear stale-
ment from regulators Lthat there is
no puarantee of approval,

And they're denunding that sev-
eral Fed officials, tneluding
Greenspan, excuse themselves from
voting on the merger. "T'he process
i= sigrvifieantly tainted,” said lnoner
City Press diroctor Matthew Lee, in
aJetter Lo Greenspan and the Fed
hoard of governors,

Travelers oflicials, howoever, have
repeatedly said they did nothing
wrong, and did not receive any -
mal assuranées from the Fed. Thoy
and hanking industry attorneys
sind that alerting regulators to such

a merger is nol unheard of, and is
even appropriate for such a complox
and unusual deald,

Fed officials won'e comment. A
public meeting an the merger wil
be held Thursiday at the Federal Re-
serve Bank of New York: Lee and
DERAC exccutive director Rashmd
Iangan plan to testafy.

The activists, who also aceuse
the two companies of having a poor
record of serving low-incoeme and
minority commenities, also plan to
protest the merger ad a New Jorsey
Insurnnce Department hearing in
Treaton and a Delaware Banking
Department hearing I'eesday in
Wilmington,

The $80 Mllion merger of the na-

—_——
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tron's second-Targest commercial
hanloand one of the largest insurers
has penevsted an unusual level ol
controversy both hecause of 1s
sheer s1ze and beeause current fod-
eral L separates the banking, in.
surance and hrokerage industries.

Officials of the two New York-
hased financial giants told re-
parters when thev announced the
merger April 6§ that they already
had teld Greenspan and a senior
Fed attarney of the deal.

Based on those discussions, the
companies had said, they were
confident that the deal would he
approved and that they would he
able to obtain the necessary gov-

See CITICORP — B12
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Citicorp: Contlict claimed

1in merger with Travelers

FROM PAGE B9

ernment waivers to allow them to
legally continue operating both the
insurance underwriting and bunk-
ing businesses, while cross-zelling
the products to each other's cus-
tomers — a key part of the merger.

That set off a firestorm of criti-
cism from observers, activists and
even members of Congress. Both
the Fed and the banks soon clurtfied
publiely and in congressional hear-
ings that no guarantees of regula-
tory approval were granted, while
also noting that it s the entire Fed
board of governors, not the staff at-
tornevs or Greenspan alone, that
must decide on a merger,

The deal, which would create the
world's largest financial services
company, relies heavily on the ability
of the new company — to be called
Citigroup — to increase revenue by
selling Travelers insurance to Citi-
corp customers and the bank’s prod-
ucts to Travelers customers.

But that's also where it runs
squarely intc conflict with the law.

Under 1933 and 1936 laws, banks
are severely restricted 1n their bro-
kerage activities and are barred
from underwriting most forms of in-
surance. The law authorizes the Fed-
eral Reserve to automatically grant
a two-vear waiver to allow a com-
pany to come into compliance with
the law if 1t was not already a bank
holding company — like Travelers.

The Fed also has the option to
grant up to three cne-vear exten-
sionz of the waver

In the meantime, the two com-
panies are counting on rising pres-
sure in Congress to change the law
within the next five years. Law-
makers have tried unsuccessfully
fur about 20 years to break down
the barriers between the banking,
securities and insurance indus-
tries. Legislation passed the House
1n early May by a single vote, but
the Senate 1sn't expected to take
up the bill this year

Rangan, Lee and other con-
sumer and community activists said
Citicorp and Travelers are violating
current law to pressure Congrezs
and regulators, and force thraugh
changes that could harm the public
by creating a company that is too
big and too dominant.

They said that relying on such a
legal change could put the financial
stability of the company at risk I 1t
must sell 1its insurance operaticn.

However, Travelers officials
zald that rather than receive cut
right assurances from Fed Generu!
Counszel J. Virgil Mattinglv Jr. or
Greenzpan, it was the lack of anyv
cutright disapproval of their plans
by either Fed official that gave
them confidence to proceed.

And thev reiterated that theyv
are prepared to sell off the insur
ance underwriting business if nec-
essary to comply with federal law.
but don’t believe that would hur:
the combined company since each
separate unit remains profizable
and Citigroup would still bhe abls
to zellinsurance to customers,



OFFICE OF THRIFT SUPERVISION

APPROVAL OF APPLICATION FOR CONVERSION TO FEDERAL SAVINGS
BANK CHARTER, HOLDING COMPANY ACQUISITION AND TRUST POWERS

ORDER NO.: 97-.2¢

DATE: lMNovemrber 24, 1997

Travelery Group, Inc., CCC Holdings. Inc. and Commercial Credit
Company (jcintly. the "Holding Companies”), seek approval of the Office
of Thrift Supervision (the "0TS8") to convert The Travelers Bank, Newarx,
Delaware (the *Bank*). from a Delaware-chartered commercial bank to &
Fadorag_ggggﬁ_gggiggg_gggk (the "New FS8B") purguant tn 12 U 5.C 5
l454{e} and 12 C.F.R. § 552.2-6; to acquire the New FSB pursuant to 12
U.s.C. § 1467afle) and 12 C.F.R. § 574.3; and for the New FS53 to engage
in trust coperations pursuant €o 12 U.S.C. § 14f4in) and 12 C.F B. §§
$45.96 and 550.2 (together, the v"Apvlicatizns") . The Bank has deposics
ingured by the Bank Insurance Fund ("BIF") and proposes te retain BIF
depcesit insurance after the conversion.

The CTF has cons'dsved The Apnlica:r
reprezentations hy the Helding Companies,
under the faccors set forth in 12 U.S.C. 464 {2}, 14€4{n) and
1467afle}y angd 12 C.F.R. §§ 545.95, 550.2. 2.2-1., 552.2-% and 574.3, arcd
urnder the Community Reinvestment Act, 12 U.S.C. § 2301 &0 geg., and tna
0TS regulaticons thereunder, 12 C.F.R. Pavrc S632. In addition. zhe OTS
nas concidered a digest from the Nercheast Regional Office, an analysis
prepared by Corporate Activities, an analysis from Compliance Policy and
a legel opinion from the Business Transa~tions Division. Fy r

the OTS has considered comments on the Applications gubmitted by Inner

City Press,/Community on the Move, Bronx, NEE_EQE&__QQQﬂPEl&&g}c

S, a3 gugypiemented by
he Bank and their attorneys,

Community Reinvestment Action Council, Inc., Wilmington, Delawazp
—_—— e — e — T ——

This approval order shall algo Berve as natice to the New FSB that
thne QTS reazerves the authority to evaluate the appropriateness of
marketing disclosures as they pertain to the differentiation betwesn
idsured and uninsured pEBEEEEE_EQ—Eg;zhg_itS examiners periodizally, and
without identification’ as OTS employees, sclicit the New FSB, tre

S$.M.A.R.T. offices or individual agents for information on nondeposic

investment ct insured products. ——
For the reascns set forth in the Northeast Regional Qfftce dlgeat,
the analysis from Corpcrate Activities, an anaiysis from Cempliance

Policy and the Business Transactions Division legal opinion, the
Directer finds that the Applications satisfy the applicable appraoval
gtandards, prrovided that the conditions set forth below are satisfied.
Accordingly, the Applicaticns are hereby approved, subiect to the
tollowing conditions:
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1. The propoged tranzaction shall be consummated no later than 120
calendar days after the date of this approval order, unless an extensgion
is granted for good cause by the Northeast Regional Director, or his
designee ("Regional Directorn);

2 On the buginegs day prior to the date of zonsummation af the
proposed transaction, the cntef financial cfficers ¢of the Bank and <he
ir i Meameariag galhall savEd fy o Reo o FRe Desd sl D e e e g 4o 4o
a1 F T R = L 4 = WL L ALYy [ e aTaldiial Lalei_LeaL, PO Wl J.\_J..ll(_‘i,
that no material adverse events or material adverse changss have
gcourred with respect to the financial condition or operaricns ~f The
Banx and the Holding Companies gince the date of the financia:
statements submitted with the Applications;

3. The Bank will obtain all required regulaszory and shareholder
approvals prior to ccngummation, will act to satisfy all reguirements
and conditions imposed by the 0TS, and will comply with all applicable
laws, rules and regulations;

4, No later than 5 calendar days from the date of consummation of the
convarsion, the WNew F3B shall file with the Rggional Director, a
cartificarisn by legal coungel gtating the effective dare of the
canversion end that the conversica has be=rn consumezced ir accordance
with the provisions of all applicable laws and regulations, the
Applications, this Order and the representations by the Holding
Companies, the Bank and their attorneys:

5. The New FSB and the Holding Companies’ subsidiary sscurities
brokerage entities, or any 9f the Holding Comrpanies’ subsidiaries that
engage in securities brokerage ("Broker Desler®) must be operated as
geparate lsgal entities sc that: 1) their respective aczounts and
records are not intermingled, 2) each observes the procedural
formalities of separate legal titles, 3} each is held ocut to the public
as a separate enterprise, and 4) neither dominates the other to the
extent that onhe is treated as a mere departmant of the other;

6. A majority of the New FSB’'s board of directors must not be comprised
of individuals who are directors or emplaoyges of any securities
afrfiliate;

7. The New FSB and the Broker Dealer are prohibited from sharing common
officere urless prior written approval is sbrained from the Regiconal
Director, which shall be based on criteria such as regulatory
compliance, experience. character, integrity and the ability to perform
both dyties; .

B. wWith reapect £o transactions betwsen the New FSB and the Broker
Dealer, the New FSB and the Broker Dealer mus+- take meagsures necessgary
to ensure that their officers and directors adhere to the principles set
forth in CTS reqgulations on conflicts of interest, 12 C.F.R. Section '
563,200; corporate opportunity, 12 C.F.R. Secrtion %63.201; self-dezling,



wwipvm. Sy et

s “arﬁgg LS
‘."*"W SRR TVE

-3-

12 C.F.R. Section 550.10; and any other additicnal or succeascr

ztavements of policy or regulations addressing these subjects. The

officers and directors of the New FSB and the Broker Dealer are

prohibited from using thelr influence to: a) take advantage of a

Susiness opportunity for the securities affiliate’s henefir when the “gr’
spportunity is ©f present cr petential advantage ro the New FSB; or b

place the securities affiliare in a pogition that lzads to, or could ~
create the appearance of a potential conflict of interest;

Fa

% The New #SB, its Holding {crpani=s and ths Ersker Dealsr ars zuh-ezr
Q}) ,Q, to the provisions of 12 C.F.R, Section S63.76., Offers and Sales of

Securities at an Office of Savings Asgociation, and related policy

S&. esnablished in OTS Thrifr Bulletins 23-2, InterAgency Statement on

‘} Retail Sales of Nondeposgit Investment Products (the "InterAgency
Statement"), and 23a, Limited Exceptions t3 Prohibiticns on Sales »of
Savings Institution’s Securiries, and any additiconal or succegsor
statements of policy or regulations addressing these subjects. The New
FSB and the Holding Companies shall ensure compliance by rthe Broker
Dealer with, at 4 mirimum, the (eneral Guidelines in Disclosures and
Adverciging get forth in the InterAgengy Statemsn:t whnenever the Broker
Jealer or thelr repregentativesy market, or offzr for sale, deposit
piodurne of the New FSE;

10. The New FSB 8hall opsrate wirhin the parameters of the submitted
buginess plan. Any proposed major deviations or material changes from
~he supmitred plan, and in particular those perroaining to the
crass-marketing of deposit and non-depcsit products, shall receive the
prior written non-objection of the Regicnal Director. The reguest for
crhange shall be submitted a2 minimum =of 20 days befsre the proposed
change is anticipated. In ths event of a preopesed contracruyal change
invelving service providers, a revised plan shall be submitted ts the
Regional Director a minimum cf 15 days prior ¢ entering into the
contraco,

11, Any ccontracts or agréements pertaining to traasacticns with
affiliates not yet submitted to the OTS for review shall be provided to
the Regional Director and shall recesive hig written non-obJection prior
tc executicn;

12. The New FSB’'s CRA plan shall be subjert te any future changes in
requirements contained in regulatery policies cor regularions that the
CTS, on its own., or acting in concert with other financial ingtitution
regularory agencies, determines are appropriate for depcsitory
ingritucions;

13. Any changes that the New F$B inltiates to irs CRA plan within the
three year period following approval of the Applications shall be
sucject to the prior written approval of the Regional Director;

14. within %0 days of consummation, the New FS$3's Compliance 0fficer
shall develop a plan to:
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(a: monitor the sales practices ©f Primerica Financial Servizes Home
Mortgages, Inc. ("PFS") representatives to ensure that all cuztzmers, :#:’
particularly those who have applied for hign loan-to-value ratic loans
and fcr mortgages referred to in Section 103(az) of the Truth in Lending
Act, are properly and completely apprised of the financing opticns
reasonably available to them through the New FSB and the costs and risks
agsociated with each option;

(b) provide compliance training to PFS agente, underwriters and othe
agpropriate peracnnel Iin the lcan approval process on regulatory masters \L‘
and consumer protection issues associated with high loan-to-value ratic
loans and for mortgages referred to in Secrion 103(aa) of the Truth in
Lerndirg Act;

¥

{z) place controls and review procedures in the loan approval process
te ensure that, on applications for high leoan-to-value ratico 1oans and
for mertgages referred to in Section 103{aal ¢f the Truth in Lending #{
Act, due consideration is given te the customer’s abilicy to repay; and

(4) engure that sgenior management <f the New FSB exercisges appropriace
EEES;ESHiE_iEEIEEiﬂg ;ﬁg}ggﬁgg_gggﬂtigb loan-to-valus ratic
To. morugagss referred TO in Sesticr 1f3iaar ol thz Truth fn Lioding
and addresses 1ts ability to Maintain the confidence of customers an
“he public in itg lending operationcs.

The plan ghall include provisions for‘éiﬂiiﬁizil_zzgzziiﬂs toc the
Regional Director on the activities conducted under the plan and the

results of the plan. Such reports ghall commence gix months after
consummation and continue fcr three years after consummation;

15, Al. agreements, policieskand standards or contemplated changes in
such agreements, policies and strandards that percain to the New FSB's
payment of broker fees (currently 3 4% of the loan amount) provided tc
agents for the marketing cf the New FSB's home eguivy loans, are subjent
to the pricr written non-c¢bjection of the Regional Director;

16. The New FSB will, on a semiannual basis, analyze and repcrt oo the
Regioral Director progress made on the fulfillment of the lending
commitments to low- and moderate-incoms borrowers it has included in 1ts
Busineds plan. Increases to those lending commitments will be exgected
as operatiosns under the business plan proceed; ard

17. The New FSB shall neot make any lending decisions, in whole or an
parc, on any prohibited bhasis including the aze or location of a
dwalling.

Any time pericd specified herein may be extended by the Northeast
Regional Director., or his designee, fov good cause, for up te 120
calendar days.



Office of Thrift Supervision N Ews

1700 G Streat, N.W., Waihington, D.C. 20852 Telaphone 1202 p08-8877

FOR RELEASE at 4:30 pm. EST For further information
Monday, November 24, 1997 Contact: William Fulwider
0TS 97.83 202/906-6913

0] PR E, RO

FOR FEDE T C ER

WASHINGTON, D.C., Nov. 24, 1997 — The Travelers Group, Inc. received approval from
the Office of Thrift Supervision (OTS) today to convert its Delaware-charfsred commescial bink w &
federal thrift charter. The new institution, Travelers Bank & Trust, FSB, will operate out of Newark,
Del. |

OTS also granted the new thrift full trust powers which will be conducted through an ageacy
office located in New York. Travelers Bank & Trust will be a subsidiary of Commercial Credit
Company, which is & subsidiary of Travelers Group. OTS approved both as thrift holding
companies, as well as another Travelers subsidiary, CCC Holdings, Inc. The conversion to a thrift
wiil permit Travelers to consolidate its mortgage lending operations and trust activities in one
institution, using the powers afforded by the federa] thrift charter.

As part of its approval, OTS imposed o number of conditions that Travelers must fulfill
regarding CRA and lending concems noted by OTS, as well as by two groups that protested the
application.

Travelers will have no deposit base outside Delaware, but will do most of its lending
activities outside the state. OTS noted that Travelers has taken the view that its CRA obligation
extends throughout all of the communities where it does business and has made an initial pledge to
muake at least $430 million in home equity loans to low-~ and moderate-income botTowers over the
next three years. Moteover, OTS and Travelers expect that home equity lending will [ncrease
beyond this leve! as Travelers’ business plan unfolds. The new thrift’'s CRA plan must comply with

-more-

L.l
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16, The New FOE will, on a eamiannual basis, analyze and report to the
Regional Director prograss made on the fulfillment of the lending
commitments to low- and moderate-income borrowers it hag included in {ts
buginess plan. Increarss to thoee lendinyg comnitments will be expected
as operatiens under the business plan procesd; and

17. The New FSB ghall not make any lepding deciaiona, in whols or in
part, on any prohibited basis including the age or location of a
dwelling.

Any time period specified herein may be axtended by the Northeast
Regional Director, or his designae, for good cauae, for up to 120
calendar days.

By Order of the Director of the Office of Thrift Bupervisiecn, or
ner designee, effective November 24, 1997.

ol
. F. Downey
Executive Director, Superv

ien
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Office of Thrift Supervision N Ews

1700 G Siraet, NW., Waahington, D.C. 20552 Telaphcne 202! W8-2877

FOR RELEASE at 4:306 p.m, EST For further information
Monday, November 24, 1997 Contact: William Fulwider
OTS 97.83 202/906-6913

0 PR E RO

FOR FEDERAL THRIFT CHARTER

WASHINGTON, D.C,, Nov. 24, 1997 - The Travelers Group, Inc. received approval from
the Office of Thrift Supervision (OTS) today to convert its Delawars-chartsrud cormmencisl bink w a
federal thrift charter. The new institution, Travelers Bank & Trust, FSB, will operate out of Nowark,
Del. '

OTS also granted the new thrift full trust powers which will be conducted through an agency
office located in New York. Travelers Bank & Trust will be a subsidiary of Commercial Credit
Company, which is & subsidiary of Travelers Group, OTS approved both as thrift holding
companies, as well as another Travelers subsidiary, CCC Holdings, Inc. The conversion to & thrift
will permit Travelers to consofidate {1s mortgage lending operations and trust activities in one
institution, using the powers afforded by the federa] thrift charter.

As part of its approval, OTS imposed & number of conditions that Travelers must fulfill
regarding CRA and lending concems noted by OTS, as well as by two groups that protested the
. application.

Travelers will have rio deposit base outside Delaware, but will do most of its lending
activities outside the state. OTS noted that Travelers has taken the view that its CRA obligation
extends throughout all of the communities where it does business and has made an jnitial pledge to
make at least $430 million in home equity loans to low- and moderate-income borrowers over the
next three years. Moreover, OTS and Travelers expect that home equity lending will Increase

beyond this leve! as Travelers’ business plan unfolds. The new thrift's CRA plan must comply with

-mare.



Traveless approved —2

any future changes in regulatory requirements, and changes to its plan within the next three years
must have the written approval of OTS.

OTS said the former Travelers Bank, as a siate-chartered eatity, was examined by the Federa]
Deposit Insurance Corporation (FDIC) for CRA purposes and received a “satisfactory” rating on its
last CRA e¢xamination.

Additionally, the thrift must develop & plan covering high [oan-to-value ratio loans and high-
cost mortgages t0; a) monitor sales practices to ensure that all customers, paticularly those applying
for these loans, are apprised of available financing options; b) provide compliance training to agents,
underwriters and other personnel; ¢) ensure that due consideration is given to the mortgage
customer’s ability to repay, and d) ensure that senior tuift management exercises appropriate caution
in approving these loans and addresses the thrift's ability to majntain customer and public confidence
int its lending operations.

Other conditions in the OTS approv=l order require that the new thrift elear with OTS ali fee
payment arrangements for agen:s marketing its home equity loans; that it not make any lending
decisions on any prohibited basis, inciuding the age or location of a dwelling; and that the new thrift
follow regulations and guidance pertaining to the cross-marketing and sale of non-deposit products
and any transactions with affiliate companles within the Travelers family.

B

The Office of Thelft Supervision {OTS), a burcay of the U.S. Treasury, regulates and supervises the nation’s thdft induatry. OTS'
misslon is 1o ensure the safery and soundness of theift institutions and to supporn thelr rolc 83 home mortgage fenders und providers of
other community credit and {insncial dervices. For copies of news releases and other documents call PubliFax at 202/306-5660, or
visit the OTS web page at www.ols treas gov.
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June 23, 1997

Office of Thrift Supervision

Attn: Messrs. Corcoran and Sjogren
1700 G. Street, N.W.

Washington, DC 20552

RE: Additional Comments Protesting and Requesting Oral Argument
on Traveller' Applications--expanded now to include Security
Pacific Financial Services

Dear Messrs. Corcoran and Sjogren:

We again join with the Inner City Press/Community on the Move's protest now
expanded to include Travellers' acquisition of Security Pacific Financial Services.

Additionally, today I met with an elderly African-American couple to assess the
nature of their victimization by Commercial Credit. Attached is their signed and
dated letter to me. Their problems are listed below.

April 1996: The Harris' went to Commercial Credit for a $7,000 loan. They were
offered a consolidation loan package to pay off all other debts. They were paying
approximately $800/month in all their debts and were reluctant to consolidate their
auto (2 years left with approx. 300/month payment) loan and therr Commercial
credit loan (2 years left with approximately 150/month payment). Their Farmer's
Home loan and the loan from a bank cost them another 350/month--both were for 10
years. The Harris' were given a good faith estimate for $20,001 on April 29.

May 1996: Scttlement statement--The Harris' have signed a settlement statement
which shows that they borrowed $52,022 .64 from Commerciat Credit. There is



clearly a grave discrepancy here. Line 1600 shows 52,022.64 as the loan amount,
yet the points are charged on the basis of a mortgage of $49,545.37. Additionally,
the Disclosure Statement, Note and Security Agreement shows amount financed as
49,545.37 and principle as 52,022.64. The points (2477.27) that were tacked on to
the loan do not reflect in the amount financed. How in the world was Commercial
Credit going to collect on this.

Question, why is the principle different from amount financed?

Further, analysis gives us some clues on Commercial's tactics. The Harris' were
paying 83.34/month for the first year for the points and would have paid
125.34/month thereafter for 19 years. The 5 points over the twenty years would
have cost the Harris' $29,577.60. If Commercial were to claim that 83.34 in the first
year and 125.34 thereafter additional mortgage payment was going toward
insurance--might [ add, that the Harns' did not realize that they borrowed 8828 .91 to
pay for a 10 year credit life insurance covering the principle

Nowhere in the paperwork have [ seen the actual interest rate that the Harmis' were
paying. In the disclosure statement I do notice that the regular monthly loan
payment without imsurance is $384.36 (extrapolating it to the amount financed
$49,545.37 for 20 years, I get a 7% interest rate--excellent deal if there were no
catches). The APR is a whopping 10.80 percent. If this was a simple loan from a
bank, the points would have been added to the total mortgage--which would then be
$52,022.64 and at 7% for 20 years the Harris' would have paid $44,316.07 in
finance charges versus $72,278.63 that they would have paid with Commercial.
(Harris' are looking to refinance--they have an excellent credit and in no way can
Commercial claim nsk minimizing strategies that add on unnecessary financial
burden).

Inadequate disclosure: When Harris' went to closing, they knew that they were
paying off $33,038 and receiving $6,999.78. They did not see the numbers,
subsequently reflected in the settlement sheet which include a closing cost of
$11,984.18. Loan discount fees were 5% (assuming borrowing $49,545 37 this
equals $2477.27 accurately reflected on line 802); a Credit Life Insurance premium
of $8828.91 (In Mrs. Hammis' words, "I am not stupid. If I knew I was paying
$8828.91 for a ten year credit insurance premium, I would have said no.")--at 7%
for 10 years this works out to a monthly payment of $96.73, more than enough to



buy a $300,000 term life insurance.

Borrowers did not know that there were prepayment penalties and this note carried
a demand feature. The Harns' firmly believe that when they signed the documents
the form was relatively blank. They knew that their payments will be 467.70 per
month for 20 years--and were quite comfortable with this payment. They did not
know that they had to only pay 384.36/month for the mortgage. They pay their
home owners and their taxes on their own. To date they know that they pay a little
extra every month for insurance.

Why should they have paid an additional monthly insurance premium when they
have already financed it at a usury cost of 96.73/month for a 52,000 ten year
coverage!

Excessively high and duplicate charges: In the Settlement sheet, line 1103 1s a
title examination fee of $150; line 1108 is a title insurance fee of 75.00 (1109 and
1110 lenders and owners coverage is not applicable!) --title search fees 1n Dover,
Delaware run around $75.00. Document preparation fees of $1235 is an excess
(most do not even charge any) Recording fees run at about $8/page and a total of
$7 to record--did Commercial record 9 pages!.

Prepayment penalties: The Harris' did not know that paying oft their mortgage
early would cost them a hefty sum (5% of unpaid principle if paid off in the first
year, 4% within two vears, 3% within 3 years, 2% within 2 years and 1% within 5
years). They also did not know that cancelling insurance would cost them on the
basis of "Rule of 78"--I myself do not know what this is.

Inaccurate application of payment toward principle: A payment history versus
what should have been applied follows for a one year period--this is assuming the
rate to be 7% amortized over twenty years on a 49,545 37 loan.

The absolutely haphazard and random manner, in which Commercial applied the
payments of $467.70 (see the following table) each month toward principle against
the $384 .36 that should have been amortized following standard amortization
schedules resulted in paying down the loan by only $871.25 versus $1177.57.

[



Random application of payment toward principle:

date Principle | Interest Principle Interest/charges Not applied
should be | should be | applied apphed

6/15/96 95.02 289.34 0 6.51 81.84

7/15/96 95.57 288.79 97.47 370.23

8/15/96 | 96.13 288.23 52.76 41494

9/15/96 96.69 287.67 79.09 388.61

10/15/96 | 97.26 287.1 53.82 413.88

11/15/96 | 97.83 286.53 118.85 348.85

12/15/96 | 98.40 28596 106,76 360.94

1/15/97 | 98.97 285.39 56.05 411.65

2/15/97 | 99.55 284 81 69.35 398.35

3/15/97 100.13 28423 8272 384 98

4/15/97 100.72 283.64 70.52 397.18

5/15/97 101.30 283.06 83.86 383.84

Total 1177.57 | 343475 871.25 4279.96 81.84

Due to the prepayment clause--not adequately disclosed--attached to the insurance,

when the Harris' wanted to have the premium applied to their principle, only

$7,026.63 of the $8828 91 was applied. It cost the Harris' $1802.28 to insure for

$52,00 for one year. The pay off balance on 06-09-97 was $46,541.95.

We urge you to investigate the Commercial Credit's lending policies and practices
for fair lending violations. We also urge you to interview Ms. Harris and carefully
review facts as [ have stated herein. Upon OTS gaining the Harris' approval, T will

gladly share documentation with you. Once again, we protest Travellers'

reorganization plans, request a hearing on this matter, and request additional time to

prepare our testimony. Thank you for your attention.

Sincerely,

Lok,

—

Rashmi Rang
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EXECUTIVE SUMMARY

This guide, issued by the Greater Rochester Community Reinvestment
Coalition (GRCRC), contains analysis of lending patterns in
Rochester. GRCRC was convened in 1993 to generate discussion about
lending patterns in Rochester. The Coalition is releasing this
guide to home mortgage lending to continue the ongoing discussion
on this subject. The guide is based on an analysis of 1993, 1994
and 199% HMDA data.l 1995, is the most current year for which data
is available.

Some of the most significant findings of the guide are as
folliows:

e In 1992 the suburbs had a lending rate that was one hundred
and fifty percent (150%) higher than the city lending rate.
In 1995 that gap had narrowed so that the suburban lending
rate was only thirty-five (35%) higher than the city’s
lending rate.

e In 1995 the disparity in the lending rate between white and
minority moderate income had been eliminated.

* Denial rates for minority loan applicants continue to be two
or three times the rate for white applicants.

e There has been no improvement in lending to rental units in
the city since 1892.

While significant improvements have occurred in the last four
years much work remains tc be done. The Coalition believes that
by continuing to work with area banks, the city, county and
community we can continue to improve on the work that has been
done. We can also address the problems of high minority denial
rates and lack of rental lending with innovative solutions.

We would like to see members of this community use this guide to
support the banks that are lending in the city, particularly in
the low and moderate income and minority neighborhoods in the
city. We would like to hear from individuals about their
experiences with area banks in obtaining mortgage loans, small
business loans and perscnal loans.

We challenge the banks who have not made any significant
improvement in their lending performance since 1992 to do better.
A number of banks are lending aggressively and prudently in the
city’s underserved neighborhcods. It can be done. If banks
continue to underserve cur low income communities we should ask
ourselves whether we should continue to bank with them.

' Some of the HMDA analysls was completed using HMDA Works, a
software program developed by the Center for Community Change.



INTRODUCTION

In May of 1993 the Coalition issued a report about mortgage
lending in Rochester. The report was based on an analysis of Home
Mortgage Disclosure Act (HMDA) 2 data for 1992. The report found
that lending in inner city neighborhoods was one quarter of
lending in the Metropolitan Statistical Area (MSA)’® and that
moderate income minority census tracts had significantly lower
rates of lending than moderate income white census tracts.

In April 1995 a report on the comparison of denial rates for home
mortgage loans in the Rochester MSA between blacks, Hispanics and
whites was released. That report fcound that black and Hispanic
applicants had a denial rate that was two or three times as high
as white applicants. This disparity existed across all income

groups.

The Coalition is releasing this guide to home mortgage lending to
continue the ongoing discussion on this subject. The guide is
based on an analysis of 1992, 1993,19%4 and 1995 HMDA data. It
compares lending patterns between the city of Rochester and the
MSA as well as in different census tracts in the city. It looks
at denial rates amongst different racial groups in the MSA. It
also compares the lending patterns of the nine largest area
banks.

The Community Reinvestment Act is a Federal law that was
originally passed in 1977. New regulations were issued in July
1995 and the law was considerably strengthened. The Act requires
federally insured banks to serve the credit needs of the entire
community, including the low and moderate income community. This
includes having affordable mortgage products, small business
loans and checking accounts that can be utilized by low and
moderate income residents of the banks’ service area.

Banks must alsc report by census tract where their home mortgage
loans were made; the income, race and sex of the applicants; and
the outcome of each application for a loan. This data can be
analyzed to measure a bank’s lending performance. Beginning in
March 1997 banks over a certain size will also be required to
report their small business loans.

For more information about the Coalition or the guide call Ruhi
Maker at 716-454-4060 x737 or Sister Beth LaValle at 716-244-
4817.

2 This report uses Home Mortgage Disclosure Act (HMDA) data
which is a wvailable for public review at the 0ffice of Housing,
City of Rochester which serves as a federal depository.

> The Metropclitan Statistical Area {(MSA) includes the
Monroe, Wayne, Ontario, Livingston, Orleans and Genesee counties.



COMPARISON OF THE CITY OF ROCHESTER TO MSA
LENDING IN THE CITY OF ROCHESTER HAS INCREASED

Home Mortgage lending in the city of Rochester has increased 1in
the last four years and the lending gap between the city and the
suburbs has narrowed. The Coalition’s analysis of the 1992 HMDA
data revealed a significant disparity between lending rates in
the city and the surrounding suburbs. 1993, 1994 and 1985 saw a
significant improvement in lending for owner-occupied mortgages
in the city.

TOTAL HOME MORTGAGE LOANS IN THE CITY
1492 2,927
1995 5,974
1994 1,441
1965 3,739

1002 there were approximately 3,000 home mortgage locans made
izv 2ll flnanclal institutions in the city. That number increased
dramaticaily in 1293 and 1994 during the refinance boom. Interecst
rates for home mortgage loans were lower than they had been 1n
yeirs and many home-owners retinanced their mortgages. In 1295
thoere were almest 3,800 leans in the city.

TOTAL FHA AND CONVENTIONAL LOANS IN CITY

TEAR rHA CONVENTIONAL TOTAL
1982 328 579 917
1893 544 843 1787
1994 787 1,335 2122
1995 785 1,331 2126

Total FHA & Conventional Loans in the City
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A breakdown of the kinds of loans is more illuminating. Home
mortgage loans include FHA, VA,? conventional home purchase,
refinances and home improvement loans. If the increase in city
lending was limited to refinances and home improvement loans it
would merely be an indication of existing homeowners obtaining
financing. However the number of FHA and conventional loans has
doubled in the last three years. In 1992 there were cnly 217
conventicnal and FHA home purchase loans. In 1995 there were
over 2,000 FHA and conventional loans.

PERCENTAGE OF LLOANS iN THE CITY
1aa2 1593 1991 1995
11° 17.5% 20% 20%

Percentage of Loans in the City
1992-1995

Percentage
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A greater proportion of the total loans made in the MSA are now
made 1n the city. In 1882 only 11% of the total loans made in the
MSA were made 1in the city. In 198% that percentage had increased
to 20%. More loans were made in the city and fewer loans were
made 1in the MSA as a whole.

*

4

Federal (FHA) and Veterans Administration (VA) locans are
insured by the Federael Government.

L



Another way to look at the lending data is to examine the number
of loans made per 1000 housing units (HU)®. In 1993 the lending

rate of all banks was 59/1000 HU in the city. It was 85/1000 EU

in the MSA.

In 1994 the gap in the lending rate between the city and MSA
narrowed. The city lending rate dropped to 44/1000 Housing units.
The MSA lending rate was 55/1000 Housing units. In 1994 there
were 12,000 fewer refinances in the MSA. Interest rates were
higher and fewer people were refinancing their mortgages. This
resulted in a lower lending rate in the MSA. The drop in the city
lending rate was caused by the fact that there were 1,200 fewer
refinances in the city.

By 1995 the city rate was 37/1000 HU and the MSA rate was 47/1000
HU.

Although the gap in the lending rate between the city and the MSA
has narrowed and is a cause for celebration it still exists. The
Coalition believes that there is still an unmet need for lending
in the c¢ity and bhanks need to reach out to residents tc meet that
need. The city of Rochester has initiated a Homeownership program
which includes help with closing costs, for Home Expo homes as
well as rehabilitation of existing homes. Many of the area banks
have introduced affordable mortgage products. Althcugh housing
prices in the c¢ity have been falling since 19%4 and interest
rates are higher, the number of first mortgages (FHA, VA and
conventional} originated by the lending institutions has been
maintained at the same level as 1993. The lower prices may have
made home ownership an option for many moderate income residents
who were previously renters.

Given the high cost of renting in the city and the suburbs, as
well as the poor quality of some of the rental stock, it should
be possible to market homeownership options to many moderate
income city and suburban residents. It is the Coalition’s belief
that lending can be increased in the city.

* This guide analyzes the rate of lending per housing unit.

Some analysis are done based on the rate of owner-occupied housing
units. we have deliberately chosen to include all housing units
because of the high percentage of rental units in the city and the
lack of lending to rental units. Excluding the rental units would
have resulted 1in a higher rate per HU which would have
inaccurately reflected the lending pattern in the city.



COMPARISION OF CENSUS TRACTS WITHIN THE CITY OF
ROCHESTER

LENDING IN PREDOMINANTLY MINORITY CENSUS TRACTS HAS IMPROVED
MEASURABLY

TOTAL LOANS IN MINORITY CENSUS TRACTS

1992 1993 15894 1995
534 1,013 1,086 997
., 1200
£ 1000
S 800
S 600 |-
3 400 -
E 200
= 0 8 i _ : i -
1992 1993 1994 1995
Year
Chart C

CENSUS TRACTS WITH A MINORITY POPULATION GREATER THAN 80%

The Coalition’s report analyzed 1992 HMDA data to see how lendinc
in predominantly minority census tracts compared with lending
patterns in predominantly white census tracts in the city. We
determined that there was very little lending in census tracts
which had a minority population of more than 80%. Lending has
improved measurably in the last three years. In 1592 there were a
total of 161 loans in 80%+ minority census tracts. In 1993 that
figure had increased to 312 in 1994 to 403 loans and in 1995 to
417 loans.

Despite the improvement, predominantly white city census tracts
still have twice as many tctal loans as predominantly black
census tracts. In 1994 city census tracts with a minority
pepulaticon of under 10% had 950 lecans; more than twice the number
of lcans in census tracts with a minority population of more than
80%. This is especially concerning as almost a 1000 more people
were living in the 80% to 100% minority census tracts than in the
census tracts with 10% or less mincrity population.

CENSUS TRACTS WITH A MINORITY POPULATION GREATER THAN 50%

Lending in census tracts with a mincrity pcpulation in excess of
50% alsc improved. In 1992 there were a mere 534 loans in such
census tracts. There were approximately 1,000 loans in those
census tracts in 1993, 19%94 and 1985.



LLOANS IN MODERATE INCOME CENSUS TRACTS

YEAR 1992 1993 1994 1995
MINORITY 120 470 366 330
RATE\N1000 HH 15 58 42 39
WHITE 487 1255 981 815
RATENHH 1000 22 58 45 38

Loans in Moderate Income Census Tract Per 1000
Household

60
50

30

20 o
0 w

White Census Mnority Census :
Tract Tract g 1994,

l.oans Per 1,000
Housecholds

g 1993 |

1 :
By Race and Year {D19955

Chare D

There 15 no longer a disparity in the lending rates of white or
minority moderate income census tracts. The coalition’s previous
report had pointed out the difference in the lending rate in
minority moderate income (50% < 80% MFI)® census tracts versus
white moderate Lncome census tracts. Since ilncome in white and
minorlity moderate income census tracts is the same one possible
cause for the disparity 1in lending rates was the race of the
residents of the census tract.

In 1992 the lending rate {loans per 1000 housing units) in
moderate income mincrity census tracts was lower than in white
moderate income minority census tracts. The minority rate was
15/1000 HU. The rate in white census tracts was 21/1000 HU.
Census tracts that had a minority population greater than 50% and
a median income between 30% - 80% of the MSA median only had 120
loans in 1992.

However lending has increased in both white and minority moderate
income census tracts. In 1995 the lending rates for white and
minority moderate lncome census tracts were identical. The city’s
lending rate was 27 loans/1000 HU.

b Income was $40,856 in 1992.

The area Median Famil
, 428 - 32,684.

Y
Moderate 1ncome (50-80%)1s $20, 4



The neighborhoocds represented by these minority mcderate income
census tracts are the SWAN X PLEX areas to the east of Genesee
St. and the 14621 neighborhood in the Northeast.’ These
neighborhoods have suffered from years of disinvestment. The
increased lending is a modest beginning which needs to be built
upoen .

The 19th ward is another minority neighborhood but 1s not

inciudea  in  this portion of the analysis as 1t 1s middle
income (»BCY of MFI). The lgans generated by the construction of
First Place are alse not included in these numbers as census tract
e

income {5007 MEFi)and minority.
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DENIALS

AFRICAN AMERICAN AND HISPANIC APPLICANTS WERE DENIED MORTGAGE
LOANS AT TWO TO THREE TIMES THE RATE AS WHITE APPLICANTS

In April 1995 the Coalition released a report on denial rates in
mortgage lending in 1983. The report found that black and
Hispanic loan applicants were two or three times more likely to
be denied loans as white loan applicants. This disparity
persisted across all income groups.

1995 DENIAL RATES ACROSS INCOME LINES

Income White Black Hispanic Asian
Less than 80% of median 20% 36% 22% 27%
{low—mod;

B80-99% of median 17% 31% 25% 21%
'100-120% of median 14% % % s
More than 120% of median 10% 25% 11% 9%
(upper)

1995 Denial Rates Across Income Lines

Percentage of Denial

OWwWhite
WBlack
OHispanic 1
Less than 80% 80-99% 100-120% More than 120% EAsian i

Applicant's Percent of Median Income

Chart E

The chart above analyzes denial rates across income and race
lines. These rates are based on denials by all the financial
institutions lending in the M3SA. The denial rate for all ethnic
groups decreases as ilncome goes up. Low-mod income whites have a
denial rate of 26%, whereas upper income whites have a denial
rate of 10%. Similarly low-mod income blacks have a higher denial
rate (36%) than upper income blacks (25%}. However upper income
blacks have more than twice the denial rate as upper income
whites, Asians and Hispanics.



The following table contain the percentage of denials for the
three groups referred to above as well as the black tc white and
Hispanic to white denial ratio for the nine banks.

BLACK DENIALS

As 1s apparent from the table in 1995 black applicants were twice
or three times as likely to be denied loans as whites. The only
bank which was the exception to this rule was M & T which had
comparable denial rate for blacks and whites.

HISPANIC DENIAL

In 1995 Chase, Fleet, Kev and M & T had lower denial rates for
Hispanic agpplicants than for white applicants. However, Hispanicc
were denied at cne and a half to two times the rate of white
applicants by the remaining banks.

This disparity cannot be explained on the basis ¢f income alone
because, for most banks it persists for black and Hispanic
applicants whose income is greater than 100% of median or $40, D0,
a year for a familly of four. The disparity in the denial rates
dlco perzizts for applicanis whose income is in excess of 120¢ ¢
medlian Lt.e. 248,000 a year.

Citibank has consistently had one of the highest denial rates -o»
blacks tn 19293 (71%), 1994(44%) and 19935 (55%).The high denial
race 15 xccompanied by a lack of home mortgage loans to black
applicants.

Im 1994 M 5 T had the worst denial rate for black applicants, 4=
or black applicants and 35% of Hispanic applicants were denied
loans. In contrast 17% ¢f white applicants were denied loans.
However M & T made more loans to black applicants (126) than an.
other bank. It also had the most loans to each of the other
minority groups and a total of 238 loans to all the minority
groups. 14% of 1t’s lending was to minority groups.

M & T’s denial rate improved in 1995. Only 19% of black and 8% of
Hispanic applicants were denied loans. Furthermore M & T
continued to be a market leader in making loans to minorities

Marine has improved its black denial rate which was 55% in 1983
and 306% 1n 1985. Marine’s Hispanic denial rate has remained
largely unchanged. It was 34% in 1993 and 32% in 199%5. Both rates
were twlice the white denial rate. Furthermore in 1994 and 1995
Marine only made approximately 100 home mortgage loans to all
mincrity applicants each year.

in denial rates 1s very disturbing, part:icularly
T

The disparity
s for upper inccocme blacks. It cannct be explained

L
singce 1t Br31s

away on the basi=z of 1ncome, i.e. that blacks who are low-income
would e more likely te have poor credit history’s and therefcre
mors liwely o ke denled loans



RECOMMENDATION

In light of the data presented the Coalition strongly recommends
that the city and county fund a testing program to ascertain the
reason for the disparity in the denial rates for different racial

groups.
The Coalition also recommends that banks with a disparity in
their denial rates fund pre-purchase counseling programs like the
ones offered by the Home Store to better screen applicants and
channel them 1nto credit counseling and Home Buyer clubs where
appropriate.

Applicants who have been denied should similarly be referred to
credit counseling. If appropriate, applicants should be advised
about the steps they can take to improve their credit history anc
enceouraued to reapply 1n the future.

Banks with 3 disparity in their denial rates should institute a
process of blind second review for all minority applicants. Thev
shouls also provide tralning on Fair Lending practices and all
applicaninle laws to theilr stafr.



TABLE 1

DENIALS% 1993 ROCHESTER MSA

BANE WHITE RATIO BLACK RATIO HISPANIC
5 B - W % H - W %
]
’ 11 2.1 23 2.0 22
,,,,,,,, L f K 3.0 71 1.4 25
| |
| ~ 5 27 1.7 10
!
1 I
! !
| j 3 13 0 0
| |
| |
Ll | ! 4 25 1 11
! i
| 30 2 f
j ! l 5 20 1.1 20
|
\
i . 55 2.3 34
f
| I
z | ] | 1.5 49 2.8 39




TABLE 2

DENIALS.%. 1994 ROCHESTER MSA

BANK WHITE RATIO BLACK RATIO HISPANIC

5 B - W g H - W 5

CHASE 12 3.5 41 0.6 7

CITI BANK 18.5 2.3 44 1.7 32

FIRST 8 3.1 24 0.77 6
FEDERAL

FIRST 15.5 2.1 33 1.3 20
NAT TONAL

FLEET 10 2.76 28.5 0.97 10

KEY 18 0.93 17 0.55 10

M & T 17 .54 43 2.07 35

MARINE 14 2,88 41.5 2.36 34

RCSB 17 2.09 35.6 1.95 33




'DENIALS % 1995 ROCHESTER MSA

TABLE 3

BANK WHITE RATIC BLACK RATIO HISEANIC
% B -~ W % H-W 3
CHASE 16 2.1 34 .75 iz
CITI BANK 25 2.2 55 1.9 47
FIRST g 2.2 26 2.2 18
FEDERAL
FIRS B 2.6 21 1.4 11
NATIONAL
FLEET 20 2.1 4z .55 11
KE™: 2 1.3 5 .34 Bl
M oo T is 1.2 19 0.5 8
MARINE 15 2.4 36 2 31.%
RCGH 18 2.5 46,7 2.3 4i.¢

Lol



RENTAL LOANS

LOANS TO RENTAL UNITS HAVE DECREASED SINCE 1993

1-4 family

Year 1995 1994 1993
City 274 365 454
MSA 719 822 1019
Top © 230 402 474
Banks MSA

Cther 489 420 545
Financoial

Institutions

The Citly ot Rochester has over 40,000 unicts of rental housing.
Mores thoen 509 of the housing stock 15 rental. The lack of lendin:
Lo non-occupant unlts was peointed out 1n the Coaliticon’s 1964
report . Uniortunately the picture has not improved much 1n the
last three years. In 1292 rhere were 454 rental loans in the
city,; there was only one mortgage ilcan for every 100 units of
rentel housing. This has o drematic negative impact on the
Guaiity oL life of tenants, as landlords are unable to buy or

sell property, or borrow to make repalirs.

Property values have fallen in the city in the last few years.
Many owner occupant and non-owner-occupant properties are
mortgaged for more than their market value. That makes 1t hard
for landlcrds to obtaln financing. Representatives of a number o
area banks have represented to the Coalition that they view
lending to landlords as high-risk. There seems to be a percept:on
in the banking community that many landlords are simply in the
business to maximize thelr profits at the expense of the tenants,
the property and the bank. Therefore many banks require at least

30% equlty in a non-occupant property before they will extend a
mortgage.

Whereas that characterization may be true of some landlords it 1L:=
unfair teo landlords and to their tenants to have underwriting
guidellnes for all non-occupant properties based on a worst case

scenarlio.



RECOMMENDATION
In the last few vears many of the larger Banks have created
arfordarle hcme meortgage programs for owner-occupants. The

programs have had more flexible underwriting criteria and low

down payments. In exchange applicants have had to participate in

pre-purchase counseling.
cmmending that the banks explore a pilot

The Coal-toon Lo rec

wrocram Lor Lanalords with 3 proven track record. The pilot

proaram ocneosr cenable landlords to obtain Home Improvement loans,

Telln rlronron . Or purchase & new unit. Criter:a could

- nrooLhat > la orc nas maintained the property free of
Sl :rtiin number of years, that the taxes arc

Y AN regulre that the landiord live near
vosiren onmIme landlords the bank could reguire

.1y complete the city fundea training
Council. The point of the criter-us
who will maintain the property anc
Tow. In return the bani would only
1vmaent 1nstead of the 30T curroently




ROCHESTER MSA

1993 RANKING OF BANKS

BANK RANK
%J
FLEET 1 l}
|
;
M & T BANK 2 i
KEY BANK 3 |
FIRST FEDERAL 4
MARINE 5
FIRST NATIONAL 5
ROCHESTER COMMUNITY SAVINGS BANK 7 ‘
CHASE 7 !;
CITIBANK 9 !

GRCRC 1996



 ocHEsteRmMSA |

L ] v 1\
1994 RANKING OF BANKS ’
BANK RANK ,(
|
I
| KEY BANK 1 !
|
I FLEET 2 ii
| :
1 I
| M & T BANK 2 I
. :1
| |
i FIRST FEDERAL a
;

\ MARINE MIDLAND 5
h - - o -
.  ROCHESTER COMMUNITY SAVINGS BANK 5 i
% :5
| FIRST NATIONAL BANK 7 J
i I
I ;
! CHASE 8 !
I
i
i CITIBANK 9 “

GRCRC 1996



ROCHESTER MSA

1995 RANKING OF BANKS

BANK - RANK f

]

|

M& T BANK 1 l“‘

i

FLEET 2

FIRST NATIONAL BANK 3

I -

| ,.
| CHASE 3
? KEY 5

a

| MARINE 6 !.

%

FIRST FEDERAL 7 i

;f

ROCHESTER COMMUNITY SAVINGS BANK 8 i;

i

‘\

CITIBANK 9 <;

|

GRCRC 1996
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COMPARISON OF NINE MAJOR BANKS

The guide contrasts the lending performance of the nine banks
with the largest deposits that serve the Rochester MSA. These are
Chase, Citibank, First Federal Savings and Loan of Rochester,
Fleet, First National Bank, Key Bank, M & T Bank, Marine Midland
and Rochester Community Savings Bank. Data reported by the banks
mortgage subsidiaries (if any) was also included. Onbank a new
comer to the Rochester market has not been included in the

ranking.
The banks were given a rank based on thirteen factors:

1 & 2. The number ¢f minority applications and lcans in the MSA
as a percentage of the total number of minority
applications and loans.

The number of low-mod applications and loans 1in the MSaA

3 & 4
as a percentage of the total number of low-mod
applications and loans.

5. The volume of non owner-occupant lcans in the MSA.

6. The number of lcans in minority and low-mod c¢ensus tracros
in the city.

7. The total number of loans 1n the city.

8 & %. The percentage of black and Hispanic denials.

10 & 11.The black to white and Hispanic to white denial ratio.

1z, The Bank’s loan to deposit ratice {(the dellar veolume of
home mortgage loans as a ratio of their deposits in the
Rochester MSA).

The individual ranks were placed 1n four categorlies and each bank
received a MSA rank, a city rank, a denial rank and a loan to
deposit rank. These ranks were amalgamated intc a composlite rank.
The best possible rank i1s 1 and the werst rank is 9.

20



Home Mortgage Loans in Rochester MSAJ/City

Number of Loans
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Banks
Chart F
Chart F demonstrates the proportion of lending by the nine area banks
in the MSA and the c¢ity of Rochester.
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Chart G

Chart G demonstrates the proportion of lending by the nine area banks

fo all households in the MSA and to all low-mod households in the MSA,

including low-med households in the city of Rochester.
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Number of Loans

Home Mortgage Loans in Rochester MSA/Minority Household
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CHASE

1993 Rank: 7
1994 Rank: 8
15895 Rank: 3

1935 1964 1993 18482
TOTAL LOANS TO:
MSA 710 802 16969 1850
City 18¢ 156 154 212
Minority 138 18, 98 NA
households
low—-mod 161 1=8 403 NA

households

PERCENT OF LOANS IN THE CITY:
26 e il 11

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

L 54 B G 38

minority

I ovi-mod 7 H E5 76

DENIALS

RACE WHITE CLACH HISPANIC
1905 16 34 12

1994 12 41 7

186z 11 23 22

Chase has 1mproved 1ts overall ranking from 8 in 1993 to 3 in
12¢5. Chase has been making fewer home mortgage loans in the MSA
and in the city since 19%2. However a larger percentage of the
MSA lending has occurred in the city. In 1995 and 19%4 more than
half the loans in the city were in low-mod census tracts. In 1995
a third of Chase’s loans were 1n minority census tracts. Chase
made 28 and 20 non-occupant loans in 1994 and 1995 respectively.
In 1995 Chase increased its lending to minority borrowers in the
Rochester MSA.



In 1995 and 1994 black applicants were denied at twice or three
times the rate of white applicants. In 1995 34% of black
applicants were denied loans by Chase. In contrast only 16% of
white applicants were denied loans. In 1995 the disparity in the
denial rate for blacks persisted at more than 100 % of median
income. There was no disparity for blacks at incomes greater than

120% of median income.

r
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Citibank

19932 Rank: 9
1994 Rank: 9
1995 Rank: 9

1995 1994 1883 1992

TOTAL LOANS TO:

MSA 565 808 663 1068
City 107 171 56 107
Minority 42 68 47 NA
households

low-mod 105 174 106 NA
households

PERCENT OF LOANS IN THE CITY:
19 21 8 10

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

>50% 22 23 4 13
minority

low-mod 50 54 18 31

Citibank has persistently been ranked last three years in a row
for its home mertgage lending record in Rochester. It is the
largest bank in the MSA in terms of its local deposits. Despite
that fact its wvolume of mortgage lending in the MSA and in the
city has been on the decline since 19%2. However a larger
percentage of Citibank’s lending cccurred in the city in 1994 and
1995.

Although Citibank made very few loans in the city, in 1994 and
1995, almost half the loans in the city were in low-mod census
tracts and a guarter were in minority census tracts. Citibank has
made virtually no non-occupant loans in the last four years.

DENIALS

RACE WHITE BLACK HISPANIC
1985 25 55 47

1994 19 44 . 32

1983 19 71 25



Citibank has one of the worst denial rates for blacks and
Hispanics amongst all nine banks. In 1995 553% of black applicants
were denied loans. Black applicants were more than twice as
likely to be denied loans as white applicants. This denial ratio
remained the same for black applicants whose income exceeded 100%
of area median which is $40,000 for a family of four.

Hispanic applicants also had a much higher denial rate than white
applicants.



First National Bank
1993 Rank: 5
1994 Rank: 7
1995 Rank: 3

1995
TOTAL LOANS TO:
MSA 301
City 71
Minority 42
households
low-mod Bo
households

1994

204

41

20

PERCENT OF LOANS IN THE CITY:

-

20

1993

415
44

25

49

11

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

S50 an
minority

Low—mod qn
DENIALS

RACE WHITL
1995 3

1534 15

1993 9

10

20

BLACK
21
33
13

1892
890
95
NA
11
16
37

HISPANIC

11

20

0

FNB 1mproved its rank and lending record in 1995. It increased
lending to low-med and minority households and census tracts.
FNB 1s the smallest ¢of the nine banks in terms of local deposits.

Black applicants were twice as likely to be denied home mortgage
lcans as white applicants in 1994 and 1995.



First Federal

1993 Rank: 4
1994 Rank: 4
1995 Rank: 7

1995 1994 1983 1992
TOTAL LOANS TO:
MSA 863 1250 2264 1016
City 135 267 202 96
Minority 65 119 120 NZ&
households
low-mod 229 215 415 NA
householids
PERCENT OF LOANS IN THE CITY:

16 21 13 8

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

>50% 48 01 39 17
minority

low-mod 65 143 108 36

First Federal lending peaked 1n 1993 but declined in 1994 and
19%5. However a greater percentage of the lending occurred in the
city. In 1994 and 1995 more than half the lcocans in the city were
in low\mod census tracts. More than a quarter of the loans were
in minority census tracts. First Federal made 49 non-occupant
loans in the MSA in 199%4. First Federal also initiated the
construction of First Place, a sub-division within the city of
Rochester which been a significant contribution in the
revitalization of a low-income neighborhood of the city. Ground
has also been broken on Edison Place. Funding is being sought for
a third sub-division, Goodman Plaza. The Coalition applauds First
Federal for its efforts in the city and urges other banks to
emulate its example.

DENIALS

RACE WHITE BLACK HISPANIC
1995 8 26 X 18

1994 8 24 6

1993 6 27 10



Black applicants were three times more likely to be denied home
mortgage loans than white applicants. Hispanic applicants had a
lower denial rate than white applicants in 1994 but a higher one
in 1995. Black applicants at 120%+ of median income had
comparable denial rates to white applicants.

[
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rieet
1993 Rank: 1
1994 Rank: 2
1885 Rank: 2

1995 1994 19983 1992
TOTAL LOANS TO:
MSA 1,247 1,747 3,423 1,979
City 185 344 555 297
Minority 85 14% 235 NA
households
low-—mod -04 302 845 NA

household

PERCENT OF LOANS IN THE CITY:

10 20 16 15
TIrTAL 1 MARNMC T MNITVYV ACAMCHIC TDAM,TC TULUAT ADIT
AT AL LAVAIIYD W AT LNV TGO T I ANV
A b B o 100 57
minori
hl b ANeNe] AT h RS et
e — Tt L7 PN 1 7 12U

In the tast four years Fleet has maintained 15-20% ot 1t's
lendinag in the city. In 19%4 and 1995 approximately 80% of Fleets
loadns 1n the clty were 1n low-mod census tracts. Almost 25% were
In minority census tracts. fleet made 80 non-occupant loans in
the MSA in 1994, more than any of the nine banks included in this

guide.

DENIALS
RACE WHITE BLACK HISPANIC
1935 20 43 11
1994 10 28 10
1993 11 25 11

Black applicants were three times more likely to be denied lecans
than white and Hispanic applicants. In 1995 43% of black
applicants were denied loans, compared to 20% <f white and 11% of
Hispanic applicants. The difference in the denial rate persisted
at 1007 and 120% of MFI. However, at 120% of MFI the gap between
the black and white rate was narrower. The denial rate for
Hispanics azbove 807 »f MFI was negligibile.

[
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Key Bank

1993 Rank: 3
1994 Rank: 1
1895 Rank: 5

1895 1694 1993 1992

TOTAL LOANS TO:

MSA 996 1,999 2,361 1,803
City 127 448 246 204
Minority 825 143 85 NA
households

low-mod 284 502 574 NA

households

PERCENT OF LOANS IN THE CITY:
L3 22 10 11

LOANS TO CITY CENSUS TRACTS THAT ARE:

SH0Y 17 137 58 48
minority
LW o g5 405 103 101

n 1994 Hey Bank’s Lending more than doubled in the city as a
percentage of i1ts MSA lending. In 1994 Key made the most number of
loans to minority applicants 1In the MSA, it made the most number
of loans in the clity as well as in low\mod census tracts. 90% of
Key bank’s loans werc 1n low\mod census tracts and more than a

gquarter were 1n minority census tracts.

Unfortunately this lending performance was not maintained in 1995.
Not only did the absolute number of lcans in the city and MSA drop
dramatically, 75% of the loans were home improvement loans as
opposed to home purchase loans. Most of low\mod loans were Home

Improvement Lcans.

DENIALS

RACE WHITE BLACK HISPANIC
1885 Z6 35 9

1964 18 17 . 10

18423 12 30 25

Xey was the only bank amona the nine surveyed that had comparable
denial rates for black and white applicants in 1994 . However 1ts
black denial rate was higher than the white rate in 1995.
Hispanic applicants had lower denial rates than white applicants
1n 1994 ana 1995,

Lot
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M&ET

1993 Rank: 2
1994 Rank: 2
1995 Rank: 1

19985 1994 1993 1992
TOTAL LOANS TO:
MSA 1,285 1,718 2,470 1827
City 492 407 328 207
Minority 296 238 223
households
low—mod 671 477 665
households
PERCENT OF LOANS IN THE CITY:

38 24 13 11

TOTAL LOANS TO CITY CENSUS TRACTS WHICH ARE:

>50% 111 101 82 35
minority

lLow-mod 331 405 167 88

M & T has steadily improved its lending record in the city of
Rochester over the last four years. In 1995 almost forty percent
of its loan origination in the MSA were in the city. In 1994 and
1995 70 % of M & T ‘s loans in the city were in low\mod census
tracts and 25% 1in minocrity census tracts.

DENIALS

RACE WHITE BLACK HISPANIC
1995 15 19 8

1994 17 43 35

1993 18 29 20

In 1994 M & T denial rates for black and Hispanic applicants were
amongst the worst of all nine bkanks surveyed. 44% of black
applicant and 35 % of Hispanic applicants were denied lcans; only
17% of white applicants were denied loans. This disparity in the
denial rate persisted for applicants at 100% > of median income.
Cn the other hand, M & T originated 238 loans to minority
applicants in 1994, more than any of the other area banks.

In 1995 the disparity in the black and white denial rate had
narrowed. However, it persisted even for blacks at 120% of MFI.
The denial rate for Hispanic applicants was lower than the white
rate.

2o
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The Coalition applauds M & T for its record of lending in the
city, and in low\mod and mincrity neighborhoods in the city. As
is apparent from the guide M & T has one of the best records of
lending to the city, the low and moderate and minority community
in Rochester. The Coalition has had an ongoing relationship with
M & T for over two years. We have had a number of meetings with
them where our input was solicited and proffered. M & T has
provided the Ccoalition with a letter of understanding which we

will work on implementing.



Marine
1993 rank: S

1984 Rank: 5
1996 Rank: 6

1995 1994 1993 \ 1852
TOTAL LOANS TO:
MSA 1,92% 1,706 1,874 1,992
City -BG 380 224 211
Mincrity
nouseholds 100 Cg 137
low—maod 9n0 4Gz 628

houschaolds

PERCENT OF LOANS IN THE CITY:
15 22 12 L3

TOTAL LOANS IN CITY CENSUS TRACTS THAT ARE:

RO L 112 60 S

minoriuy

Lo mmod Lo SBU 108 85

Tnoilutd Mo ine increased the number of loans 1t made 1n the city.

However almost 60% of those lcans were home improvement loans.
Virtually all the loans were in lowlmod census tracts and 25%
WeGre 1n minorlty census tracts.

Similarly in 129% So% of the lending in the city were Home
Improvement leoans which averaged $10,000 a locan. This pattern has
existed since 1992. At first glance Marine's lending record 1n
the city, 1n mincrity and low\mod census tracts and to minority
borrowers looks good. However a more detailed analysis reveals
that most of such lending is limited to Home Improvement Loans as
opposed to first mortgages (FHA\VA, conventional and refinances).
In 1995 50% of Marine’s lending 1in the MSA was comprised of Home
Improvement loans. However 60 -80% of it’s lending in minority
census tracts, in low-mod census tracts and to minority borrowers
was comprised of Home improvement lcans.

Lol
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DENIALS

RACE WHITE BLACK HISPANIC
1995 15 36 32

1994 14 42 34

19383 15 55 34

Black and Hispanic applicants have a denial rate that is two to
three times the white denial rate in the last three years.
Although, the black rate has improved from 55% in 1993 to 36 % in
1985 it 1s still twice the white denial rate. The Hispanic denial
rate has remained at 34%.

he disparity in the denial rate persisted for higher income
lacks.

D

U -3

The Coalition has had a series of meetings with Marine in the
last two months, follewing Marine’s announcement that they were
propesing te acquire First Federal Saving’s and Loan of
Rochester. During the meetings the Coalition raised a number of
concerns with Marine. In response to the issues raised by the
Coalit:on Marine has committed to the following actions:

1. Becomina ¢ member of the Federal Home Loan Bank.

2. Continuing the acvivities of First Federal’s home bullding
subsidicery, BHD.

. Marketing thelr allordable mortgage product, Marine @7 co low-
mod and minority i1ndividuals in Rochester.

4. Providing garants for pre and post purchase counseling.

5. Creating a Marine Clitizen’'s Advisory Council which wil!

include Coalition membership.

[WS)
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RCSB

1993 Rank: 7
1984 Rank: 5
1985 Rank: 8

1835 1994 1993 1992
TOTAL LOANS TO:
MSA 1,139 1,557 2,808 2,457
City 179 344 378 342
Minority 100 166 166 NA
households
low-mod 341 359 728 NA
households

PERCENT OF LOANS IN THE CITY:
16 22 14 14

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:
>50% 03 g5 102 76

low-mod 132 200 154 133

RCSB increased 1ts percentage of lending peaked in city in 19894,
However, most of the loans made in the city, 1in 1994 and 1995,
were home improvement loans. Low\mod loans were HI. Approximately
25% of city loans were in mlnority census tracts and almost 60%
were in low-mod census tracts.

DENIALS

RACE WHITE BLACK HISPANIC
19385 18 47 47z

1994 17 36 33

1993 14 49 39

Black and Hispanic applicants were denied loans at two or three
times the rate of white applicants. In 1995 47% of black
applicants, 42% of Hispanic applicants and 18% of white
applicants were denied lcans.

3e



GREATER RQCHESTER
COMMUNITY REINVESTMENT COALITION
P.0. BOX 39541 '
ROCHESTER, NEW YORK 14604

June 23, 1998

Ms. Jennifer J. Johnson

Secretary
Board of Governors of the Federal Reserve System

20" and Constitution Ave., NW
Washington, DC 20551-0001

Re: Citicorp-Travelers Appiication

Dear Ms. Johnson,

I am writing to you on behalf of the GREATER ROCHESTER COMMUNITY
REINVESTMENT COALITION (GRCRC). GRCRC is a coalition of thirty not-for profit
organizations and individuals based in Rochester, New York. GRCRC was convened in
1993 to generate discussions about fending patterns in Rochester, New York.

GRCRC is opposed to the proposed merger of Citicorp and Travelers Group and is
requesting that the Federal Reserve Board turn down the proposed Citicorp-Travelers
merger application. it is GRCRC's position that the Citicorp -Traveler's Group should not
be approved while Financial Modernization legislation is pending in Congress. GRCRC is
not opposed to financial modernization. However modernization needs to occur through
legistation and not by piecemeal approval of individuals mergers. Financial institutions.
that are insured by taxpayer dollars have community reinvestment obligations to fulfil.
Their safety and soundness are also issues of concern to all of us. There needs to a public
dialogue accompanied by legislation, before financial institutions are permitted to engage
in the business of banking ,insurance and securities on the scale envisioned by the
merged institution. Legislation must ensure that the interest of consumers will be protected
and that the Community Reinvestment Act will be extended to the entire financial
institution, including the insurance and securities subsidiary.

I will not belabor the policy issues raised in the press and by other groups opposed to the
merger. The point | want to make here is that GRCRC would oppose the merger
irrespective of Citicorp's record of lending in Rochester, New York. Unfortunately, an
analysis of their HMDA and small business lending data consistently finds them at the
bottom of the large financial institutions in Rochester.



Ms. Jennifer J. Johnson
June 23, 1998
Page 2

Citicorp's presence in Rochester, New York is through it's subsidiary, Citibank NYS
(Citibank). In 1996 Citibank was ranked second in terms of total dollar value of local
deposits. Citibank had over $1.6 billion in deposits locally. However Citibank ranked last
in terms of HMDA loans originated in Rochester.

1. HMDA Analysis

in 1996 GRCRC released a report on HMDA data for Rochester New York for the years
1993-1995. The report ranked all major 9 banks, doing business in Monroe County, on
their Home Montgage Data Act (HMDA) record. Citibank had the worst record of
lending, in fow and moderate income neighborhoods, of all 9 banks and ranked last,
all three years in a row. During that period Citibank also denied mortgage loans to Black
applicants at 2 -3 times the rate it denied them to white applicants. A copy of the report is

attached to these comments.

GRCRC has analyzed 1996 HMDA data which will be released later this summer. The
HMDA numbers show that Citibank had the fewest number of loans of ail the largest 9

banks in Rcchester in each of the following categories:

o totalt number of loans in the MSA,
« total number of loans in the city,
 number of loans to Black/Hispanic households in the MSA,

e loans to low-mod income census tracts,
« lpans to low-mod income households in the MSA.

1996 is the most current year for which HMDA data is publicly available.

In terms of marketshare, Citibank's HMDA market share was under 2% for the MSA and to
low and moderate income households in the MSA; 1% for loans in the City of Rochester;
under 1% for loans to Black/Hispanic househoids in the MSA and in low and moderate
Income census tracts. Citibank had 45 loans in the City of Rochester, compared to M&T
Bank, which had 188. Citibank had 11 ioans to Black and Hispanic househoids in the
MSA, M&T had 98. M&T had local deposits of $1.02 biilion. (A HMDA marketshare
analysis for 1996 originations is attached to these comments.)

Furthermore, in 1996, only 4% of Citibank’s total HMDA loans were in low-moderate
income census tracts. The other large banks percentage of loans in low—mod income
census tracts ranged from a high of 22% (Key) to 11% (First Federal, now merged with
Marine Midland). Only 2% of Citibank's loans were to Black/Hispanic households.



Ms. Jennifer J. Johnson
June 23, 1998
Page 3

Citibank has consistently had a high denial rate for Blacks and Hispanic applicants. In
1996, 54 % of Black and 31% of Hispanic applicants were denied home mortgage loans.
The white denial rate was 19%. GRCRC has documented this disparity in denials for
1893-1995 as well. A map of the City of Rochester, which displays the census tracts in
which Citibank did not make home mortgage loans, in 1996, is attached. Citibank did not
make home mortgage loans in approximately half the census tracts in the City. Pie charts
depicting racial composition are overlaid on the map. A review of the map shows that
Citibank did not make mortgage loans in a significant proportion of minority census tracts.

1. Small Business Lending Analysis

GRCRC has also analyzed small business data for 1996. The seven largest banks
originated 80% of the small! business loans in terms of dollar volume. Citibank ranked four
out of seven in terms of small business lending in Monroe County.

Citibank was not a market leader in small business lending. A market share analysis of
1996 small business loans in Monroe County is attached. Citibank originated $9 million in
small business loans in low and moderate income census tracts in Monroe County.
Marine Midland, the market leader in that category, made $50 million. Citibank made $1.6
million in loans to businesses with revenues under $1 million in low and moderate-income
census tracts. M&T, the market leader in that category, made $ 7 million in small business

ioans.

A map showing the census tracts in the City of Rochester in which Citibank originated no
small business loans is attached to these comments. Pie charts depicting racial
composition are overlaid on the map. A review of the map shows that Citibank did not
make small business loans in a significant proportion of minority census tracts. In fight of
this data, GRCRC requests that the Federal Reserve considers the Fair Lending

implications of Citibank’s lending practice.

2. Branches

Citibank has 13 branches in Monroe County. 11 branches are in suburban Monroe County
and two are in the City. Of the City branches one is downtown and one is in the Northeast
quadrant of the City. The lack of branch presence in the City may partially explain

Citibank's lending record.

GRCRC is a coalition of thirty not-for-profit organizations. It was convened in 1993 to
generate discussions about lending patterns in Rochester and to ensure that the credit
needs of low-income and minority residents of our community are met. GRCRC seeks to
support long-term solutions, which provide resources, knowledge and skills to build

community and individual net wealth.



Ms. Jennifer J. Johnson
June 23, 1998
Page 4

GRCRC has had ongoing discussions about the credit needs of the community with four
area banks. It has been our experience that the three banks with regional or local decision
making authority, Marine Midland, M&T and RCSB have been most responsive to meeting
the needs of our community. Quite simply put, if a community is 1 % of the market share
of a large mega bank, the needs of that community will not be of primary interest to the
decision makers of the mega bank. However, when Rochester represents a significant
proportion a banks market share the regional Presidents return our phone calis and make
sure the deal gets done, even if someone has to work on it over the weekend. | can only
speak to the experience of our Coalition members.

Finally, there has been a flurry of community development lending, by Citibank, to a

number of members of the Coalition in the last two years. Needless to say, we welcome
such activity. We hope that Citibank will improve on its community development iending

record whatever the outcome of this application.

If you have any questions about these comments please feel free to contact me. [ can be
reached at 716-454-4060.

Yours truly,

Ruhi Maker Esq.
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Testimony on behalf of the Greater Rochester Community Reinvestment Coalition,
regarding the proposed merger between Citicorp and Travelers Group.

Public Hearing June 25®. 1998. New York, New York.

My name is Ruhi Maker. 1 am co-convenor of the Greater Rochester Community
Reinvestment Coalition in Rochester New York. I work as a Senior Attorney at The
Public Interest Law office of Rochester.

I am here today to speak against the proposed merger of Citicorp and Travelers Group.

In the name of ‘modernizing’ the laws governing the financial institutions of this country,
the CEOs of the largest of those institutions have been lobbying for a number of years to
repeal the Glass-Stegall Act. Despite pouring millions of dollars of contributions into the
campaigns of the members of the House and Senate Banking Committees, they have failed
to achieve their goal, and there is still no consensus on what financial modernization

should look like.

In the face of this failure, the CEQs of Citicorp and Travelers, two of the largest financial
institutions in the country have now decided to simply forge ahead with a merger that
takes advantage of a loophole in the existing law, trusting that their political and financial
clout will ensure that there fait accompli is legalized retroactively.

This is not modernization, it is a reversion to the oligarchies of the past. As someone who
grew up in Pakistan, I know what it 1s like to live in an oligarchy, where a handful of
families controlled the economy and were free to act as if they were above the law. For

the Federal Reserve to approve this merger under these conditions would send a clear



signal to the elite’s of this country that their privileged status carries no corresponding
obligations to the community.

True financial modernization would require the systematic revision of the laws governing
the financial industry. It cannot be done by granting piecemeal exceptions to existing

regulations every time there is a new merger.

True financial modernization would require the systematic extension of existing
community reinvestment obligations from the banking industry to the insurance and
security industries, in line with their recently acquired right to provide services formerly

restricted to banks.

True financial modernization would require an increase in the responsiveness of financial
nstitutions to the necds of their host communities. Here 1 can speak from my own
experience as a member of the GRCRC. We have had continuing discussions with four
area banks about the credit needs of Rochester. The three banks with regional or local
decision making authority have been far more responsive than has the mega-bank. When
Rochester represents a significant proportion of a bank’s market share, the regional
president returns our phone calls and makes sure the deal gets done, even if someone has
to work on it over the weekend. When Rochester represents only 1% of an essentially

global bank’s market, the needs of a local community are of very low priority.

As the trend toward globalization of the economy proceeds apace, we must ensure that

the democratic accountability of those who control the commanding heights of the



econpomy keeps pace: Otherwise false modernization is liable to land us bagk in the era of

the robber bagons.



