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Increasing the flow of credit to lower-income house-
holds and communities has been the focus of many
public-sector programs, such as those of the Federal
Housing Administration and the Rural Housing Ser-
vice. Government regulation of private-sector activi-
ties is often used to bolster such lending. The most
prominent example of the latter approach is the
Community Reinvestment Act (CRA). The CRA was
enacted in 1977 to encourage federally insured bank-
ing institutions (commercial banks and savings asso-
ciations) to help meet the credit needs of their com-
munities, including those of lower-income areas, in
a manner consistent with their safe and sound
operation.

In responding to the CRA, banking institutions
have sought to expand lending to lower-income popu-
lations in a variety of ways, but the approaches can
be sorted into two broad types, both typically involv-
ing specia marketing and outreach. In one approach,
lenders have sought CRA-related customers who
would qualify for market-priced loans under tradi-
tional standards (underwriting guidelines) for credit-
worthiness. In the second type of effort, lenders have
sought customers by modifying their underwriting
guidelines or loan pricing.

To expand lending to lower-income populations
through either approach, many banking ingtitutions
have developed or joined *“ CRA specia lending pro-
grams,” which seek out and assist such borrowersin
avariety of ways. These programs vary greatly across
banking institutions, differ widely in terms of their
characteristics and how they are implemented, and
can often be an important element of a banking
ingtitution’s CRA-related lending activities. Although
many ingtitutions have offered special lending pro-
grams, some for many years, little systematic infor-
mation is available about them. To further the under-
standing of these CRA special lending programs, this
article provides new information on the nature of
these programs, with particular emphasis placed on
their characteristics and how these characteristics
relate to the performance (delinquency and default
rates) and profitability of the loans extended through
them.

BACKGROUND

The CRA was enacted in response to concerns that
banking institutions were, in some instances, failing
to adequately seek out and help meet the credit needs
of viable lending prospects in al sections of their
communities. It directs the federal regulators of bank-
ing ingtitutions (the Board of Governors of the Fed-
eral Reserve System, the Federal Deposit Insurance
Corporation, the Office of the Comptroller of the
Currency, and the Office of Thrift Supervision) to
encourage the federally insured ingtitutions they regu-
late to help meet community credit needs in a manner
consistent with safe and sound operations.

The CRA is likely to influence the behavior of
a banking ingtitution primarily through two mecha-
nisms. an examination and ratings system and the
formation of public opinion. Under the examinations
and ratings system, regulators periodically visit the
institution to assess the degree to which its lending
is adequately serving its entire community. The
CRA regulations guiding these examinations—jointly
issued by the four federal banking agencies—
emphasize an institution’ s record of serving the credit
needs of low- and moderate-income populations
within its CRA assessment area (see box ' The CRA
Regulations”). Each examination is followed by the
assignment of arating that is based on both quantita-
tive and qualitative measures of the ingtitution's
performance.

An important aspect of the examination and ratings
system is the statutory provision that requires regula-
tors to consider the record of a banking institution in
meeting the goals of the act when deciding on appli-
cations from that institution. In considering an appli-
cation from an ingtitution with a performance prob-
lem under the CRA, the regulators can—depending
on the degree of the problem—potentially deny the
application or require the institution to meet certain
conditionsin order to obtain approval.

A second mechanism by which the CRA can influ-
ence the behavior of banking institutions is through
the force of public opinion. In August 1989 the
Congress amended the CRA to require each banking
ingtitution to alow public inspection of its examina
tion ratings and supporting written evaluation. Such
disclosure can influence the relationships that bank-
ing institutions have with potential investors, deposi-
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tors, and borrowers. It may, for example, influence
the nature and extent of public comments received on
an application for amerger or acquisition. It may also
influence decisions made by potential depositors, who
may direct their funds to those institutions with the
highest CRA performance ratings.

Banking institutions thus have incentives to
respond to the CRA. First, banking institutions have
an incentive to engage in CRA-related activities to
enhance their CRA performance rating. In addition,
they have an interest in maintaining a good public
image, which may be supported by a good CRA
performance rating or by other CRA-related activi-
ties. Moreover, because of the potentially important
role that CRA performance ratings and public com-

ments can play in applications, such as for mergers
and acquisitions, those banking institutions that
anticipate making such applications are likely to be
particularly sensitive to CRA considerations.

In spite of a wealth of experience by banking
institutions in undertaking CRA-related lending
activities, little systematic information has been pub-
licly available about those activities. For example,
while banking institutions are known to use third
parties to help reach certain targeted populations,
little information is available on the nature and pre-
valence of these relationships.

Also, there is reason to believe that the overall
performance and profitability of CRA-related loans
may differ from those of loans extended to other

The CRA Regulations

The regulations that implement the CRA set forth three tests
by which the performance of most large retail banking
institutions is evaluated: an investment test, a service test,
and alending test.

The investment test considers a banking institution’s
qualified investments that benefit the intitution’s assess-
ment area or a broader statewide or regional area that
includes its assessment area! A qualified investment is a
lawful investment, deposit, membership share, or grant that
has community development as its primary purpose.

The service test considers the availability of an institu-
tion's system for delivering retail banking services and
judges the extent of its community development services
and their degree of innovativeness and responsiveness.
Among the assessment criteria for retail banking services
are the geographic distribution of an institution’s branches
and the availability and effectiveness of alternative systems
for delivering retail banking services, such as automated
teller machines, in low- and moderate-income areas and to
low- and moderate-income persons.

The lending test involves the measurement of lending
activity for a variety of loan types, including home mort-
gage, small business, and small farm loans. Among the
assessment criteria are the geographic distribution of lend-
ing, the distribution of lending across different types of
borrowers, the extent of community development lending,
and the use of innovative or flexible lending practices to
address the credit needs of low- or moderate-income indi-
viduals or areas.

1. For purposes of evaluating CRA performance, each institution must
delineate the geographic areas that constitute its CRA assessment area. For a
retail-oriented banking institution, the institution's CRA assessment area
must include the areas in which the institution operates branches and deposit-
taking automated teller machines and any surrounding areas in which it
originated or purchased a substantial portion of its loans. For a more
complete description of these issues, see 12 CFR 228.41.

For the lending test, the regulations implementing the
CRA require the federal banking regulatory agencies to
evaluate the geographic distribution of a banking institu-
tion's lending in two ways: (1) the proportion of all the
institution’s loans that are extended within its assessment
area and (2) for loans within the institution’s assessment
area, their distribution across neighborhoods of differing
incomes. In the latter measure, lending in low- and
moderate-income neighborhoods is weighted heavily in
CRA performance evaluations.?

The CRA regulations also require the banking agencies
to evaluate the distribution of a banking institution’s lend-
ing within its assessment area across borrowers of different
economic standing. This provision was added as part of
revisions made to the CRA regulations in 1995. The exact
definition of economic standing varies with the loan product
being examined. For residential mortgage lending products,
CRA assessments consider the distribution of loans across
low-, moderate-, middle-, and upper-income borrowers,
with a special focus on lending to low- and moderate-
income borrowers.3 For small business lending products,
assessments consider the distribution of small loans (loans
of $1 million or less) across businesses with differing levels
of revenue, with a particular focus on loans to firms with
annua revenues of $1 million or less.

2. The distribution of loans by neighborhood income is assessed for four
income groups. low, moderate, middle, and upper. In a low-income area
(typically acensustract), the median family income is less than 50 percent of
the median family income for the broader area (such as a metropolitan
statistical area or the nonmetropolitan portion of a state) as measured in the
most recent decennia census. In a moderate-income area, the median family
incomeis at least 50 percent and less than 80 percent of that for the broader
area. In amiddle-income area, the percentage ranges from at least 80 percent
to less than 120 percent. And in an upper-income area, the percentage is at
least 120 percent.

3. Borrower income categories follow the same groupings as those for
neighborhoods but rely on the borrower’s income relative to that of the
concurrently measured median family income of the broader area (metropoli-
tan statistical area or nonmetropolitan portion of the state).
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customers. The costs and possibly lowered revenues
resulting from special marketing and outreach and
from modified underwriting or loan pricing may
make CRA-related loans less profitable than other
loans.

Moreover, the performance and profitability of
CRA-related loans, whether or not they were origi-
nated through extra efforts or nontraditional stan-
dards, may differ from those of non-CRA-related
loans simply because the two loan groups have differ-
ing characteristics. CRA-related loans might, for
example, be smaller on average than other loans,
which would make them relatively costly to originate
and administer, or they might be less likely than other
loans to be prepaid, atendency that would also affect
their profitability.: Despite widespread interest in the
topic, little has been known about the performance
and profitability of the loans that are made in con-
formity with the CRA regulation.

To learn more about CRA-related lending activi-
ties, the Congressin November 1999 asked the Board
of Governors of the Federal Reserve System to con-
duct a comprehensive study of the issue.2 To this end,
the Board conducted a special survey of the largest
retail banking institutions to collect information on
their lending experiences (see box *‘Participation in
the Survey”).2 The survey was in two parts. Part A
focused on aninstitution’ s total lending and its CRA-
related lending in four broad loan product categories:
one- to four-family home purchase and refinance
lending, one- to four-family home improvement lend-
ing, small business lending, and community develop-
ment lending.

In part B, the survey gathered extensive informa-
tion on CRA specia lending programs, defined as
programs that banking institutions have established
(or participate in) specifically to enhance their CRA
performance, even if these programs may have been
established for other reasons as well. Because these
programs are often an important element of a banking
institution’s overall efforts to comply with the CRA,
the survey collected information on many of their
characteristics, including the performance and profit-
ability of the lending extended under the programs.

1. Lower-income homeowners may have lower rates of mobility
than other homeowners and consequently a reduced propensity to
prepay their home purchase loans. The reduced propensity would
increase the value of the loan to the lender during periods of falling
interest rates but decrease it when interest rates are rising.

2. Section 713 of the Gramm-Leach-Bliley Act of 1999
(PL. No. 106-95).

3. A report summarizing the major findings of the survey was
submitted to the Congress and made available to the public on July 17,
2000. The report and the survey questionnaire are available on
the Federal Reserve Board's web site, at www.federalreserve.gov/
boarddocs/surveys/CRAloansurvey.

Responses to part B of the survey provide the data
that form the basis of the analysis presented in this
article. The analysis focuses primarily on CRA spe-
cial lending programs exclusively offering home pur-
chase and refinance loans, as survey responses indi-
cated that most special lending programs were of this

type.

SURVEY RESPONSES REGARDING CRA SPECIAL
LENDING PROGRAMS

The Federal Reserve Board survey isthefirst system-
atic collection of information on the characteristics,
performance, and profitability of CRA specia lend-
ing programs from a broad base of institutions. As
such, it provides a unique opportunity to learn about
the characteristics of CRA special lending programs
and relate these characteristics to the performance
and profitability of programs.

Participation in the Survey

Participation by banking institutions in the Federal
Reserve Board's Survey of the Performance and Profit-
ability of CRA-Related Lending was voluntary. On Janu-
ary 21, 2000, each prospective respondent was mailed a
copy of the questionnaire accompanied by a cover letter
from Federal Reserve Board Chairman Alan Greenspan
explaining the purpose of the survey and seeking volun-
tary cooperation in the study. The sample of institutions
selected to participate in the survey consisted of roughly
the largest 500 retail banking institutions—400 commer-
cial banks and 100 savings associations. The sample was
limited to the largest banking institutions because they
account for the vast mgjority (estimated at more than
70 percent) of CRA-related lending nationwide. Survey
responses were received from 143 banking institutions—
114 commercial banks and 29 savings associations.
Despite their relatively small number, the 143 survey
respondents accounted for about one-half of the assets of
the more than 10,000 U.S. banking institutions in exist-
ence as of December 31, 1999.

Response rates varied markedly by the asset size of the
institution. More than 80 percent of the largest surveyed
banking institutions (assets of $30 billion or more as of
December 31, 1999) returned a survey (27 out of
33 sampled institutions in this asset category). In con-
trast, only about 19 percent (72 out of 363) of the
smallest surveyed banking institutions (assets of between
$0.950 hillion and $4.999 billion) responded. Institutions
with assets of between $5 billion and $29.999 billion had
aresponse rate of about 40 percent.
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In the survey, banking institutions were asked to
provide detailed information on the 1999 activity of
their CRA specia lending programs, defined as any
housing-related, small business, consumer, or other
type of lending program that the institution uses
specificaly to enhance its CRA performance.# For
the survey, CRA specia lending programs could
include specia programs offered or developed in
conjunction with third parties, such as lending con-
sortiums, nonprofit organizations, or government
agencies that offer special lending programs in which
an ingtitution participates.>

The survey was sent to the 500 largest retail
banking ingtitutions in existence at the end of 1999—
400 commercia banks and 100 savings associations.

4. A program would meet this definition only if one of the pro-
gram’s documented purposes was to enhance the institution’s CRA
performance.

5. However, traditional government-backed lending programs, such
as those offered by the Federal Housing Administration, the Depart-
ment of Veterans Affairs, and the Small Business Administration,
were not considered to be CRA specia lending programs for the
purposes of the survey unless an ingtitution provided a special
enhancement, such as credit counseling, a homebuyer education pro-
gram, or awaiver or reduction of loan fees.

Of these, 143 institutions responded (table 1).5
Respondents offered or participated in 622 CRA spe-
cia lending programs in 1999. Seventy-three percent
of the responding institutions offered at least 1 CRA
specia lending program; on average the institutions
with programs offered about 6 programs. To limit the
burden of responding to the survey, the survey sought
detailed information on only the 5 largest of a bank-
ing institution’s CRA special lending programs
(measured by dollar volume of originations in 1999),
a restriction that produced detailed information for
341 programs. These 341 programs are estimated
to account for 91 percent of the loan dollars that
responding institutions extended under CRA specia
lending programs in 1999.

CRA specia lending programs are often complex
in design and can involve many features and a diverse

6. One of these ingtitutions did not answer any questions in the
special lending portion of the survey and is excluded from the tables.
Respondent institutions are grouped into three asset-size categories:
$0.950 hillion to $4.999 hillion; $5 billion to $29.999 billion; and
$30 billion or more. Institutions in the first two categories together
(assets of $0.950 hillion to $29.999 hillion) will be referred to below
as ““smaller” institutions, and those with assets of $30 billion or more
will bereferred to as “large.”

1. Banking institutions and CRA special lending programs covered in survey, by size of institution, 1999

. Size of banking institution (assets, in millions of dollars)
All reporting
e institutions
950-4,999 5,000-29,999 30,000 or more
Ingtitutions
Number responding to survey® .......... ... 142 2 43 27
Offering at |east one program
NUMDEr 103 48 31 24
PErCent ... 73 67 72 89
Number of programs
Among the five largest at each ingtitution2........................ 341 138 116 87
Smaller than the five largest at each institution .................... 281 31 139 111
Total
NUMDEr .. 622 169 255 198
Mean number per institution offering at least one program ...... 6.0 &3 8.2 8.3
Number of programs among the five largest at each institution,
by type of loan offered
One- to four-family home, purchase and refinanceonly3........... 247 98 83 66
Small busiNESSONlY ... 27 17 4 6
(011 PP 67 23 29 15
One- to four-family home, home improvementonly ............ 17 7 6 4
Multifamily only ... 16 6 8 2
CONSUMET ONIY . . ettt et e et e eens 5 1 3 1
Commercial Only .......oouui 4 1 8 0
[ 13T 25 8 9 8
Programs among the five largest at each institution
operated by a distinct unit or department of institution
Percentage of institutions among those with programs ............. 67 60 7 92
Percentage of programs among thefivelargest .................... 63 56 75 80

1. Excludes one ingtitution (in the middle size category) that did not respond
to the special lending portion of the survey. For more information on the sample
size, see text box ““ Participation in the Survey.”

2. Ingtitutions were asked for detailed information on only the five largest of
their programs (measured by dollar volume of 1999 originations).

3. Programs reported in this row and the remaining rows of this table are
from among the 341 reported by all institutions to be among their 5 largest. Data

in subsequent tables involve only the 247 programs reported in this row
(referred to hereafter as CRA special mortgage programs).

4. Programs identified as such by survey respondents and programs that offer
more than one type of loan.
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group of market participants. As a consequence, the
operation of some of these programs requires consid-
erable training and experience. To facilitate the effi-
cient implementation of these programs, many bank-
ing institutions establish distinct units or departments
within the institution to run their CRA specia lend-
ing programs. Among the banking institutions that
offered at least one special lending program, 67 per-
cent had at least one program operated by a distinct
unit or department (table 1). Larger banking institu-
tions in the sample were more likely than smaller
institutions to offer programs through a distinct
unit or department. Overall, of the special programs
that each ingtitution reported to be among its five
largest, 63 percent were operated by a distinct unit or
department.

Before the survey was conducted, CRA special
lending programs had been known to involve arange
of credit products, but no information was available
on the incidence of special lending programs across
loan product categories. Results of the survey
revealed that 72 percent of the programs (and 89 per-
cent of the program dollars originated in 1999) for
which banking institutions provided detailed informa-
tion focused on one- to four-family home purchase
and refinance loans. The next largest category of
CRA special lending programs, comprising 8 percent
of reported programs, focused on small business
loans. The remaining programs cover a variety of
loan products, none of which individually accounted
for a substantial proportion of all programs.

Because CRA special lending programs concen-
trating on home purchase and refinance loans consti-
tute most of the CRA programs reported in the sur-
vey, the analysis in the remainder of this article
(covering the data in table 2 and subsequent tables)
focuses exclusively on these programs. The relatively
small number of programs that were reported to focus
on small business and other lending products pre-
cludes a comprehensive analysis of them. For sim-
plicity, we will hereafter usually refer to CRA special
lending programs that focus on home purchase
and refinance loans as “CRA specia mortgage
programs.”

THE CHARACTERISTICS OF CRA SPECIAL
MORTGAGE PROGRAMS

The survey was designed to collect information that
would shed light on the diversity of characteristics,
both within and across banking institutions, among
CRA specia lending programs. In addition, because
it was recognized that banking institutions may have

established these programs for a variety of reasons
that go beyond their efforts to enhance their CRA
performance, the survey asked respondents to pro-
vide information on both the reasons for which they
originaly adopted these programs and the current
benefits they receive from the programs.

In table 1, data in the “all reporting institutions”
column were taken from the 142 institutions respond-
ing to part B of the survey. In the anaysis that
follows (covering data reported in table 2 and sub-
sequent tables), figures in the **all-institutions esti-
mate” column are also based on the responses of
the 142 ingtitutions, but these responses have been
weighted so that the figures represent an estimate of
what the responses would have been if al 500 institu-
tions had responded to the survey and provided
answers to al applicable questions (see box ‘“ Calcu-
lating the ‘All Institutions Estimate’ ).

The Sze and Age of Individual Programs

Survey responses indicate that in 1999 the dollar
amount of loans extended under all CRA specia
lending programs made up arelatively small portion
of total CRA-related lending in that year for most
reporting institutions (see box ** Survey Definition of
aCRA-Related Loan"). In the case of home purchase
and refinance loans, the proportion of CRA-related
home purchase and refinance loan dollars that were
extended under CRA special mortgage programs was
only 4 percent for the median banking institution.
Among the institutions that had CRA special mort-
gage programs, the proportion was 18 percent for the
median institution. For about one-sixth of all institu-
tions in the survey, however, CRA specia mortgage
programs accounted for more than 40 percent of their
CRA-related home purchase and refinance loan dol-
lars (data not shown in tables).”

In the aggregate, CRA specia mortgage pro-
grams made up 21 percent of the total dollars of
CRA-related home purchase and refinance loans
originated by reporting institutions (and only 3 per-
cent of the total dollars of home purchase and refi-
nance originations).8

Information reported also suggests that individual
CRA special mortgage programs are generally small.
For 1999, an estimated 31 percent of the CRA specid
mortgage programs reported in the survey had total

7. The proportions of lending for home improvement and small
business that were conducted through CRA special lending programs
were much lower than for home purchase or refinance.

8. Estimates are derived from responses to questions in part A of
the survey.
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originations of $500,000 or less, and about 28 per-
cent had total originations of between $500,000 and
$2 million; only 18 percent had originations of more
than $15 million (table 2).

The size of CRA special mortgage programs varied
with the asset size of the banking institution, as
programs tended to be larger for the largest banks in
the survey (data not shown in tables). The median
size of CRA specia mortgage programs for large
banks (those with assets of $30 billion or more) was
about $36 million; for the smallest banks in the
sample (those with assets of $0.950 hillion to
$4.999 billion) the median size of CRA specia mort-
gage programs was about $680,000.

Most of the CRA specia mortgage programs that
were reported in the survey were established rela-
tively recently. More than half (62 percent) were
established after the CRA regulations were modified
in 1995 (table 2); only 6 percent of the programs
were established before 1990. This pattern is consis-
tent with the small size of many programs, as newer
programs tended to be smaller.

Reasons for Establishing CRA Special
Mortgage Programs and Current Benefits

Banking institutions cite many reasons for originally
establishing or participating in CRA specia mort-
gage programs (table 3). Responding to the credit
needs of the local community and promoting com-
munity growth and stability are the two most fre-
quently cited reasons. The third most frequently cited
reason (for 76 percent of these programs) was to
obtain a “ Satisfactory” or **Outstanding” CRA rat-
ing. However, only 1 percent of CRA specia mort-
gage programs are reported to have been estab-
lished only to obtain a satisfactory or outstanding
CRA rating. The fourth most frequently cited reason
(also mentioned for more than half the programs) was
to improve the ingtitution’ s public image.

The pattern of reasons for establishing programs
does not vary greatly by size of reporting ingtitution
in most cases; but large banking institutions were
more likely than smaller institutions to cite adesire to
improve their public image, to maintain their market

Calculating the ““ All-I nstitutions Estimate”

The appropriateness of the “al-institutions estimate,”
reported in table 2 and subsequent tables, relies upon the
validity of the assumptions needed to construct it. Key
assumptions are those related to the treatment of sample and
guestion nonresponse. The proportion of banking institu-
tions that responded to the survey varied significantly by
asset-size group (see preceding box ‘“Participation in the
Survey™); as a conseguence, unless behavior isthe same for
institutions across different asset-size categories, simple
averages based on the answers provided by respondents will
distort the picture of what the survey responses would have
been if al 500 ingtitutions had provided answers to all
applicable questions.

To address this concern, the data in the ‘ all-institutions
estimate” column are calculated, in part, on the basis of
adjustment factors reflecting the relative response rates for
respondents in the three asset-size classes. The sample
response adjustment factor for respondents with assets of
$30 billion or more is 1.2 (or 33 + 27), that is, of the
33 ingtitutions in the category, 27 responded). Similarly,
the sample response adjustment factor for respondents
with assets of $5 hillion to $29.999 hillion is 2.4 (or
104 + 44); and for respondents with assets of $0.950 billion
to $4.999 hillion, the adjustment factor is 5.0 (or 363 + 72).1

1. This procedure assumes that the respondents within an asset-size cate-
gory are representative of all institutionsin that category.

An additional adjustment problem in calculating
responses for the al-institutions estimate arises from the
fact that some questions were not answered by a significant
proportion of respondents. For questions with a significant
number of nonresponses (tables 7-11), an additional adjust-
ment factor, also based on asset size, was applied to correct
for the varying propensities within the asset-size classes to
answer questions.

The general procedure used to calculate question-
response adjustment factors was to assume that respondents
within an asset-size category that did not provide an answer
to a question would have the same response pattern as those
that did. Thus, the number of respondents who answered
each question was scaled up to represent those who did not
answer. Respondents for whom a question was not applica
ble were not used in calculating the all-institutions esti-
mates. For example, if 24 respondents were asked a ques-
tion and 12 provided an answer, each of the 12 was
multiplied by 2 to represent a total of 24 ingtitutions.
Question-response adjustment factors were calculated sepa-
rately for each asset-size category because the responses
varied by asset size.

Datain the all-institutions estimate column in tables 7-11
are computed with the question-response adjustments in
conjunction with the sample-response adjustments. For
example, if the 12 respondents in the example above were
large ingtitutions, the total response adjustment for each of
the 12 institutions that provided an answer would be 2 x (33
+ 27), or 2.44.
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2. CRA special mortgage programs, grouped by size of banking institution and distributed by size and age of program, 1999

Percentage of programs

All-institutions Size of banking ingtitution (assets, in millions of dollars)
jten estimate!
950-4,999 5,000-29,999 30,000 or more
Size of program (loan dollars originated in 1999)
500,000 OF 1855 ..ottt e e e e e e 44 11 3
More than 500,000to 2 million .............coiiiiiniiiininn... 32 25 8
More than 2 millionto 15 million ..................c.cooiinne.., 21 29 24
Morethan 15 million ..........oooiiiiii i 8 35 65
TO Al e 100 100 100
Year program established
Before 1990 .. ...ttt 5 7 10
190104 29 42 28
43 41 47
23 11 15
TOtal . 100 100 100

NotEe. See table 1, note 3, for scope of data in this and subsequent tables.
Components may not sum to 100 because of rounding.

1. Average of values for the three asset-size categories after adjustment; for
tables 2-6, adjusted value (not shown in tables) based on the rates of response

share of lending, and to minimize the likelihood of
adverse public comment on their CRA record.

That only about three-fourths of CRA specia mort-
gage programs were reportedly established to achieve
a satisfactory or outstanding CRA rating may be
somewhat puzzling, given that the survey explicitly
asked insgtitutions to report only on specia lending
programs that had as one of their documented pur-
poses enhancement of the ingtitution’s CRA perfor-
mance. One possibility is that some of the programs
that support the CRA-related lending activities of
ingtitutions are not considered by the ingtitutions to
be “needed” to obtain a particular CRA rating. A
second possihility is that the support of CRA-related
activitiesis adocumented purpose of some programs,
but arelatively minor one.

Banking institutions reported receiving a variety of
current benefits from offering or participating in CRA

Survey Definition of a CRA-Related L oan

In conducting the study of the performance and profit-
ability of loans made in conformity with the CRA, the
Board used the current CRA regulations as a guide in
establishing a definition of a **CRA-related loan.” As
noted, the regulations require the banking agencies to
evaluate the geographic distribution of lending and the
distribution of lending across borrowers of different eco-
nomic standing (see box ““The CRA Regulations”). As a
result, for purchase and refinance lending on one- to
four-family homes, a CRA-related loan was defined to
mean any loan made within the banking institution’s
CRA assessment area to a low- or moderate-income
borrower (regardless of neighborhood income) or in a
low- or moderate-income neighborhood (regardless of
borrower income).

to the survey; for tables 7-11, adjusted value (not shown in tables) based on the
rates of response to the survey and to the particular question (for more informa-
tion, see text box ““ Calculating the ‘All-Institutions Estimate’ ).

special mortgage programs. Obtaining either a satis-
factory or outstanding CRA rating was, again, the
third most frequently mentioned benefit (for 80 per-
cent of the programs), but also as before, this was
cited as the only current benefit for just 1 percent of
the programs. Responding to the credit needs of the
local community, promoting community growth and
stability, and improving the public image of the insti-
tution are also frequently cited current benefits of
these CRA special lending programs.

Features of CRA Special Mortgage Programs

Almost al CRA special mortgage programs were
targeted to populations that are emphasized in the
CRA regulations: lower-income borrowers and bor-
rowers in lower-income neighborhoods. Most pro-
grams targeted both of these populations (table 4).
When only one population was targeted, it was much
more likely to be lower-income borrowers than
lower-income neighborhoods.

Third parties played arole in about three-fourths of
CRA special mortgage programs (table 5). Third
parties involved in the programs included public enti-
ties at al levels of government and a range of for-
profit and nonprofit private-sector firms and organiza-
tions. Some programs (31 percent in the survey, not
shown in tables) involved the active participation of
multiple third parties.®

9. Programs at large banking institutions were more likely than
those at smaller institutions to involve multiple third parties. There-
fore the percentages shown in table 5 for each type of entity are larger
for large ingtitutions than for smaller ingtitutions even though the
likelihood of participation by any third party is about the same.
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3. Reasons for establishing CRA special mortgage programs and their current benefits to the banking institution,

by size of institution, 1999
Percentage of programs

All-institutions Size of banking institution (assets, in millions of dollars)
A estimate
950-4,999 5,000-29,999 30,000 or more

Reasons for establishing program
Help earn a CRA rating of ** Satisfactory” or * Outstanding”

Cited @S 0NlY FEASON .. ..ottt 1 1 0 2

Cited as one reason among others .............covvvvvnieennn.. 76 74 86 68

For arating of “* Satisfactory” ... 37 40 35 21

For arating of “Outstanding” .....................coooiii 52 42 75 59
Respond to credit needs of local community 95 93 99 96
Promote community growth and stability . 80 74 92 91
Improve institution’s publicimage .. ... 51 40 76 65
Earn additional profits 46 39 65 12
Identify profitable new markets ..., a4 41 53 41
Maintain market share in face of increased competition ........... 42 31 61 64
Minimize likelihood of adverse public comment on CRA record ... 31 22 47 52
ONEr e 3 3 4 3
Current benefits from program
Helps earn a CRA rating of ** Satisfactory” or ** Outstanding’

Cited @as0only reason ...........oeuniiiniiiiieiiaiiaenennns 1 1 0 2

Cited as onereason among others .................coovenieinn. 80 80 86 73

For arating of * Satisfactory” ............c.ccoiiiiiiiiiiiii.., 41 a4 43 17

For arating of “Outstanding” .....................cooiiiai. 53 45 71 66
Responds to credit needs of local community ..................... 94 92 99 94
Promotes community growth and stability ........................ 87 83 94 94
Improves institution’s publicimage ................c.coiiinn, 54 47 67 66
Earns additional profits ..............coooiiiiiiiiiii 42 38 54 35
Identifies profitable new markets 37 33 45 42
Maintains market share in face of increased competition ........... 50 38 73 71
Minimizes likelihood of adverse public comment on CRA record .. 38 30 54 52
(011 1 1 2 0

NoTE. See notes to table 2, except that here components do not sum to 100
because respondents could give more than one answer.

Although their roles vary across programs, third
parties conduct awide range of activitiesthat contrib-
ute to the implementation of CRA specia lending
programs, including activities that reduce the costs
and risks of default that banking institutions might
otherwise incur in extending credit to the popul ations
served by the special programs. The most frequently
cited activities were providing grants for down pay-
ments or other purposes, providing pre-loan educa
tion or counseling to loan applicants, and helping
lenders identify prospective borrowers. Large bank-
ing institutions were more likely than smaller institu-
tions to use third-party services for applicant screen-

ing and for grants to cover the loan down payment,
while smaller ingtitutions were more likely to use
third-party underwriting services, credit guarantees,
and subsidies to borrowers for fees they incur in
obtaining mortgage credit.

Apart from the efforts of third parties, many
features of CRA special mortgage programs directly
involved the banking institutions themselves
(table 6). The most frequently mentioned were more
flexible underwriting criteria, a second review of loan
applicants to determine qualifications, special out-
reach and marketing activities, waived or reduced
fees, pre-loan education or counseling to applicants,

4. CRA special mortgage programs, grouped by size of banking institution and distributed by targeted market, 1999

Percentage of programs

— All-ingtitutions Size of banking institution (assets, in millions of dollars)
g estimate
950-4,999 5,000-29,999 30,000 or more
Lower-income targets
Neighborhoods .. .......ooovei 6 6 4 8
BOIMOWENS ... . 22 24 18 17
Neighborhoods and borrowers ...............ccoovieiiennnn.. 69 66 76 76
OtNEr s 3 4 2 0
TO @l et 100 100 100 100

NoTE. See notes to table 2.
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5. Third-party involvement in CRA special mortgage programs, by size of banking institution, 1999
Percentage of programs
S Size of banking institution (assets, in millions of dollars)
Third-party types and activities All-indtititions
950-4,999 5,000-29,999 30,000 or more
ANy s 76 72 87 73
Type of third party (percentage of programs
with third-party participation)
Nonprofit organization .............c.oieeiiiiiiieiiainannn. 47 46 40 71
Local government 35 30 43 46
State government 30 19 47 48
Fannie Mae, FreddieMac ..............oooviiiiiiiiiiiiiiinnnn, 24 13 43 33
Federal HomeLoanBank ..................cooiiiiiiiiiiii.t, 22 20 25 23
Financial institution consortium .........................o.l 21 21 19 25
Federal government 17 13 21 31
OtNEr s 2 3 0 2
Third-party activities (percentage of programs with
third-party participation)
1= = 70 73 63 75
Pre-loan education or counseling for applicants................. 57 60 47 67
Identification of potential borrowers ........................... 49 47 49 63
Screening of potentia applicants ...t 33 34 26 40
Post-loan education or counseling for borrowers . 28 27 25 38
Underwriting ...................... . 16 23 6 6
Assistance in servicing account 15 17 10 15
Second review of loan applicants .............c.covevvuiieiinn.. 3 4 0 6
SUBSIAIES ... 71 70 69 81
Grants for down payment or other purposes .................... 60 59 58 71
Subsidized interestrates ... 27 24 36 19
Subsidized fees ... ..ot 24 27 21 15
Tax relief (credits or exemptions) ...............coviieiiinn. 3 1 3 17
AsSUMPLioN Of FisK ......ooiii 49 49 42 65
Subordinate mortgages ............oooviiiiiiiiiiiii 36 33 35 60
Credit guarantees ...............iiiiiiiiiiiiii i 16 20 8 8
MiISCEIlaNBOUS . ...ttt 13 6 29 17
Purchase of broker loans ... 12 4 28 17
(011 1 1 1 0

NotE. See notes to table 2, except that here components do not sum to 100
because respondents could give more than one answer.

and reduced interest rates. The proportion of CRA
special mortgage programs that offered any given
feature varied somewhat across institution size
classes, although the smallest ingtitutions were less
likely to conduct the two mgor services-type
activities—special outreach and marketing and pre-
loan education or counseling—and less likely to con-
duct a second review of applicants.

The alteration of customary underwriting standards
by banking institutions was a part of a large majority
(83 percent) of special mortgage programs. The most
freguently cited underwriting variances offered were
lower down payments; the acceptance of aternative
measures of credit quality, such as rent and utility
payment histories, in lieu of more traditional mea
sures of credit risk; lower cash reserve requirements;
and higher debt-to-income ratios. A large proportion
of programs (58 percent) also alowed additional
flexibility when reviewing an applicant’s employ-
ment history. The opportunity for borrowers to
qualify for credit using these additional underwriting
flexibilities suggests that loans made under CRA
special mortgage programs may have elevated rates
of delinquency and default. Banking institutions may

offset these apparent additional risks through steps
they often take in conjunction with these underwrit-
ing variances, such as pre-loan education and coun-
seling and enhanced monitoring of borrower payment
patterns.

PERFORMANCE AND PROFITABILITY OF CRA
SPECIAL MORTGAGE PROGRAMS

Performance and profitability are important issues to
consider in evaluating the long-term viability of CRA
special mortgage programs and the effect of these
programs on the financial condition of the banking
institutions that offer them.

Performance

To assess the performance of CRA special mortgage
programs, the survey focused on delinquency rates
and net charge-off rates, which are closely related to
default rates (see box **Measures of Performance’).
The survey used two measures of delinquency—the
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6. Program features and underwriting variances provided by institutions in their CRA special mortgage programs,

by size of banking institution, 1999
Percentage of programs

All-instituti Size of banking institution (assets, in millions of dollars)
Feature or underwriting variance -egti rlngtleons
950-4,999 5,000-29,999 30,000 or more
Program feature®
SEIVICES ittt ettt et et et 67 58 86 83
Special outreach and marketing activities ...................... 52 40 74 79
Pre-loan education or counseling for applicants................. 45 38 60 52
Post-loan education or counseling for borrowers ................ 8 9 5 11
(01 1= S & 4 1 5
SUBSIAIES ...t 72 74 65 80
Waived or reduced fees ............ooiiiiiiiii 51 56 40 46
Reduced interest rates .............c.ciiiiiiiiiiiiiiiiiiiii, 41 45 30 41
Waived PMI (private mortgage insurance) ..................... 30 33 21 39
Grants for down payment or other purposes .................... 23 24 19 24
Special financial incentives to loan officersor brokers............ 21 15 28 46
AREred terMS ...t 88 89 84 88
More flexible underwriting criteria .................cooooiii 76 80 65 80
Second review of loan applicants ............c.ccoovviiniiiiinn.. 55 48 68 70
Longer termof loan ..........cooiiiiiiii 10 12 10 0
Underwriting variances?
YOS e 83 87 70 91
Variances (as a percentage of programs with any variances)
Lower down payment . ..........ceueeeneenneuneennannaannan, 85 86 83 88
Alternative measures of credit quality (such as rent payments) ... 79 76 88 82
Higher debt ratios ............coviiiiii i 7 83 59 70
Lower cash reserverequirement ................. 72 70 72 78
More flexible requirements for employment history 58 58 57 58
Lower standards for credit history ............... 45 52 22 38
Provisions waived or reduced
PMI or credit guarantee ..............c.iiiiiiiiiiiiiinn. 40 43 26 45
Collateral ... 2 2 2 3
Compensatingbalances .............cooviiiiiiiiiiiiiiiiin 8 7 9 12
Lessdocumentation ................oiiiiiiiiiiiii i 14 16 5 20
[ 13T 4 4 3 3

NoTE. See notes to table 2, except that here components do not sum to 100
because respondents cou