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THE COMMUNITY REINVESTMENT ACT:
REVIEWING WHO WINS AND WHO LOSES
WITH COMPTROLLER OTTING’S PROPOSAL

Tuesday, January 14, 2020

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CONSUMER PROTECTION
AND FINANCIAL INSTITUTIONS,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:39 p.m., in room
2128, Rayburn House Office Building, Hon. Gregory W. Meeks
[chairman of the subcommittee] presiding.

Members present: Representatives Meeks, Velazquez, Scott,
Heck, Foster, Lawson, Tlaib, Porter, Pressley, Ocasio-Cortez,
Wexton; Luetkemeyer, Lucas, Posey, Barr, Tipton, Williams,
Loudermilk, Budd, and Riggleman.

Ex officio present: Representative McHenry.

Also present: Representative Garcia of Illinois.

Chairman MEEKS. The Subcommittee on Consumer Protection
and Financial Institutions will come to order. Without objection,
the Chair is authorized to declare a recess of the subcommittee at
any time. Also, without objection, members of the full Financial
Services Committee who are not members of the subcommittee are
authorized to participate in today’s hearing.

Today’s hearing is entitled, “The Community Reinvestment Act:
Reviewing Who Wins and Who Loses with Comptroller Otting’s
Proposal.”

I am now going to recognize myself for 4 minutes to give an
opening statement.

To my colleague, Ranking Member Luetkemeyer, and the mem-
bers of the subcommittee, welcome to this hearing on modernizing
the Community Reinvestment Act (CRA). This hearing is our sec-
ond on the subject during this Congress, following one we held on
April 9, 2019.

The Community Reinvestment Act was enacted into law in 1977
as a direct response to the long, painful legacy of structural dis-
crimination, financial exclusion, redlining, and economic suppres-
sion of racial minorities in America. At its core, the CRA is a civil
rights bill. It was the fourth of a series of banking bills passed to
address systemic discrimination in banking, including the Fair
Housing Act of 1968, the Equal Credit Opportunity Act of 1974,
and the Home Mortgage Disclosure Act of 1975. These bills built
on the findings of the 1961 report from the U.S. Commission on
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Civil Rights, and community-led civil action in Chicago to hold
banks accountable for rampant discrimination in lending.

Any reforms or modernization must remain true to this legacy.
Broadly speaking, there is an agreement that CRA needs to be
modernized, that it needs updating in the age of online banking
and fintech, that all stakeholders can benefit from greater trans-
parency and predictability in CRA oversight examination, and that
there are important opportunities to build on the experience from
the past 25 years since CRA was updated.

I was greatly disappointed to learn that Comptroller Otting from
the Office of the Comptroller of the Currency (OCC) pulled the plug
on the interagency working group to modernize CRA and insisted
on plowing ahead with an approach that was widely panned in
comments to the Advance Notice of Proposed Rulemaking (ANPR).
Indeed, the core framework put forward by the OCC using a simple
ratio has been thoroughly picked apart as inconsistent with the
original civil rights intent of the CRA, breaking the link between
CRA activity and the low- and moderate-income communities and,
in particular, communities of color for whom the law was meant to
bring redress for decades of systemic discrimination.

A real head scratcher here is the fact that the banks them-
selves—the banks themselves—are deeply concerned about this
proposal and believe that it leads to a worse outcome for everyone
than the current CRA framework. The fact that OCC is taking a
shotgun approach to the rulemaking, and they issued a request for
data to support this new rulemaking after publishing the rule is
further evidence of a process that is being railroaded.

Finally, by abandoning the interagency process, Mr. Otting is
making it more likely that Congress will have to legislate on CRA
and that banks may face a fragmented national CRA landscape
going forward with four more of the vastly different CRA regimes,
including: one, the current CRA framework for banks with assets
under $500 million, which were exempted by the OCC-FDIC pro-
posal; two, the new OCC-FDIC framework for the banks to which
it applies; and three, the Fed’s framework which may be put for-
ward as a rule. Some States have indicated that they may add
CRA-like rules for banks in the event that the OCC’s framework
is adopted. This is regulatory chaos and should have been entirely
avoidable.

I applaud the Federal Reserve (Fed) for putting forward a me-
thodical, data-driven approach to CRA modernization, and strongly
encourage them to publish their proposal as a rule to allow com-
ments and to contrast with the OCC’s proposal.

And finally, I would strongly encourage the OCC and the FDIC
to allow as much time as necessary, including a 120-day comment
period, to fully consider comments and data analysis of their re-
spective proposals and to explore options to eventually merge their
process with the Fed’s to allow a continued national harmonization
of CRA rules.

With that, I recognize the ranking member of the subcommittee,
the gentleman from Missouri, Mr. Luetkemeyer, for his opening
statement.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.
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I would like to start out with a few facts about 1977. In 1977,
the Dow Jones closed the year in the 3,000s. Currently, it is almost
29,000. In 1977, a gallon of gas cost 65 cents. Currently, it is $2.59.
In 1977, the first Star Wars movie was released, and we still are
getting more Star Wars movies today. And last, but not least, in
1977, Jimmy Carter signed into law the Community Reinvestment
Act (CRA).

The CRA was originally enacted to ensure that banks were ap-
propriately servicing their communities. However, more than 40
years after its enactment, and 30 years since it was significantly
amended, the CRA has become an outdated, onerous regulation
that does not reflect today’s banking sector.

In a world where handheld computers, internet access, and mo-
bile banking have become norms, establishing CRA assessment
areas solely based on geographic location, in my judgment, is an
outdated notion. The OCC and FDIC’s proposed rule to amend and
modernize the CRA would provide clarity and transparency by re-
quiring regulators to develop and publish a list of preapproved
CRA activities, allowing banks to accurately assess and meet the
needs of the communities instead of waiting for an examiner to
make a determination after the fact.

In addition to examining the geographic location of a bank, the
proposal would include additional assessment areas based on de-
posits of a bank, taking into account the technological advances in
banking and online banks. By considering deposits, the rule would
expand CRA assessment areas of banks, limiting CRA deserts and
decreasing CRA saturation in many urban areas.

The proposal contains many provisions aimed at helping banks
serve their communities. However, I would like to point out the
process this Administration has taken in developing this proposal.
The notion of updating the Community Reinvestment Act is not
new. Regulators in this Administration and the previous Adminis-
tration have a long history of collecting information regarding CRA
modernization. In fact, the Federal Financial Institutions Examina-
tion Council (FFIEC) began conducting field hearings in 2010 on
CRA. And in 2018, the Treasury issued recommendations to update
the law as well.

Continuing the transparency of this rulemaking process, the
OCC issued an advance notice in August of 2018 and received over
1,500 comments before issuing a proposed rule. The OCC has also
met with more than 1,100 individuals from consumer and commu-
nity groups, academia, trade associations, and the banking indus-
try to receive information on specific areas of the CRA that need
to be addressed in this rule. And in accordance with the Adminis-
trative Procedure Act, the OCC and the FDIC have announced a
60-day comment period for this proposal to solicit even more infor-
mation and feedback from stakeholders.

I would encourage all parties involved to submit comments on
this proposal to ensure it increases transparency for institutions
and consumers while improving the ability of banks to serve their
community.

While the process throughout this proposal has been transparent,
the Federal Reserve ultimately did not join the FDIC and the OCC
in this rulemaking. Instead of the prudential regulators joining to-
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gether to issue one consistent update to the law, an apparent bu-

reaucratic turf war could leave bankers with the uncertainty of a

bifurcated rule. Hopefully, by the time this rule is finalized, the

Administration will achieve a uniform rule to modernize CRA. And

hopefully, today we can learn more about efforts to achieve that
oal.

And with that, Mr. Chairman, I look forward to the testimony of
the witnesses before us, and I yield back.

Chairman MEEKS. The gentleman yields back.

I now recognize the gentleman from Georgia, Mr. Scott, for 1
minute.

Mr. Scort. Thank you, Mr. Chairman.

As we know, last month, the OCC and the FDIC put forward a
notice of proposed rulemaking that would make changes to the
Community Reinvestment Act. But, Mr. Chairman, our committee
has to make sure that any changes that they may offer do not
weaken the law’s work to undo harmful, racially discriminatory
practices in banking. That is what the law was put in place to do,
so that we will be able to make sure that we end any discrimina-
tion against customers based upon where they live or racial indica-
tors, as opposed to their creditworthiness.

And also, Mr. Chairman, we are moving rapidly into a highly
technological age. That makes it even more important that we un-
derstand and we make sure that, as we move in this advanced
technological age with online lending and mobile banking, that we
be extra careful, because we don’t have enough of the profound fi-
nancial literacy out there for people to be able to handle this ad-
vanced technology. Our work is before us.

Thank you.

Chairman MEEKS. The gentleman’s time has expired.

I now recognize the ranking member of the full Financial Serv-
ices Committee, the gentleman from North Carolina, Mr. McHenry,
for 1 minute.

Mr. McHENRY. Thank you, Chairman Meeks, and thank you for
your thoughtful leadership, and I thank you, as well, Ranking
Member Luetkemeyer.

I applaud the OCC and the FDIC for proposing a CRA reform
package. I am dismayed that the Federal Reserve has been drag-
ging their feet and won’t participate in this process. I think it is
important that we update CRA. The last time it was updated, it
was before most Americans even had dial-up internet, and a
smartphone was any phone that wasn’t connected by a long wire
into a wall. So, needless to say, it was before mobile banking. It
was before online banking helped to serve so many in our commu-
nity. And before the branching strategy of banks changed, and it
has changed severely and dramatically in the last 5 to 10 years.

This proposal takes into account all of those changes. I think
that is positive. So, I look forward to hearing from the witnesses
and stakeholders about how we communicate additions and
changes and we get this thing done in a timely fashion.

Chairman MEEKS. The gentleman’s time has expired.

Today, we welcome the testimony of, first, Ms. Gerron Levi, di-
rector of policy and government affairs at the National Community
Reinvestment Coalition. Ms. Levi is an attorney with nearly 20
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years of Federal and State Government affairs experience. Her
background includes serving in the Maryland General Assembly,
where she authored laws on education, crime, and ex-offender re-
entry, and she was a member of the National Conference of State
Legislators, the National Black Caucus of State Legislators, the
National Foundation of Women Legislators, and the American
Council of Young Political Leaders.

During her tenure, the Maryland State’s Attorneys’ Association
named her as the Legislator of the Year in 2010. She also served
as an assistant director of the Legislation Department of the AFL-
CIO, and as a legislative representative for the Laborers’ Inter-
national Union.

Second, Ms. Paulina Gonzalez-Brito is the executive director of
the California Reinvestment Coalition (CRC). Ms. Gonzalez has
worked for over 20 years leading economic justice and organizing
campaigns to expand workers’ rights, immigrant rights, and the
rights of low-income people, and people in underrepresented com-
munities of color. Under her leadership, CRC has grown to 300-
plus members, gained high visibility, expanded its focus areas to
include immigrant financial protection and fines and fees work,
and negotiated community reinvestment agreements with 5 banks
worth more than $25 billion.

She currently serves on the Community Advisory Council of the
Federal Reserve Bank of San Francisco, the San Francisco Munic-
ipal Bank Feasibility Task Force, and the Board of Directors for
the National Association for Latino Community Asset Builders, and
she \Czlvas formerly a member of the CFPB’s Consumer Advisory
Board.

Third, Mr. Eric Rodriguez is the senior vice president for policy
and advocacy at UnidosUS. Mr. Rodriguez oversees the Office of
Policy and Advocacy, which is charged with directing the organiza-
tion’s legislative affairs, public policy research, policy analysis, and
field advocacy work. He is responsible for UnidosUS’s Federal and
State legislative priorities and agenda. Mr. Rodriguez has extensive
experience overseeing the UnidosUS public policy and advocacy ac-
tivities on a wide range of issues.

From 2007 to 2008, he served as deputy vice president of the
public policy department, and previously directed the Policy Anal-
ysis Center. His background also includes work on such issues as
tax policy, Social Security reform, welfare reform, workforce devel-
opment, retirement security, and housing and financial market reg-
ulations.

Mr. Rodriguez also serves on the boards of the Food Research
and Action Center, the Fair Election Center, and the UnidosUS Ac-
tion Fund, and he is a member of the National Academy of Social
Insurance.

Prior to UnidosUS, Mr. Rodriguez was a Congressional Hispanic
Caucus Institute fellow, and served in U.S. Representative Nydia
Velazquez’s New York office.

Fourth, Ms. Hope Knight is the president and CEO of Greater
Jamaica Development Corporation. Ms. Knight has served as presi-
dent and CEO of Greater Jamaica Development Corporation since
2015—I should say, the Greater Jamaica Development Corporation
in New York. In that capacity, she has advanced the economic
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growth, community bank building, and sustainable real estate de-
velopment, and has immensely revitalized and strengthened the
Greater Jamaica/Queens region.

Appointed by Mayor Bill de Blasio, Ms. Knight also serves on the
New York City Planning Commission, a role which supports plan-
ning for equitable economic expansion, strengthening of housing af-
fordability, and increasing job growth in New York City.

Prior to leading the Greater Jamaica Development Corporation,
she was chief operating officer for the Upper Manhattan Empower-
ment Zone, overseeing over $150 million in direct -capital,
leveraging over $1 billion in private capital, and working on
projects such as the East River Plaza, the Harlem Stage, and the
Victoria Theater. She has also served as vice president at Morgan
Stanley in the Institutional Equities Division U.S., and as vice
president of strategic planning and e-commerce at Morgan Stanley
Japan.

And finally, Ms. Faith Bautista is the president and CEO of the
National Diversity Coalition. She is also the president and CEO of
the National Asian American Coalition, a HUD-approved home
counseling agency, and the nation’s leading Asian American non-
profit advocating against foreclosures, advocating for greater eco-
nomic and small business development, and advancing the growing
economic and social power of Asian Americans.

Appointed by President Trump’s Administration in 2017, Ms.
Bautista is currently serving a 4-year term as one of the 5 mem-
bers in the U.S. Treasury Department’s Community Development
Financial Institutions (CDFI) Fund, and the Fund Community Ad-
visory Board, and a member of the advisory board for the Federal
Communications Commission on broadband adoption and diversity,
and for the California Utility Diversity Council. She serves on the
corporate advisory board for First Republic Bank, Royal Business
Bank, Citizens Business Bank, and Charter Communications, and
she 1zzvas a former advisor and board member for CTI OneWest
Bank.

You will each be recognized for 5 minutes to provide an oral
presentation of your testimony. And without objection, each of your
written statements will be made a part of the record.

I now recognize Ms. Levi for 5 minutes to give your oral presen-
tation of your testimony.

STATEMENT OF GERRON S. LEVI, DIRECTOR, POLICY AND
GOVERNMENT AFFAIRS, NATIONAL COMMUNITY REINVEST-
MENT COALITION (NCRC)

Ms. LEVI. Good afternoon, Chairman Meeks, Ranking Member
Luetkemeyer, and members of the subcommittee. Thank you for
the opportunity to testify for this important hearing on the winners
and losers in the OCC’s proposed rule.

I can say without equivocation that the winners would be the na-
tion’s largest banks, who would promote glowing CRA ratings to
the public because they will have easier ways to meet their CRA
obligations. The losers would be low- and moderate-income home
buyers, renters, small businesses, small farms in their community,
and the CRA ecosystem built to support better economic opportuni-
ties for them.
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We concur completely with the FDIC’s Mr. Gruenberg, for this is
a deeply misconceived proposal. The purpose of CRA is unmistak-
able: Congress aimed to reverse disinvestment associated with
years of government policies that deprived low- to moderate-income
(LMI) areas and communities of color of credit by the practice of
redlining. That was and is the reason for the law, and the legacy
is still with us today, and lending discrimination is ongoing.

The statutory design of the CRA and its regulatory framework to
date has been about curing for market failures that keep some
neighborhoods thinly traded, even when there are profitable lend-
ing and investing opportunities available for the financial institu-
tions chartered to serve them in unmet credit needs that are safe
and sound to meet.

NCRC’s CEO, Jesse Van Tol, has called this a stealth gutting of
CRA because it is a fundamental rewrite that significantly changes
incentives under the law, but only the agencies fully understand its
impacts, the new benchmarks and thresholds, but they fail to share
what they know and estimate with the public. Our forthcoming
Freedom of Information Act (FOIA) request will ask them to share
more.

At the outset, we have a must-do list for the agencies about the
process in the name of fairness and transparency. First, extend the
public comment period. The proposal is complex and has many
interconnected elements. The impact on bank incentives to partici-
pate in a range of financing activities cannot be understood and
analyzed in 60 days, plain and simple. We thank the members of
this committee who have urged the regulators to give the public
more time.

Second, release the missing data and analyses. The agencies
have estimated the impact of their proposed numeric benchmarks
and thresholds using a variety of bank samples and other informa-
tion. All of the underlying data, analyses, and modeling of the im-
pact on bank ratings and performance should be released. Federal
Reserve Governor Brainard laid out some illustrative data and
charts last week about their approach, and that is a good start.

Third, complete and finalize the agency request for information
(RFI) on data released on Friday, that in cruel irony closes for com-
ment the day after the overall rulemaking. The data RFI will in-
form critical pieces here of the CRA evaluation measure or domi-
nant single metric and presumptive ratings, including how to
measure bank capacity. We really need to know this so that we can
meﬁn};ingfully comment on how severe the rationing of CRA credit
will be.

On to the substance. The CRA evaluation measure is an overly
determinative single metric that ensures rationing of CRA credit.
The public comments on all sides were clear: no single metric. The
agency has added a supplement, but we have a single dollar volu-
metric triggering presumptive CRA ratings, and more inflation is
built into it. The presumptive CRA ratings are arbitrary bench-
marks that undermine the economic rationales for CRA, and the
agency should really show their work on them. The expansion of
CRA qualifying activities extends credit to bank activities done in
the ordinary course of business and upends exam incentives that
keep LMI considerations at the heart of the law.
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The new deposit-based assessment areas again have a lot of the
arbitrary triggers in them and their data limitations. For example,
how many credit deserts would be picked up, if any, by that pro-
posal?

The retail lending distribution test, pass-fail, has arbitrary trig-
gers as well on demographics and peer competitors and is overall
a weaker incentive for banks to facilitate home ownership, small
business, and small farm lending. The service test is virtually
eliminated, and the 1 percent credit for bank branches in LMI
areas is inadequate, and exams for affordable financial services and
products is wiped out.

I look forward to discussing more about this proposal, but the
largest U.S. banks made more than $120 billion in 2018, an all-
time high. CRA standards for local LMI reinvestment should be
strengthened and not weakened, plain and simple.

Thank you.

[The prepared statement of Ms. Levi can be found on page 183
of the appendix.]

Chairman MEEKS. Thank you for your testimony.

Ms. Gonzalez-Brito, you are now recognized for 5 minutes.

STATEMENT OF PAULINA GONZALEZ-BRITO, EXECUTIVE
DIRECTOR, CALIFORNIA REINVESTMENT COALITION (CRC)

Ms. GONZALEZ-BRITO. Thank you, Chairman Meeks, Ranking
Member Luetkemeyer, and members of the subcommittee, for hold-
ing this important hearing and inviting CRC to testify.

Good afternoon. My name is Paulina Gonzalez-Brito. I am
Chicana, the daughter of immigrants from my ancestral land of the
Purepecha people in Mexico.

CRC is the largest statewide reinvestment coalition in the coun-
try, with a membership of over 300 organizations that serve low-
income communities and communities of color. I am also a proud
member of the National Association for Latino Community Asset
Builders (NALCAB), and CRC is a proud member of the National
Community Reinvestment Coalition.

You should know that CRC works. While the CRA can be im-
proved, Comptroller Joseph Otting’s proposal is a deregulatory
scheme designed to help the largest and most powerful banks. It
will weaken CRA rules, undermine the purpose of the statute, and
will ultimately harm low-income communities and communities of
color.

When Comptroller Otting was CEO, OneWest had one of the
worst reinvestment records in the State. CRC tracks reinvestment
data in California, and in 2013, out of 12 banks analyzed, OneWest
ranked 10th or 11th from the bottom. As one example of OneWest’s
lack of reinvestment activity under Mr. Otting’s leadership, the
bank made very few small business loans. In the final quarter of
June 2015, under Mr. Otting’s leadership, OneWest did one-tenth
of the amount of small business lending in comparison to banks of
the same size.

As another example, during Mr. Otting’s leadership, OneWest
had 15 percent of its branches in low- to moderate-income (LMI)
communities compared to 30 percent for the rest of the industry.
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Mr. Otting has written this CRA rule so that banks like the one
he led that do little reinvestment can ace their CRA tests. For ex-
ample, the Comptroller’s proposed CRA rule benefits banks by loos-
ening the rules around small business lending and by devaluing
the importance of branches in LMI census tracts.

On redlining, Comptroller Otting certainly does have experience.
While Mr. Otting was CEO of the bank, OneWest had 70 branches,
but only one branch was located in a Native American majority
census tract, and there were no branches, none, in African Amer-
ican majority census tracts.

During his tenure, over a 2-year period, the bank originated only
two mortgage loans, that is two, to African Americans in the great-
er Los Angeles area. That is hard to believe, given the size of L.A.’s
African-American population.

It would be bad enough if OneWest merely did a poor job meet-
ing community credit needs as required by the CRA. But, in fact,
the bank that Joseph Otting ran also substantially damaged com-
munity credit needs through mass foreclosures. Most of this harm
was inflicted on communities of color. Between 2011 and 2015,
when Mr. Otting was CEO of OneWest, the bank foreclosed in
neighborhoods of color 3 times as often as it made mortgages in
neighborhoods of color.

We are concerned that the Comptroller’s proposal will lead to a
return to redlining and more harm to communities, given its focus
on the one ratio that prioritizes quantity over quality and overall
numbers over serving local community needs.

CRC and over 100 organizational opponents of the OneWest-CIT
merger raised many of these concerns during the public comment
process for the CIT-OneWest merger. As part of the merger, Mr.
Otting solicited letters of support from his Wall Street contacts via
a form letter on the bank’s website. Our analysis of those letters
observed a number of anomalies. Our suspicions were confirmed
when CRC received a call from a supposed supporter of the merger
who was upset his email address had been used to support a bank
merger he knew nothing about. He said, “My identity has been sto-
len.”

Our subsequent FOIA request to the OCC uncovered documents
reflecting email exchanges with the OCC from individuals upset
that they had been listed as supporters for a merger they had
never heard about. The letters at issue, supposedly submitted by
these supporters, appear to be the same form letter that Mr. Otting
had urged his Wall Street contacts to submit via the bank’s
website.

What does this mean for the integrity of the CRA public com-
ment period overseen by Mr. Otting himself?

We also have concerns, based on Mr. Otting’s public statements,
regarding his ability to fairly receive and incorporate public input.
Comptroller Otting was quoted as saying, “Certain community
groups know how to hold you hostage during that process, and they
use your lack of compliance in between the reviews to be able to
do that.”

Perhaps, most alarmingly, Comptroller Otting was quoted as say-
ing, “We won’t tolerate groups that do not provide services to these
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communities to disrupt the process and affect our decisions.” Per-
haps, he doesn’t believe in democracy.

These comments suggest that the Comptroller cannot be trusted
to objectively consider public comments from community groups,
just as he is soliciting public comments on plans to weaken the na-
tion’s primary anti-redlining law. The proposed rule led by Comp-
troller Otting will do great harm to communities of color and low-
income communities while advancing the interests of big banks
who have little interest in reinvestment.

I thank you for the opportunity to discuss our concerns today.

[The prepared statement of Ms. Gonzalez-Brito can be found on
page 52 of the appendix.]

Chairman MEEKS. Thank you for your testimony.

Mr. Rodriguez, you are now recognized for 5 minutes.

STATEMENT OF ERIC RODRIGUEZ, SENIOR VICE PRESIDENT,
POLICY AND ADVOCACY, UNIDOSUS

Mr. RODRIGUEZ. Good afternoon. Thanks to the chairman and
ranking member, as well as the members of the subcommittee, for
the opportunity to testify today. Our remarks will echo many of the
concerns already raised.

My name is Eric Rodriguez. I am a senior vice president of Policy
and Advocacy for UnidosUS, formerly the National Council of La
Raza. UnidosUS is the largest Hispanic civil rights and advocacy
organization in the United States. For over 25 years, I have worked
on issues such as the Community Reinvestment Act that lie at the
intersection of economic inequality and civil rights.

UnidosUS is a unique civil rights organization in three critical
ways. One, we combine advocacy with research and analysis of the
Latino community. Two, we leverage our policy expertise with on-
the-ground experience, administering culturally competent housing
and financial capability programs that are proven to reduce wealth
and income disparities in communities. And three, we partner with
both government and industry to change practice in ways that ad-
vance economic interest of the Latino community.

First, I want to touch on very quickly the important history of
CRA, then we’ll highlight just a few of our concerns with the plan
by the OCC and the FDIC that we also believe would really weak-
en the intent of the CRA. And last, we will recommend an alter-
native approach.

The first thing is, discrimination and disparate impact in bank-
ing has been persistent throughout our history and often exacer-
bated by our public policy. For example, in the 1930s, the Home
Owners’ Loan Corporation created a universal risk appraisal meth-
od that classified neighborhoods based on occupation, income, race,
and ethnicity of residents, literally drawing red lines where people
of color constituted the majority. Limiting access to credit has con-
sistently undermined the vitality and the mobility of people, of
color and the neighborhoods where they live.

In many ways, Chicago served as the birthplace for the resist-
ance movement against redlining decades ago. In 1969, the
Westside Coalition of Community Organization, in a Polish neigh-
borhood with a growing Puerto Rican population, identified the
problem well. Members of the community had been denied loans
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despite good credit histories. They protested until the group se-
cured a meeting with the bank’s president and the chairperson of
the board or directors, and this began and sparked a nationwide
campaign to place equitable community reinvestment on the na-
tional agenda.

Subsequent research documented nationwide redlining and bol-
stered the case for action, and Congress then acted with the pas-
sage of two important and critical bills: the Home Mortgage Disclo-
sure Act of 1975 and the Community Reinvestment Act of 1977.

Over 40 years, CRA has encouraged regulated banks to lend to
LMI communities of color. CRA helped to revitalize neighborhoods
by increasing mortgage and small business lending. In our re-
search, based on a national survey of mortgage origination data
from 2014 to 2018, we found that the CRA had bolstered home
lending for Latinos, and facilitated between 15 percent and 35 per-
cent of home loans to Latinos in LMI census tracts. This was about
2 to 3 times the share of loans to their white peers in the same
census tracts.

The OCC and FDIC’s recent proposal seeks to update the CRA.
We certainly agree CRA should be modernized. But we have grave
concerns with their approach, and I will just highlight a few. First,
in order to enforce the CRA, regulators currently look at banks’ as-
sessment areas defined in the regulations regarding where bank
branches are or some physical presence located to gauge whether
a bank is, in fact, meeting the credit needs of its community.

With the growth of banking on the internet and smart devices,
the current approach for delineating assessment areas should cer-
tainly be expanded but not at the expense of physical branch loca-
tions.

As discussed in our own research, the future of banking report,
coauthored with policy, linked physical presence still has an impact
on whether residents of LMI communities have access to main-
stream banking. Research also shows a direct correlation between
the number of bank branches located in the neighborhood and the
availability of credit.

Second, the plan would allow for community development activi-
ties that are outside of the original intent of the CRA. These activi-
ties do not serve the credit needs of their communities. We are
troubled by the laundry list of qualifying regulatory criteria pro-
posed. The new approach would weaken the impact of CRA on LMI
communities.

Third, the proposal does not articulate how regulatory agencies
would solicit, review, and weigh public comments of community or-
ganizations. In essence, the plan would strip “Community” out of
the Community Reinvestment Act.

In the 4 decades since CRA was proposed, the law has increased
bank lending in LMI communities. For Latinos, it is still important
and relevant. In 2017, an FDIC national survey of unbanked and
underbanked households found that while 6.5 percent of house-
holds overall were unbanked, 14 percent of Latino households, and
16.9 percent of Black households were underbanked.

A better approach to modernizing the CRA would be for regu-
lators to negotiate with the civil rights community and lawmakers
and work with the Federal Reserve to ensure one uniform set of
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rules for financial institutions to follow. Rules of the road that are
flexible enough to meet the challenges of a changing marketplace
v&ﬁlile continuing to effectively address disparities is the goal we all
share.

Thank you.

[The prepared statement of Mr. Rodriguez can be found on page
215 of the appendix.]

Chairman MEEKS. Thank you for your testimony.

I now recognize Ms. Knight for 5 minutes.

STATEMENT OF HOPE KNIGHT, PRESIDENT AND CEO,
GREATER JAMAICA DEVELOPMENT CORPORATION (GJDC)

Ms. KNIGHT. Good afternoon, Chairman Meeks, Ranking Member
Luetkemeyer, and members of the subcommittee. Thank you for
the opportunity to testify today.

My name is Hope Knight, and I am president and CEO of the
Greater Jamaica Development Corporation (GJDC). GJDC is a not-
for-profit that works to promote responsible development in Ja-
maica, New York, and southeast Queens.

As a leader of an economic development organization in a for-
merly redline community, the CRA is foundational to my work. I
have studied the Notice of Proposed Rulemaking (NPRM) and had
the honor of helping to lead a tour of Jamaica for Comptroller
Otting and the OCC. I am here today to discuss significant con-
cerns I have about the ideas presented in the NPRM and that I be-
lieve would significantly weaken the CRA and hurt the community
that I serve.

That community, Jamaica, Queens, shares a history with many
urban communities of color across the United States. Redlined in
the 1930s, Jamaica struggled to attract private investment. In the
1960s and 1970s, Jamaica’s economic base further eroded as white
flight drained the downtown of residents and businesses. The cul-
minating disinvestment left Jamaica in a vicious economic cycle.

Targeted Federal programs like the CRA helped start a reversal
of this cycle. Recently, and owing in part to their interest in secur-
ing CRA credit, banks financed transformative development
projects in Jamaica, including ones that bring more affordable
housing and good jobs to southeast Queens. As a community devel-
opment financial institution (CDFI), GJDC has been able to lend
to small businesses with the help of banks’ contributions often
given to meet CRA obligations.

However, Jamaica still bears the legacy of redlining, suburban
flight, and disinvestment. As evidenced in our tour with Comp-
troller Otting, many areas of Jamaica remain banking deserts. Po-
tentially catalytic projects struggle to secure financing and low-in-
come residents have trouble accessing loans. If changes are made
to the CRA that dilute its impact, Jamaica will struggle against
such economic headwinds, and the recent progress growing Jamai-
ca’s economy will be put at risk.

With regard to the NPRM, I am particularly concerned by sev-
eral proposals. From my work in economic development, it has be-
come clear that to be effective in spurring equitable economic de-
velopment, regulations must have clear and well-defined geo-
graphic targets. Instead of focusing on a clear geography, the pro-
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posed regulation greatly expands where banks can get CRA credit,
allowing for investment in areas outside of local assessment areas,
making it less likely that financial assistance will flow to commu-
nities and projects that need it most.

As one example, under the rules of the NPRM, any investment
in a low-income Opportunity Zone would be an eligible activity
without any consideration of economic development benefits or
community needs. Retail banking is of paramount importance to
neighborhoods like Jamaica. As Comptroller Otting mentioned
after his tour of Jamaica, there are areas in Jamaica that are
served by few or no bank branches.

Compounding this, the nation’s persistent digital divide creates
a barrier to accessing financial e-services for those in low-income
census tracts. Without branches, many residents depend on high-
cost alternatives, like corner store ATMs and check-cashing serv-
ices. As such, I am very concerned by the proposed regulatory
changes that eliminate the current large bank service test and ex-
amination of basic banking accounts for LMI customers.

By moving forward on proposed regulatory changes without the
Federal Reserve, the OCC and the FDIC would create a two-tier
regulatory system that adds complexity and confusion to an al-
ready complicated sector. While larger money center banks may be
able to navigate this added burden of complexity without too much
difficulty, smaller institutions may be hit hard, especially minority
depository institutions (MDIs).

The CRA is complex. Changes to the regulation will have far-
reaching impacts. The short comment period does not allow enough
time for adequate comment. The comment period should be ex-
tended to a total of 120 days. The changes to the CRA regulations
currently proposed by the OCC and the FDIC will hurt economic
progress in LMI areas and undermine the anti-redlining intent of
CRA. As such, I oppose the changes described in the NPRM, and
I look forward to answering any questions related to my testimony.

Thank you.

[The prepared statement of Ms. Knight can be found on page 179
of the appendix.]

Chairman MEEKS. Thank you for your testimony.

And, Ms. Bautista, you are now recognized for 5 minutes.

STATEMENT OF FAITH BAUTISTA, PRESIDENT AND CEO,
NATIONAL DIVERSITY COALITION (NDC)

Ms. BAUTISTA. Thank you so much.

Before I read my testimony, I just want to tell you, don’t believe
everything that Ms. Paulina is saying because we are seeing—we
had a group counseling agency, and we have helped so many home-
owners in California save their home, and OneWest saved a lot of
the people who were facing foreclosure. Thank you.

We must do better. NDC and the National Asian American Coali-
tion (NAAC), which I also lead, represent underserved and minor-
ity people and small businesses who are left behind by our current
system. I work directly in our communities to provide lending,
counseling, and training solutions to our most vulnerable.

For NDC, reducing the number of underbanked is our North
Star. We believe CRA has failed for one primary reason: CRA
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qualifying lending and investments are not measured. Whether
this is by design or by neglect, it is harmful to the communities I
have spent my life serving.

It is remarkable and offensive that the current CRA regulations
do not track CRA activity on an industrywide level. Frankly, it
might be the only data that regulators do not think worth col-
lecting and evaluating systematically.

I have had the honor to meet with the Federal Reserve Chairs
and Governors over my decades of advocacy. At each meeting, I ask
them the same simple question of whether CRA lending and invest-
ments have been increasing or decreasing over the prior 5 years.
The answer each time is that they simply do not know. Conven-
iently, the current approach to CRA provides no way of measuring
the number of loans or the volume of dollars being invested in un-
derserved minority neighborhoods. That needs to change.

This information is necessary to any serious data-driven analysis
seeking to understand the real impact of CRA. With no data and
no measurement comes no accountability.

The current approach turns a blind eye to low-income and minor-
ity communities. For example, instead of using metrics to gain
merger approvals, banks simply make unregulated promises to in-
crease CRA investments in a future that never comes. Today’s
hearing is to determine who the winners and the losers would be
from CRA reform, but the current regulations do not collect the
data necessary to measure who is currently winning or losing.

Working every day in communities of color, I can tell you today
that the CRA losers are America’s low-income communities and mi-
norities. They are the people served by NDC, NAAC, and our mem-
bers. The stories of abuse and neglect faced by America’s immi-
grants, minorities, and others we serve would break your heart.

NDC believes that underserved communities will only win when
there is a real transparency that measures each bank’s CRA activ-
ity objectively, discloses it timely and publicly, and allows compari-
son against peers and regulatory targets. Data and accountability
must replace excuses and stories.

Today, the question should not be if the CRA proposal is perfect.
It is not. Instead, we must ask if it improves upon the current ap-
proach to CRA and provides a new paradigm able to break the
cycle of poverty and neglect faced by America’s most vulnerable
communities. The definitive answer is yes.

The OCC and FDIC proposal would improve the current system
in three primary ways. First, it will clarify what qualifies for CRA
credit. No more guessing. That helps community planners and ad-
vocates makes the most of our resources.

Second, it updates where a bank receives credit for CRA. It rec-
ognizes the advent of the internet, ending loopholes for internet
banks and wholesale banks. This will enable banks who help un-
derserved communities where they have depositors, but no banks,
receive CRA credit.

Third, it will provide timely and transparent reporting that
measures CRA-related activities using standard metrics. We will
all finally be able to confirm that banks are increasing their CRA
activity in underserved and minority neighborhoods.
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NDC believes the proposal set out by the OCC and the FDIC will
increase CRA activity by over $100 billion. Should that not occur,
the OCC and the FDIC must commit that they will raise the re-
quirements for “satisfactory” and “outstanding” CRA ratings to en-
sure that CRA investments increase as promised.

The proposal also closes loopholes that currently allow bankers
to trade loans back and forth between banks to claim multiple CRA
credits for the same loan. It will also end the CRA credit for
gentrification and displacement, when banks finance wealthy peo-
ple purchasing homes in poor neighborhoods.

It is true that the proposal can benefit from further modifications
during the public comment period. For instance, loans guaranteed
by the Federal Government should not receive CRA credit. Double
dipping on Federal subsidies does not increase the amount of cap-
ital reaching underbanked communities.

We pray that the Federal Reserve awakens to the urgent need
for change. Today’s status quo continues to fail over 30 million dis-
proportionately minority American households. Fear of unintended
consequences 1s not a good reason to stick with a failed system that
for 4 decades has resulted in generational poverty and disparate
impact in our communities of color.

We are confident that this proposal will at long last begin the
process of reducing the unacceptable number of underbanked in
America. Thank you so much.

[The prepared statement of Ms. Bautista can be found on page
45 of the appendix.]

Chairman MEEKS. Thank you.

I thank all of the panelists for their testimony today.

And before I recognize myself, I ask for unanimous consent to
enter four documents into the record. The first is a statement for
the record from Mr. Richard Hunt, the president and CEO of the
Consumer Bankers Association, and the statement speaks to the
importance of getting CRA modernization right and ensuring that
concerns raised are adequately addressed. It is noteworthy that in
this document, the CBA raises concerns with the OCC’s requests
for data, which came after the publication of the rulemaking.

The second statement for the record is from Mr. Noel Poyo, exec-
utive director of the National Association for Latino Community
Asset Builders. In this statement, Mr. Poyo outlines key concerns
with the OCC and FDIC’s rulemaking, including ignoring com-
ments from the ANPR and diluting the focus on LMI communities,
likely reducing investments in rural and other hard-to-serve com-
munities and other issues.

The third statement for the record is from Mr. Aaron Glantz,
senior reporter at Reveal from The Center for Investigative Report-
ing. And as a reminder, Mr. Glantz testified at our hearing on CRA
modernization in April 2019 on his groundbreaking report on mod-
ern-day redlining. And this statement for the record provides a de-
tailed, troubling account of Mr. Otting’s time at OneWest Bank.

And the fourth statement for the record is from Mr. David
Dworkin, president and CEO of the National Housing Conference.
In this statement, he reminds us of the history of discrimination
and redlining that led to the passage of CRA and the broad agree-
ment on key colors for CRA reforms that outline specific areas
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where the OCC’s proposal will make it fall short of the commit-
ment to holding true to CRA’s original intent.

Without objection, it is so ordered.

And I now recognize myself for 5 minutes for questions.

My first question will go to Ms. Levi. As I stated in my opening
remarks, I have had private conversations with banks and banking
groups, and they are quick to state that they didn’t ask for the
OCC’s framework, and expressed a list of concerns if this approach
were to be implemented, posing operating complexity, reputational
risks, and significant uncertainty. And in the letter I just entered
into the record from the Consumer Bankers Association (CBA),
they state that more analysis must be undertaken by stakeholders
to better understand the impact of the new metrics that will be
used to measure CRA activity for individual institutions in the
communities that they serve. And the CBA appreciates the OCC’s
recent effort to consider the impact of a more quantitative approach
through additional data collection, but feels the true cost of reforms
must be understood before dramatic changes are made. Can you
speak on this?

Ms. LEVI. I can, and we have heard a lot of the same concerns.
I was at a housing tax credit conference last week, and for a lot
of the folks who participate in that market, they are concerned
about more financing gaps, not less, because the incentives under
this proposal are off.

It also points to the process concerns I outlined. We don’t have
enough time. It is complex. It is interconnected. And the agency
has not made it easy because they have not shared a lot of their
data analyses and modeling.

Chairman MEEKS. Now, is there—or how does the OCC’s pro-
posed rulemaking impact the link between a bank’s CRA activity
and direct lending, especially mortgage lending to low-income com-
munities of color?

Ms. LEvVI. The bottom line is that the retail lending distribution
test in this proposal is weaker, and is going to make addressing
problems this committee is focused on, for example, the racial
wealth gap, a lot harder to get banks to participate in. Also, you
can fail in half of your local assessment areas and still pass at the
bank level.

There are a number of problems with it, and some arbitrary
thresholds in it. And there is no review of mortgage lending in LMI
neighborhoods at all.

Chairman MEEKS. Thank you.

And, Ms. Knight, I know in your testimony you talked about
doing a tour of Jamaica, Queens, with Mr. Otting. And during that
tour, he saw the extent of banking deserts and the important needs
for loans and financial services, and the great disparities in access
to credit and housing in the community. Can you speak—and I
know there were several other people from the community who
were there—to the feedback that Mr. Otting received from the com-
munity, specifically as it relates to the OCC’s CRA proposal?

Ms. KNIGHT. Thank you. We were able to show Comptroller
Otting how few bank branches there were in southeast Queens,
and as a result, small businesses in the community don’t have the
opportunity to develop relationships with traditional financial insti-
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tutions. And that is something that many people on the tour, advo-
cates, community leaders, spoke to the Comptroller about. We also
were able to show him where many of the alternative financial ac-
tivity happens in corner stores and check-cashing establishments.

Chairman MEEKS. Thank you.

Mr. Rodriguez, do you consider the CRA to be a civil rights bill?

Mr. RODRIGUEZ. Absolutely. Yes.

Chairman MEEKS. Elaborate, please.

Mr. RODRIGUEZ. Yes. If you think about the origin of CRA and
part of the testimony but also what we know of how organizers in
Chicago, where they identified the problem of disparities where you
had banks that were investing even abroad and not investing very
much, if at all, in their own local communities, that is what
sparked it as a major movement and ultimately shined a light on
inequalities that needed to be remedied through changes through
Congress. Absolutely, it is a civil rights law.

Chairman MEEKS. Thank you.

My time has just about expired, so I now will recognize the rank-
ing member, Mr. Luetkemeyer, for 5 minutes for questions.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.

Ms. Bautista, you were pretty adamant in the discussion of the
lack of data that the Comptroller now collects under the CRA law.
That is concerning to me from the standpoint of, how can they
make good decisions on whether it is working or not?

Ms. BAUTISTA. Congressman, I think the CRA reform—we know
that it needs to be reformed. It has been 25 years. The OCC has
been working with this for the last 10 years and extensively in the
last 2 years. We believe they have data, and the data that the OCC
and the FDIC has is the same data with the Federal Reserve.

Mr. LUETKEMEYER. You are about the only one who, as you went
through the process here, pointed out the problems, had some solu-
tions, and also indicated the good points about what the law does
or what points it actually fixes or things that you support. And it
was interesting to me because I think that is where we can point
out the problems. If we have no solution to the problems, we are
not getting anywhere. And I think you and Mr. Rodriguez made
the point that this has to be updated.

The law doesn’t have anything in there with regards to internet
activity, mobile phone activity, online lending activity, which is a
modern day, everyday practice now.

Ms. BAuTISTA. Correct.

Mr. LUETKEMEYER. If I was one of you, I think I would be con-
cerned about some online lending that doesn’t qualify for CRA.
Some of these folks can make online loans and don’t have to com-
ply. That is what I would be arguing about if I were in your seat.
I didn’t hear anything like that today, which is surprising to me.

But I think, Ms. Bautista, you indicated that one of the good
points that this new rule, the proposed rule is talking about here
is clarifying what actually qualifies for CRA. And to me, having
been in the business for a long time and I had to work with this
rule, this is always a problem that I had with it, because there are
a lot of good things that an institution can do to invest back in its
community and in any of these particular communities of lower- to
moderate-income folks, that we are not getting credit for even
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though they do it, and they do it because they want to do it. They
do it because they want the community to grow. They want to be
successful, but yet they are not getting credit for it. And then when
the examiners come in, they pound them over the head, because
you are not doing anything, and it is kind of like putting a square
peg in a round hole sometimes. It is hard to get that done.

Do you have any other additions to the list that was presented
that you thought would be helpful?

Ms. BAUTISTA. Yes, and this is what I would love about the CRA
reform is because when I was reading it, there is like 200 clarifying
CRA. I just want to give you some example, that we are doing
something in San Diego, and there are three banks that are partici-
pating. One bank did not participate because they were not sure
if it is CRA-related, even though it is the right thing to do. Now,
I can tell the banks, and I can justify that this is CRA-related be-
cause it is now identified in the 200s. As a community organizer
and very much CRA-involved, it is so refreshing that there are fi-
nally guidelines.

And for the internet banking, it has changed, right, from 25
years ago? Then, nobody deposited through their mobile. Now, I
don’t even go to the bank. Even the immigrants that I serve, they
hardly go to the banks anymore because everything can be done
through their iPhone. So things have changed, and we have to ad-
just to the needs, especially for low- and moderate-income people
and people of color.

Mr. LUETKEMEYER. One of the things that concerns me is in the
past, it was always about location, but yet whenever you take de-
posits from an area, to me, there needs to be some money going
back in investment into those areas. You shouldn’t just be taking
deposits out. You should be investing back into those areas. And,
to me, this new rule does that, does it not?

Ms. BAUTISTA. Yes.

Mr. LUETKEMEYER. To me, this is a really big deal because—

Ms. BAUTISTA. It is.

Mr. LUETKEMEYER. —it goes into your online lending folks.
Wherever you get that money from, you would be putting some of
that money back. And as far as investments, not taking everything
from over here and investing it over there, which is what is being
done right now to a certain extent.

So I appreciate your comments today, and I will yield back the
balance of my time. Thank you.

Chairman MEEKS. The gentleman yields back.

I now recognize the gentleman from Georgia, Mr. Scott, for 5
minutes.

Mr. Scort. Thank you, Mr. Chairman.

Ms. Bautista, during your testimony, you said, “Don’t pay any at-
tention to what Ms. Gonzalez was saying.” And I wanted to get
some clarity on that because that really got my attention, because
that was a very profound statement, and I want you to explain that
statement. Why shouldn’t we pay attention to what she was say-
ing?

Ms. BAUTISTA. Thank you.

Mr. ScorT. What was so profound about it?
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Ms. BAUTISTA. Thank you for asking me that. You know, my
daughter always tells me if you don’t have anything good to say,
don’t say anything. And the reason I can say that is because I was
there when people were losing homes. I lost my home in 2009, and
nobody was helping me because there was no process. So I was
very adamant in helping people who were losing homes. And dur-
ing the financial crisis, a lot of the borrowers who came to the Na-
tional Asian American Coalition or any HUD-approved counseling
agency, we had to have a good relationship with the banks.

At the end of the day, the lender still makes the decision, but
Comptroller Otting, Mr. Otting then, makes sure that his people—
I still remember Tony Edwards bringing people to all the outreach
we have done from San Diego, Central Valley, Bay area, and—

Mr. ScoTT. My time is slipping away. But the reason I raise that
is because we are faced with some very biting concerns about this
rule. And you also said that the Fed had the same data—data is
very important here—as the OCC and the FDIC. But why is the
Fed staying away from what you are pushing?

Ms. BAUTISTA. Good question, because, to me, the Federal Re-
serve—I love them, I love all three regulators. They are data-driv-
en, they are research-driven. But, sir, at the end of the day, the
people I am serving don’t care about data; they need help now.

Mr. ScotT. Okay. Let me turn to you, Ms. Levi, and to Ms. Gon-
zalez-Brito. First you, Ms. Gonzalez-Brito. I want to ask you that
because our primary concern here is that we have problems and
evidence, it seems, that what Mr. Otting is offering not only does
not enhance the purpose of the Community Reinvestment Act to do
away with discrimination, but that it might increase racial dis-
crimination. And so, we have to get to the clarity of this.

So do you agree with the—do you and Ms. Levi agree with what
Governor Lael Brainard said? She said that any proposed changes
to the CRA regulation must be grounded in analysis and data to
avoid unintended consequences. And do you believe this data is
here? Go ahead?

Ms. GONZALEZ-BRITO. Absolutely. And I would say that data does
not lie. To Ms. Bautista’s point, there were 36,000 foreclosures in
California alone under OneWest, Inc., and a third of those were
when Mr. Otting was CEO. And so, data is absolutely important.
The Federal Reserve, with Governor Brainard, has made their data
public. They looked at 3,700 banks, 6,000 performance evaluations,
and made that data available to the public as they released their
metrics and looked at, how would banks perform under those
metrics that they are proposing? The OCC has not released that
type of data, and it is clear now, by having an RFI process after
releasing their proposal and then having that data not due until
ﬂfteli) 1the comment period, it means that the public is not going to

e able—

Mr. ScotT. I know. I want to get Ms. Levi in here. Go ahead, Ms.
Levi.

Ms. LEvI. Federal Reserve Governor Brainard really nailed this.
And why don’t we have that kind of data about this proposal? Im-
plementing a big dominant, single metric framework that
incentivizes banks to run up the numerator with a lot of activities
that aren’t focused on LMI communities and people who need the
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benefit of CRA credit is not the way to serve the communities that
Ms. Bautista purports to represent.

Mr. ScotT. Thank you.

Chairman MEEKS. The gentleman’s time—

Mr. Scorr. Mr. Chairman, maybe we can get the Federal Re-
serve in before we move forward? This is serious.

Thank you.

Chairman MEEKS. The gentleman from Oklahoma, Mr. Lucas, is
now recognized for 5 minutes.

Mr. Lucas. Thank you, Mr. Chairman.

While the banking industry has changed substantially in the
past decade with the Community Reinvestment Act, it has not been
meaningfully revised since 1995. And I think we all know that we
live in a different world now than we were in 20, 25 years ago. I
am sure we all can agree that CRA can be updated to better serve
low- and moderate-income areas.

The OCC and FDIC’s proposal, I think, is a welcome change to
the out-of-date regulations. So, first, let me turn to Ms. Bautista.
You outlined in your testimony how the CRA has failed to accom-
plish its mission. Can you expand on how the OCC and FDIC’s pro-
posal recognizes that the CRA should not follow a one-size-fits-all
approach?

Ms. BAUTISTA. Oh, yes. This is why, during the foreclosure crisis,
it took so long to help people, because the banks always have one-
size-fits-all regulations. Even for the Asian community, the sub-
ethnic group, it is not all the same.

What I like about this is that there are benefits to citizens and
community members, there is local emphasis. We are now going to
make sure that if you have a branch there over 5 percent deposit,
that they will contribute on CRA. There are also benefits for the
development of practitioners, advocates, small farms, and small
businesses. And like the Indian Country that has never been
served before, I am really excited about that, because we have so
many constituents, over 1 million, from whom you hear every day
what they need. The Indian Country, the payday lending there is
so much, and now with this increase of CRA dollars, I think the
payday lending, hopefully, we can just bury them.

Mr. Lucas. Ms. Bautista, you have just explained and have ex-
plained several times in your testimony that the new proposal
would increase CRA activity. How can the regulators and Congress
sustain this increase in the long term with this proposal?

Ms. BAUTISTA. We need to calibrate. Banks have a hard time get-
ting outstanding CRAs. Most of them, they are okay with satisfac-
tory. We need to ensure that—this is why I also like this, is be-
cause quarterly, they are now going to be reporting. Right now,
they report like every 3 years or—yes, their examination is 3 years.
I am not so technical, but now I can see that every 3 months or
quarterly, they can do the reporting. So, we know that they are
going to increase their CRA investments.

Mr. Lucas. We have heard mentioned in the hearing about the
comment period.

Ms. LEVI. And can I—

Mr. Lucas. Just one second.
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Ms. Bautista, could you expand on the aspects you see of the
OCC and the FDIC’s proposal that could be improved in the com-
ment period, perhaps even through a separate proposal maybe from
the Fed? What could be made better in this comment period? What
should people be talking about?

Ms. BAUTISTA. This is why we need to do a lot of outreach. This
is about low- to moderate-income, right? This is about people of
color, people with English as a second language. I think since they
have been doing this for so long and extending it until March 9th,
we have to get people involved. The people of color, what do you
need? What should the banks be doing that they are not doing?
What should the regulators’ examination be? And for the Con-
gress—and I am so glad you are doing this hearing, because this
is like the voice of the voiceless as now we are telling you what is
needed. So, we have a comment period. Let’s get to work. If you
don’t make a comment, then forever hold your peace. Don’t ever
complain. Say everything that you need to say, pluses or minuses.
Nothing is cast in stone until it becomes a law. And to me, even
if it is a law and if it is bad, you should still change it.

Mr. Lucas. Thank you. I yield back, Mr. Chairman.

Chairman MEEKS. The gentleman yields back his time.

I now recognize the gentleman from Illinois, Mr. Foster, for 5
minutes.

Mr. FOSTER. Thank you, Mr. Chairman.

I think we really all agree that our goal is modernization and
alignment with actual need on these, but we have to do that with-
out formulas that will be gamed by the players in this so that you
don’t actually get the results you want.

One of the things that concerns me is that many of the CRA-
qualifying activities are now going to be dollar-based. It seems to
me this is going to encourage banks to make a small number of
mega deals in things in areas that technically qualify. Whereas, if
they got some credit for the number of activities as well as simply
the dollar value, they would help a lot more smaller businesses,
help a lot more individuals by providing them banking services.
And I was wondering, Ms. Levi, Mr. Rodriguez, or anyone else, if
you could comment on that?

Ms. LEvi. That is absolutely right. And banks will get a lot more
partial credit for activities that are not targeted to LMI people and
areas. So, the standard has shifted as well.

Mr. FOSTER. I know. I was sort of surprised to learn that appar-
ently, maybe even today, loans for stadiums and sports arenas’
jumbotrons qualify for CRA credit. And this seems like the kind of
mega deal, large thing that is not going to help a large number of
people. And so some change in the formula that gives you credit
for helping large numbers of businesses, not a large dollar volume.

Ms. LEvi. Yes. The formula and the primary purpose test has
been jettisoned here, so it is both, but it absolutely quantity over
quality, large over small, all the wrong incentives for CRA pur-
poses.

Mr. FOSTER. Mr. Rodriguez?

Mr. RODRIGUEZ. Yes. I would just add there is no test around the
quality of the investments anymore. So it is watering down the in-
vestments and decreasing the potency. So, maybe we could have
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more CRA investments, but more of them will be worthless with
respect to community reinvestment in the ways that the law in-
tended and that we hoped to get to. These are the critical concerns
with the proposal and the plan so far.

Mr. FOSTER. So now we are left with just a geographical defini-
tion, rather than the purpose of the loan?

Ms. LEVI. Yes. We are left with a lot more activities that are not
guided by the primary purpose of LMI and a lot more partial cred-
it. So that does allow banks to run up the numbers. And the exam
is designed under this proposal to make banks look as if they are
doing more. But as Mr. Rodriguez said, it will have less impact on
the communities and people the statute was enacted to serve.

Mr. FOSTER. This clarity argument that Ms. Bautista has been
making, do you see merit in having more clarity instead of having
some human regulator saying, well, I think that qualifies or par-
tially qualifies? Is it actually going to be more productive to have
a very long list that is very specific versus a more general language
that is just in the intent of what you are trying—

Ms. BAUTISTA. For the banks, you have to be specific, otherwise
they will find excuses. And we need—

Mr. FOSTER. So the banks make their own call under the current
system as to what qualifies?

Ms. GONzALEZ-BRITO. I think we want clarity and we do, like
they did having more data, but we are not going to trade clarity
and data for impact. And I think that is what this proposal does,
it makes a trade for the core purpose of CRA, which is serving LMI
communities to make it easier for banks to be able to get that out-
stanﬁling rating. And so, it trades communities for Wall Street, ba-
sically.

Ms. LEvi. And Federal Reserve Governor Lael Brainard laid out
some of their approach last week in its multiple metrics. So it is
possible to achieve clarity for banks and communities without this
dominant single metric that really incentivizes dollar volume.

And if T can correct one assertion by the Congressman very
quickly, this is a one-size-fits-all proposal, regardless of bank
model, regardless of community needs. This is the definition of a
one-size-fits-all proposal, and we are not the only ones that—

Mr. FOSTER. Along those lines, just in the few moments I have
here, I was sort of surprised that small businesses up to $2 million
in revenue will qualify, but for some reason, if the business is a
farm, it is $10 million. What is the reason for that? Why treat one
business differently than another?

Ms. LEVI. Your guess it as good as ours, but I will tell you, on
the farms, only 1 percent of farms had sales over $5 million or
more. About 76 percent of farms had sales of $50,000 or less. So
small farms are not the focus with that change there.

Mr. FOSTER. Thank you. And I yield back.

Chairman MEEKS. I now recognize the gentleman from Florida,
Mr. Posey, for 5 minutes.

Mr. Posey. Thank you, Chairman Meeks and Ranking Member
Luetkemeyer, for this hearing.

The Community Reinvestment Act is heralded as one of the
foundational civil rights acts of the last century. We all have an in-
terest in a financial system that serves the needs of all, a system
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without bias. I strongly identify with that goal and believe that our
goals of equality in the financial services as well as other objectives
are best pursued by ensuring that our free market systems are effi-
cient.

Where financial institutions focus on their shareholders’ bottom
line, banks and other institutions can be expected to see the profit
motive as inconsistent with an arbitrary exclusion of customers
based on race or any other irrational criteria.

Ms. Bautista, I would like to believe that fair-minded financial
institutions would want to show off their activities that dem-
onstrate their contributions to serving the needs of their depositors
and assessment areas. Can you share your experience related to
the attitudes of those who are evaluated under the CRA?

Ms. BauTisTA. I was told not to say any specific bank, so bank
A, bank B, bank C. You know, bank A, they make commitments,
right? We are involved with so many settlements with all the
banks. There is a lot of settlements. But after 5 years, do we really
see, did that move the needle? Did they increase homeownership in
the African American, Latino, and Asian communities?

The new CRA reform is so refreshing because there is account-
ability, there is transparency, and there is also now a pressure for
banks to do the right thing and to increase their CRA. The CRA
should not remain “satisfactory.” To me, they should all be “out-
standing.” But a lot of them cannot be outstanding because they
are missing just half a point or one point. And I ask them, why is
that that you are not “outstanding?” And it is hard for them to say
why, because there are really no guidelines.

Now, with this reform, they will now know, okay, my CEO, we
are going to be “outstanding” and we are going to do a lot of plan-
ning. We are going to do investing. And what they are saying about
the stadiums, I agree with that. We should have really thought it
out. And now this project can be really be examined. Is this some-
thing that—it is easy to give loans to big hospitals, to stadiums, be-
cause they can do those loans all day long, because they have the
right financial. But for us, like the CDFI, there are so many good
CDFIs in there that are not getting investment because we are not
savvy enough, because we are nonprofit. Even with Ms. Hope here
in New York—and I sit on the advisory board—there are 1,100
CDFIs and they can do so much.

Now, CDFI is another way to do more micro lending, to do more
small businesses, to do more home loans to those who don’t fit the
box with the lenders.

Mr. PoseEy. Okay. Does any substantial part of the community
see CRA ratings as an opportunity to showcase how well they serve
the needs of low- to moderate-income people?

Ms. BAUTISTA. Yes. CRA is a godsend. CRA is like God warning
them do the right thing, so we have to make it right.

Mr. Posey. Okay. Do many just see it merely as a regulatory
burden?

Ms. BAUTISTA. Yes.

Mr. Posey. Would you say 50/50, or what do you think?

Ms. BAUTISTA. It is too expensive for the small banks to comply
with their CRA regulations. That is why I think all of the regula-
tions are not good. And the unintended consequence of that is they
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will not do funding anymore to nonprofits. That is the job that we
should all be doing, because they spent more on the regulations.
That is why the big banks should not be treated the same way as
the smaller banks. And community banks understand who they are
serving. They know their borrowers.

Mr. Posey. How do you think we can design a process that over-
comes that?

Ms. BAUTISTA. You have to leave it to the OCC, the Federal Re-
serve, and the FDIC. They are the regulators. And I think with
input from us, this is why this is great, the pluses and the
minuses, and more information, we have until March 9th, and we
are going to do a lot of town halls and we are going to be asking
the REALTORS. We are going to be asking the loan officers. We
are going to be asking the borrowers, the borrowers who are being
denied, and they should not be denied from owning a small busi-
ness or owning a home.

Do you know that there is $100 billion of mortgage loans that are
denied because they don’t fit the box? I am a good borrower, but
because of the foreclosure, my credit score did not go up for 5 years
and I have been borrowing. I put 20 percent down, I don’t owe any-
body, but my credit score is so artificial, it will not go up—it goes
up and down; it depends on the time of the day.

Mr. Posey. Thank you.

Chairman MEEKS. The gentleman’s time has expired.

The gentleman from Florida, Mr. Lawson, is now recognized for
5 minutes.

Mr. LAwWSON. Thank you, Mr. Chairman. And witnesses, welcome
to the committee.

Today, we see that homeownership among African Americans
and other minorities continues to fall behind. How do you see that
the Comptroller of the Currency’s, OCC’s proposed changes in the
Community Reinvestment Act (CRA) affects the homeownership of
minority groups who suffer from these financial crisis? And I will
just start with you, Ms. Levi.

Ms. LEvi. Let me contradict something that Ms. Bautista said
here about CRA and the homeownership gaps and things like that.
First of all, let’s keep it in perspective, CRA covers about a third
of the mortgage market. So, we do have to keep it in perspective.
Second, 98 percent of banks are passing CRA exams today. It is
really not a big problem for them.

I will say this: The retail lending distribution test is pass-fail.
There are some low bars but arbitrary thresholds around local de-
mographics or peer comparators included in it. And overall, the
CRA retail test used to be half of the exam. It is now, again, pass-
fail, and you can fail in about half of your local assessment areas,
your local communities, and still pass at the bank levels. And I
think a lot of underserved communities, rural communities should
be concerned about that in particular. As I said, I think it makes
addressing the racial wealth gap that much harder.

Mr. LAWSON. Go ahead.

Ms. GONZALEz-BriTo. I also wanted to correct Ms. Bautista.
When we do analysis of CRA data in California, the community
banks and the smaller banks do better than the big banks in their
CRA investments in lending in California.
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Mr. LAWSON. Anyone else want to comment?

Mr. RODRIGUEZ. Can I add something?

Mr. LAWSON. Yes, go ahead.

Mr. RODRIGUEZ. Okay. I was going to add it is an excellent point.
And just one fine point is that the homeownership rate of the
Latino community nationwide is 4 percentage points lower today
than it was a decade ago. If we put 4 million Latinos into homes
today, we would just be catching up with where we were over a
decade ago, and the reason is access to credit and affordability that
is crucial to our communities to get back to where we were let
alone. And CRA can be an important part of the solution if it is
done right.

Ms. BAUTISTA. If I can just make a comment on the African-
American homeownership, I am so glad you mentioned that, be-
cause it is at an all-time low. We work a lot with Black pastors and
we do a lot of workshops in the African-American community. We
need to do a proper education, because for the African Americans,
they don’t even know sometimes if they can own a home. It is a
different culture, so the financial literacy should be different in dif-
ferent cultures. And the African Americans need a lot of financial
Ettleracy, need a lot of down payment assistance, need a lot of extra

elp.

Ms. GONzZALEZ-BRITO. If I could just say, I think the problem is—

Ms. BAUTISTA. I am not finished yet.

Ms. GONZALEZ-BRITO. —racism and systemic racism and not
what Ms. Bautista is talking about right now.

Mr. LAWSON. I am trying to get some clarity. Ms. Bautista, can
you finish?

Ms. BAUTISTA. Yes. Thank you so much. CRA is about the people.
It is about the low- to moderate-income people. Let’s focus on that.
Let’s do the right thing for all of us.

And, let’s not interrupt. At least, be decent.

Thank you.

Mr. LAWSON. Ms. Levi?

Ms. LEvIL. I just wanted to say on the financial literacy piece,
there is also a shift under this proposal. This or CRA credit for fi-
nancial literacy for everyone. Again, not targeted on low- and mod-
erate-income home buyers and small businesses and others for
whom the statute was designed. It just opens it up for everybody.
And I think low- to moderate-income minority borrowers should be
the focus of even that piece which Ms. Bautista mentioned.

Mr. LAWSON. Ms. Gonzalez, I have about 20 seconds, did you
want to say something?

Ms. GONZALEZ-BRITO. I just wanted to say that one of the things
that this proposal does is that it makes it easier for banks to reach
those “satisfactory” and “outstanding” ratings. It gives double cred-
it for community development lending. And if I told my son that
he could get double credit for doing half his homework, I will tell
you right now he would do half his homework, and that is what
we can expect from this proposal.

Mr. LAWSON. Okay, thank you. Mr. Chairman, I yield back.

Chairman MEEKS. The gentleman’s time has expired.

I now recognize the gentleman from Kentucky, Mr. Barr, for 5
minutes.
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Mr. BARR. Thank you, Mr. Chairman.

I just have to take exception to that last comment. The commu-
nity bankers that I know in central Kentucky, that is not their atti-
tude. They want to help their communities. They don’t want to do
it halfheartedly. Every day, they go to work and they try to help
the low- and moderate-income people of their communities, espe-
cially in rural areas. That is a mischaracterization of community
bankers, in Kentucky at least, in my experience.

Ms. GONZALEZ-BRITO. Congressman, it is community banking
that we are—

Mr. BARR. It is my time.

Chairman MEEKS. The time belongs to the gentleman.

Mr. BARR. My time.

I just wanted to make the comment that that is not the way the
community bankers of my district behave. And I just wanted to say
that.

Ms. GONZALEZ-BRITO. And our data—

Mr. BARR. It is my time. And I want to also correct another thing
that was incorrectly stated. Ms. Levi made the statement that this
is the Fed’s position. I do recognize that Lael Brainard has a posi-
tion on community—specifically for the community. But as I under-
stand it, Ms. Brainard was speaking in her own capacity, not on
behalf of the Fed. And the OCC has been working on this for about
a decade, by the way. This is not fly by night.

Let me ask one question to Ms. Knight. You were critical of the
proposal to allow CRA credit for investment beyond a defined geo-
graphic assessment area. But you also stated that lack of physical
branches—this is a very reasonable point that you made—obviously
decreases access to banking services. This appears to be a bit of a
contradiction. I will give you an opportunity to try to reconcile
those statements. My question is, wouldn’t allowing for investment
beyond a defined geographic area into areas where there is no bank
headquarters, where there are no branches, physical branches, but
where the customers actually reside, wouldn’t that actually have
the effect of enlarging and enhancing the goals of CRA and helping
the unbanked or underbanked have better access?

Ms. KNIGHT. Yes, I think both things can be true at the same
time, because if you have banks that are not a physical location but
have customers and they have to make a choice as to where to lo-
cate their branches, if they are able to make the choice, they may
not make it in low- to moderate-income areas because those areas
are not the most profitable to the banks.

Mr. BARR. My point is the OCC proposal contemplates going be-
yond an arbitrary geographic area to actually where the customers
are. And I think that actually is an enhancement.

Let me ask a question about rural communities to Ms. Levi, and
I will let you answer this question. A recent Federal Reserve study
shows that—because you talked a lot about farms and you talked
a lot about rural communities, underserved communities, which is
very much my district. A recent Fed study showed that 51 percent
of the 3,114 counties in the U.S. saw net declines in the number
of bank branches between 2012 and 2017. These declining bank
branches disproportionately hit rural communities. A total of 794
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rural counties lost a combined 1,553 bank branches over a 5-year
period. That is a 14 percent decline.

The negative financial impacts on rural counties of branch clo-
sures are perpetuated by the continuing difficulties due to burden-
some regulations and other roadblocks of de novo community bank
formation. While these trends leave residents of rural counties
without access to much-needed financial services, they also have a
negative downstream impact on communities because of the ab-
sence of incentives under the CRA for banks to invest.

The CRA obviously needs to reach more rural communities, com-
monly referred to as CRA deserts. Do you believe that the CRA
framework that we have today properly accounts for these rural
communities?

Ms. LEvI. No, it doesn’t. And the NCRC is—first of all, let me
say this: Community banks are absolutely vital to their commu-
nities. We work with a lot of them. Okay? We are not here to im-
pugn community banks. But let me—

Mr. BARR. I'm sorry. I was just speaking of Ms. Gonzalez’ state-
ment, that is all I was doing.

Ms. Levi. This is why NCRC spends so much time organizing
around bank mergers and acquisitions, because they lead to a lot
of bank branch losses and the loss of small business lending. All
of that is very well-documented in the research. CRA is focused
on—

Mr. BARR. I understand. And we have some common ground
here, and I acknowledge that, I and appreciate that statement. My
only point is that the OCC proposal appears to do better in terms
of accessing rural communities. And I think we ought to look at the
good here as well and keep the good in this OCC proposal to the
extent that it gets banks access into some of these rural commu-
nities that are currently underserved. I only have—

Ms. GONZALEZ-BRITO. I can answer that question around—

Mr. BARR. I don’t have a lot of time left. Unfortunately, my time
has expired.

Ms. GONZALEZ-BRITO. I can answer the question around rural
communities.

Chairman MEEKS. The gentleman’s time has expired.

Mr. BARR. Okay. I'm sorry we don’t have more time. Maybe we
can talk offline. But I appreciate your time today and your testi-
mony, and I yield back.

Chairman MEEKS. The gentlewoman from Massachusetts, Ms.
Pressley, is now recognized for 5 minutes.

Ms. PRESSLEY. Thank you, Chairman Meeks, for your continued
leadership on this issue.

It is odd but consistent that this Administration’s modernization
efforts betray the fundamental mission of what they hope to mod-
ernize. The Community Reinvestment Act is no exception.

Over the weekend, The New York Times published an editorial
highlighting the many problematic elements of the FDIC and
OCC’s December proposal. Under this proposal, loans for improve-
ments to stadiums that, “happen to sit in poor neighborhoods”
could earn banks CRA credit. Compare that to the values and data-
driven approach outlined by Governor Brainard. The Federal Re-
serve has notably withheld its support.
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Now, although this was a consistent through-line in all of your
testimonies, I do believe it bears underscoring. So for the record,
and this is to everyone on the panel, by a show of hands, how many
of today’s witnesses support the FDIC-OCC proposed rule?

How many support the Federal Reserve’s approach prioritizing
keeping branches open, small-dollar loans, and impactful commu-
nity investment? Again, by a show of hands.

Ms. LEvI. It is a better start.

Ms. PrESSLEY. This past weekend, I was fortunate enough to
host the very first historic Congressional Black Caucus fly-in in my
district, the Massachusetts Seventh. Now, during the economic jus-
tice panel, including community leaders, entrepreneurs, and indus-
try representatives, we discussed the many challenges our commu-
nities face when it comes to access to capital. One of the more com-
pelling stories was that of a company founded and owned by a
Black woman. The company is called TRILLFIT. Her name is
Heather White. And she was unable to access capital; instead, she
liquidated her entire 401(k) in order to open a business.

Women, Black women particularly, struggle to secure financing
for everything from a business to a home. Earlier this year, when
the big bank CEOs testified in front of this committee, I questioned
the witnesses about this disparity in lending, which one report
smartly labeled as, “pink lining.” The report found that women
were 30 to 46 percent more likely to receive subprime mortgage
loans during the financial crisis than men. Black women were 256
percent more likely to receive subprime loans than white men.

How does this proposal ensure that Black and Brown women will
not continue to be targeted, if not be more likely to be targeted
with these predatory financial products?

Ms. LEVI. First of all, quality, a lot of the qualitative factors that
are currently a part of the exam are out of this proposal. This is
a dollar volume-driven approach that contravenes quality.

And furthermore, I would say to the gentleman about rural
areas, you can’t allow banks to fail in over half of their local com-
munities and still pass an exam at the bank level.

Ms. GONZALEZ-BRITO. I would also say that the OCC’s discrimi-
nation guidelines in terms of the way that they evaluate discrimi-
nation as part of their CRA exams are weaker than the Federal Re-
serve and the FDIC. They had an opportunity to strengthen that
as part of this proposal and downgrade for harm that is caused by
discrimination, and they did not do that as part of this proposal.

Ms. PRESSLEY. Thank you.

Now, Mr. Rodriguez, how is the CRA building upon that influ-
ence of development and delivery of financial products for commu-
nities of color more broadly?

Mr. RODRIGUEZ. That is an excellent question. I would just add
to the previous answer, it is a great point and it is a factor in how
the markets are changing and the needs of the community are
changing. Someone earlier, a Congressman, mentioned meritocracy.
The very reason why we have CRAs is because credit wasn’t
divvied out based on merit; it was based on race and ethnicity, and
the country has changed now. And we want this to adapt and mod-
ernize to the changing country.
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The Latino community in rural communities has doubled in
years and is a fast-growing population. When we are talking about
rural communities, are we thinking about Latinos in rural commu-
nities? Are we thinking about women? I think those are important
points to raise and add to this conversation.

Ms. PRESSLEY. And, Mr. Rodriguez, with the remaining balance
of my time, what happens when CRA-covered banks exit neighbor-
hoods or close branches?

Mr. RODRIGUEZ. Another excellent question. Look, I grew up in
Red Hook, Brooklyn. When I grew up, I had no banks in my com-
munity. There was one on the outskirts of my neighborhood be-
cause the Battery Tunnel was there, so when people needed to get
some money for tolls, there was a bank there for them. There were
not people who looked like me and you in those communities who
had access to banking. And we paid a price for that over time, and
it is a legacy that we are paying for even now as we look at dispari-
ties in wealth and disparities in access to credit and equality.

Thank you.

Chairman MEEKS. The gentlelady’s time has expired.

I now recognize the gentleman from Colorado, Mr. Tipton, for 5
minutes.

Mr. TipTON. Thank you, Mr. Chairman. I appreciate you holding
this hearing.

A lot of continuity of thought in terms of CRA needs to be ad-
dressed. I happen to come from rural America, and when we are
talking about community banks, my community banks in my dis-
trict actually care about the people they live with, because they live
there. They are trying to be able to actually see job improvement,
to be able to help support that local community. And so when it
comes to our rural community banks, I think for the most part,
they are doing a good job reinvesting back into those communities.

That being said, we need to be able to re-update the CRA. The
last time this was looked at was under President Clinton. And
think about that. We have had a variety of changes. No one has
actually brought up the idea of, we have lending now going on in
communities from somebody that doesn’t have any physical pres-
ence. They can be out of Brooklyn and make a loan into southwest
Colorado. No CRA involvement whatsoever investing back into that
community. So is it going to be appropriate for us to take the time
to be able to actually address it? I think it is.

I do think it is worthy of note that the OCC and the FDIC actu-
ally were dealing with the Fed data in terms of coming up with
this. And we ought to all be mindful that this is a proposal, a rule-
making proposal. So, the feedback is obviously important for us to
be able to address.

Ms. Bautista, you have stated a number of times that you regu-
larly worked in terms of some of the ideas that are coming up, and
you had cited that we have 200 clarifying proposals that will qual-
ify as CRA. It is my understanding, and can you maybe speak to
this as well—one of the frustrations I had heard from community
bankers is they are doing what they view as CRA equivalents but
never getting credit for it. Do they have an opportunity under the
proposal from the OCC and the FDIC to be able to submit that for
consideration as a CRA activity?
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Ms. BAUTISTA. Yes, absolutely. This is why I said there is going
to be over $100 billion of increase on CRA because there is now
clarity. And as a community organizer, I have been dong this since
2002, I have been fighting—not fighting, trying to work with the
banks to ensure investment in the low- to moderate-income, to the
CDFI, to the CDEs, to the faith-based organizations.

For example, faith-based organizations—during the foreclosure
crisis, the people go to their pastors. Even though pastors don’t
know much about banking foreclosure, they went out of their way.
First, AME Church in Orange County, we worked with that pastor,
Mark Whitlock. And faith-based, the Hispanic evangelical church,
the same thing. We are doing a lot of workshops now. So now, that
is not CRA-related because it is faith-based.

Arts and culture. One of our members is doing 100 percent serv-
ice to the low-income Latinos. And every time she goes to the
banks, they always say, oh, this is not CRA-related. But if you
don’t educate the people at a young age, it is not just owning a
home, it is not just owning a business, it is also job creation.

Like I said, I have seen borrowers denied over and over again,
home buyers denied, even though I know they can afford to buy a
home, with different cultures. Now with our family, the Filipino
family, there are so many of us living in one house. And all of the
loans put together can now be qualified.

There is another example. A client of ours is trying to refinance,
because the interest is so high, but because his wife had cancer, he
had to take care of his wife. So he was out of a job for 2 years,
and he cannot get a loan approval because of loss of that employ-
ment. So I told the lender, I said, it is not right, he only did it for
the right thing, and he never—he always had a job, and the mother
is putting in now to help.

So now there is a lot more clarity that knowing your borrower
and the CRA officer now—and CRA officers, most of them are good,
because they understand the borrower. And the community banks,
I so agree with you; in California, they are good.

Chairman MEEKS. The gentleman’s time has expired.

I now recognize the gentlewoman from Michigan, Ms. Tlaib, for
5 minutes.

Ms. TLAIB. Thank you all so much for being here. I think the
Community Reinvestment Act—for so many folks in the 13th Con-
gressional District that I represent in the City of Detroit, one of the
most beautiful, Blackest cities in the country, where I think we
were the forefront and kind of the birthplace of this incredible civil
rights movement that I think continues on through this generation.

I do want to back up, and I think, Ms. Levi, maybe you can help
me. I really want to back up and talk about the foundation, the
reason that CRA even existed or was created.

Ms. LEvI. It was created to really correct for a lot of disinvest-
ment that resulted from government policies, racial discrimination
and all of that. Evidence of those redlining policies is still on the
ground today. And discrimination is ongoing. We have plenty of
evidence for that. But it was also designed to correct for market
failures.

Ms. TrAIB. That is right. Ms. Levi, talk about that, because it is
recorded in history that these banks redlined.
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Ms. LEVI. They redlined. And after redlining perhaps was prohib-
ited, these markets still suffer from a lot of market failures, egative
and informational externalities that make them difficult to serve,
how to value the property. There are a lot of credit—profitable in-
stitutions there, but if they are thinly traded and they don’t have
the information, then it makes banks misperceive the risk that
they will face by lending and investing there.

Ms. TraiB. I think you are much, much kinder. I just know at
home and on the ground it is very intentional, because you see now
the CRA changes being done by the same people who probably
didn’t want CRA created in the first place.

Ms. LEVI. Absolutely.

Ms. TrAiB. We can call it market failure, which is I think is a
fancy way to say, no, this is intentionally trying to go toward com-
munities and populations that, in some ways, are much wealthier
and look different than the communities that I represent.

Ms. LEVI. Flat out discrimination is very much with us.

Ms. TLAIB. Oh, it is very core. And sometimes, I feel like we
should just go ahead and look at all the lawsuits that have settled,
where actual whistleblowers within these banks, many of whom in
California, for instance, were told, if somebody comes in with an ac-
cent, then make sure you give an interest rate that is higher. This
is actually documented. That is happening right now in this cen-
tury.

So one of the things I think is also critically important is, say
I am a bank now—because one of the things that is happening in
Detroit, specifically, is we have had Comerica Bank and Hun-
tington Bank in Detroit close several branches already throughout
2016 and only—like in 2016 by Comerica Bank. One of the things
I want to know is, if I am a bank now and I need to need to meet
CRA, what are some of the just basic minimums under this new
rule do I have to meet?

Ms. LEvIi. First of all, I would say this: In Detroit, and in a lot
of rural communities, for example, there is a lot of demand for
small mortgages, small dollars, small business loans, small stuff.
And this proposal would incent the big stuff. And so, those quali-
tative factors around small things aren’t strengthened here; they
are weakened. Again, the retail lending test is going from half to
far less. So, the incentives in the proposal are off.

Ms. TrAIB. Okay. One of the things I wanted to ask Ms. Gon-
zalez-Brito is, what impact, I think not only in homeownership but
other kind of economic opportunity impacts for communities of
color, and one of the things I do want to get to is, is it true that
the number of homeowners among communities of color is actually
less than before the CRA at this point, that the numbers—again,
I—we used to have the largest statistic for homeownership, I think
it was up to 70 percent in Detroit. It is where we built up the mid-
dle class. It was incredible. And now, it has just dropped signifi-
cantly.

Can you talk about that, the systematic change? Because I think
it is all interconnected with everything else that we try to fund.
From transportation, from other kinds of school programs, all these
things are so interconnected with homeownership.
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Ms. GONZALEZ-BRITO. I think that has a lot to do with what you
were talking about in term of systemic racism. We saw in the
subprime mortgage crisis that banks were targeting African Ameri-
cans and immigrants for these loans that were targeted to us be-
cause of systemic racism. I think CRA plays an important role in
homeownership for low-income people. And, unfortunately, the way
that this proposal is written, it will lessen the amount of homeown-
ership in our communities instead of helping.

Ms. TraiB. Thank you, Mr. Chairman.

Chairman MEEKS. The gentlelady’s time has expired.

I now recognize the gentleman from Texas, Mr. Williams, for 5
minutes.

Mr. WiLLiaAMS. Thank you, Mr. Chairman.

I am a small business owner from Texas. I have been in business
for 50 years. I can’t help but think as we have this conversation,
I remember, in 1976, I was actually on a board. I was actually on
a community bank board, and we were having all the dialogue of,
how are we going to make this work, and here we are still having
the dialogue, and I think that is probably healthy.

I asked a community bank in my district—a pillar of the commu-
nity, who does everything they can to make the community bet-
ter—what is the biggest issue with the current CRA regime, and
they said the lack of transparency within the system. For example,
their bank will engage in a transaction of a local group thinking
it will meet the investment test, only to be told it does not qualify.
Additionally, regulators will not give banks preclearance for new
activities, which prevents them from innovating and experimenting
with new activities that are better suited to meeting the standards
of low- and moderate-income people. Let their mind wander. Let
them have a chance to invent things.

So, Ms. Bautista, can you discuss how this new proposal, and we
have touched on this a little bit, will add additional activities that
banks can experiment with in order to help communities in innova-
tive ways?

Ms. BauTisTA. Like I said, CRA officers want to do the right
thing because that is what they are hired for. Sometimes, the CEO
or the executive does not have the passion in helping the commu-
nity. So, that is where I see the difference from the top to bottom.
But if the CEOs recognize, and now that they have to be examined,
they are now going to be—make sure that they are accountable for
this, there is going to be more pressure for them to do the right
thing.

And I agree with a lot of things for the African Americans, for
the women, that is more lack of access to capital. So with this CRA
reform, with so much clarity, when in the last 25 years, and I can-
not imagine there was no clarity. And I really have to thank Comp-
troller Auten and Yolanda McWilliams, the people who are doing
this, because they are finally sticking their necks out. So, we have
to give credit when it is due.

Mr. WiLLIAMS. There are a lot of good ideas out there. We need
to let them grow.

Ms. LEvI. Can I add something?

Mr. WiLLIAMS. No, I have limited time here.
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I have heard from the bankers in my district that CRA deserts
and rural communities present unique challenges for their
branches. Ms. Bautista, on page 3 of your testimony, you talk about
the disparity in banking options between Compton and Santa
Monica in California. And even though Compton, California, and
Lampasas, Texas—that is in my district—are polar opposites, I am
curious if the problems that both localities face regarding CRA are
similar?

Do you believe that this new CRA proposal is flexible enough to
serve the unique challenges in both rural and urban areas?

Ms. BAUTISTA. Absolutely. This is why I also have to thank the
tours that the Comptroller has done, because he went to Compton,
and a lot of the NDC members were there, a lot of the pastors, and
the CDFI. And he recognized that there has to be a lot of help in
Compton. It is even hard to buy a home in Compton. And it is the
same population between Compton and Santa Monica, and yet
there are more branches in Santa Monica.

So with the CRA reform, I am so happy that our members in
Compton, and I talk to them a lot, that there is now going to be
at least hope for them to own a home, a small business, and then
have a job.

Mr. WiLLIAMS. Come to Lampasas, Texas, one day. You are in-
vited, okay?

Ms. BAUTISTA. Okay.

Mr. WiLLIAMS. The business of banking has changed drastically
since the last time the CRA was updated, and it seems like these
regulations are long overdue for modernization. In reviewing this
proposal, it seems like it would provide more support to America’s
small business, of which I am one, and small farms, which are the
primary source of jobs in America and create economic opportunity
in underserved areas.

So my question to you, Ms. Knight is, can you tell me specifically
what you think is wrong with allowing more support for these
types of activities?

Ms. KNiGHT. We will talk specifically about some of the activity
that would be counted for credit for CRA in this proposal. Any ac-
tivity in a low- to moderate-income Opportunity Zone would count,
so that would be luxury housing, self-storage facilities, and sta-
diums, as was mentioned earlier. Those activities don’t necessarily
provide the kinds of support and services that low-income commu-
nities are looking for.

Mr. WiLLIAMS. Okay. With the advent of online and mobile bank-
ing, I tend to agree the current assessment area criteria is out-
dated. As the business of banking becomes more mobile, we should
update our regulation to better reflect the reality.

Ms. Bautista, in light—

Chairman MEEKS. The gentleman’s time has expired.

Mr. WiLLIAMS. My time is up. I yield back.

Chairman MEEKS. The gentlewoman from Virginia, Ms. Wexton,
is recognized for 5 minutes.

Ms. WEXTON. Thank you, Mr. Chairman. And thank you to the
witnesses for coming to testify before us today.

As has been noted, the OCC’s proposed rule focuses more on the
dollar amount and the quantity of transactions and loans than on
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the quality of those loans. And in an op-ed that ran over the week-
end, The New York Times editorial board used the example of a
bank financing a new sound system at M&T Stadium in Baltimore,
and then claiming CRA credit for investing in the community. And
they could do that under this new proposal.

Is this type of lending consistent with the original purpose of the
CRA, which was to ensure that people in LMI communities have
equal and affordable access to banking systems? So how does this
kind of lending, this particular instance of lending, how would that
benefit people in LMI communities, particularly those in the area
around the stadium in Baltimore? Ms. Bautista?

Ms. BauTisTA. Thank you for asking that. People are reacting to
the fact that now there is a proposed list that we can—

Ms. WEXTON. I'm sorry. I asked a very specific question. How
would that particular project benefit or how would it help the peo-
ple in the area of Baltimore around that stadium access more cred-
it and fair and equal access to credit?

Ms. BAuTISTA. We need to make sure that the projects don’t take
advantage of the most vulnerable. So, it has to be really thought
out.

Ms. WEXTON. So would the financing of a new sound system at
a stadium help people in the community—

Ms. BAUTISTA. So it always—

Ms. WEXTON. —get more access to credit?

Ms. BAUTISTA. It always depends, right? I am always about job
creation. I want to make sure that when—because if there is a job,
there will be homeownership. And if you create more businesses—

Ms. WEXTON. So you can’t draw a straight line from that. It
would be through—if the people in that community got a job put-
ting that new sound system in the stadium, then they might be
able to afford to borrow money. Is that what you are saying?

Ms. BAUTISTA. You really have to think it through. Like I said,
it is not one-size-fits-all. If—

Ms. WEXTON. Thank you very much.

Ms. Levi, can you explain to me how such a project would benefit
the people in the community?

Ms. LEvi. If you want a short answer and a straight line, it
wouldn’t. It is not the type of lending or investing that CRA was
designed to do. You don’t need CRA to get that done. Okay? So it
just wasn’t what CRA was designed to do.

Ms. WEXTON. Last week, we heard some testimony that the OCC
and the FDIC and the Fed are not all on the same page about this
proposed rule. And last week, Governor Lael Brainard from the
Federal Reserve unveiled an alternative approach that would be
kind of more focused on a results-oriented sort of an assessment.
And the Fed oversees about 15 percent of CRA activities.

If these three regulators do not end up on the same page, what
are some problems that lenders could face with this uncertainty?

Ms. LEVI. Forum shopping in their charters, but also, just on the
data, the analyses and the modeling. It is a preferable start. But
in its 40-year history, the regulators have implemented this law
really in coordination, and this proposal right here has fractured
the consensus. But I think forum shopping is one in terms of char-
ters and things like that could be a downside, among other things.
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Ms. WEXTON. Can you opine as to the advisability of the OCC
and the FDIC moving forward on this new proposal without the
Fed being on board?

Ms. LEvI. I would say both on the advocacy side for communities,
and I have heard lots of bankers say the same thing. They really
want the regulators to be on the same page. But, and this is key,
not behind this proposal. A better approach is where consensus
should be built.

Ms. WEXTON. Very good. Thank you very much. And I will yield
back the remainder of my time.

Chairman MEEKS. The gentlelady yields back the balance of her
time.

The gentleman from Georgia, Mr. Loudermilk, is now recognized
for 5 minutes.

Mr. LouDERMILK. Thank you, Mr. Chairman. And I thank you all
for being here.

I just want to make sure we do clarify something, before I get
into my questions, that Ms. Brainard was speaking on her own be-
half, not on behalf of the Fed. So, let’s make sure that is clear.

It is important that we have this hearing because, as has been
stated several times, it has been a long, long time since the CRA
has been updated. Much has changed in that time period, from
technology, to our culture, to the diversity. And it is extremely im-
portant that, as we continue on, we make sure that CRA is being
invested in areas that really matter.

I represent rural communities as well as metropolitan areas. And
as has been spoken to earlier, the small banks are the ones who
really are in the position to have and the desire to have the great-
est impact and invest in these communities. This is a very complex
issue. And what I am afraid of is, since I have been here in the
City, there is a lot of resistance to change, especially before we
even give it an opportunity to move forward, and this is something
that is extremely complex. And I think if you hold it in the light
of yesterday versus into today, and I think that is what we are
doing, is we are comparing an old regulatory scheme in the light
gf today and it causes problems, so we are looking at ways to up-

ate it.

As I talk to the banks back home, those that are in our commu-
nities, one of the biggest flaws that is expressed to me is, under
the current CRA regime, it takes regulators years sometimes to de-
liver CRA exam results to a bank. That deprives low- and mod-
erate-income communities of a lot of CRA activity.

So, Ms. Bautista, will the proposed rule make CRA exam results
more timely by making the CRA more objective?

Ms. BAUTISTA. Yes. The answer is yes. And going back to minor-
ity banks, if the minority banks are really helping the borrowers
on the ground, we should also encourage the big banks to invest
in minority banks so they can do more work. So with the clarity
now, the minority banks—even the commercial banks can do a lot
more. They can plan exactly what they will be planning in the next
year or 2 years.

And then my encouragement is keep opening this discussion.
Find out from different people what they really need. And we
should really ask the low- to moderate-income people, the people of
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color, English as a second language, do they even know about
CRA? Most of them do not know about CRA. They don’t even know
what the Community Reinvestment Act. So, I have to go out there
and explain it to them. When I went to Southeast Asian business
organizations, I asked them, can you raise your hand if you know
about CRA? They don’t know. So, I was able to explain it to them.

So the more community organizers doing this, the more we can
deliver results. And the more we work together and we are encour-
aging the Federal Reserve—and I know this is not just Lael
Brainard. There are a lot of Governors there who also have to
weigh in, not just one person. And a lot of the people who are work-
ing for the Governors, the Eric Belskys of the world, the gravitas,
they all care so much about this. So let’s give them a chance to iron
out what is good. But somehow, you have to do it. Like Nike’s slo-
gan, just do it.

Mr. LOUDERMILK. And what I get back from a lot of these banks
is, under the current CRA, it is almost like filling a box to get a
credit versus the transparency and the clarity of knowing where
you can invest. And I think that is extremely important.

Another aspect of this that needs to be modernized is, we live in
an area of technology, working with different banks, smaller banks
especially. There are more and more people, including those in low-
income areas, who are relying more on technology for banking, es-
pecially the underbanked and unbanked who are using these de-
vices. Is there anything in this rulemaking that will allow banks
to expand their CRA activities into areas where they can use the
fintech platforms to collect deposits?

Ms. BAUTISTA. Yes. This is another thing that I like, if it is a
bank that does not have a branch presence, but they have 5 per-
cent deposit, they have now to do some CRA. Right now, they are
excused. They are exempted from CRA. Not anymore. If you take
deposits from my world, my local community, you better invest in
my community.

Mr. LOUDERMILK. Thank you. I am out of time.

Chairman MEEKS. The gentleman’s time has expired.

I now recognize the gentlewoman from New York, Ms. Velazquez,
for 5 minutes.

Ms. VELAZQUEZ. Thank you, Mr. Chairman.

Mr. Rodriguez, it’s wonderful to see you again.

Mr. RODRIGUEZ. Likewise. Thank you.

Ms. VELAZQUEZ. As you know, the CRA was passed by Congress
in 1977 in response to redlining and to ensure banks meet the
credit and capital needs of all the communities they serve. Can you
describe the impact the CRA has had on Latino communities?

Mr. RODRIGUEZ. Yes. Thank you for the question. There is a lot
of really good information and data that is coming out that shows
significant increases in CRA investments in Latino, African Amer-
ican, and other communities that have been historically discrimi-
nated against that we have for ourselves.

Ms. VELAZQUEZ. And do you believe this community will still
benefit from the CRA’s principles and its core mission?

Mr. RODRIGUEZ. Absolutely. The one thing that hasn’t changed in
all these years is that we still have significant disparities in finan-
cial and economic indicators by race and ethnicity for communities
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that need to be addressed, and CRA can be an important part or
continue to be an important part of that solution.

Ms. VELAZQUEZ. Ms. Levi, I believe that you will agree with the
assessment.

Ms. LEvI. Absolutely, and so would the Federal Reserve of Phila-
delphia, Richmond, and many other public and private researchers
that have documented it.

Ms. VELAZQUEZ. Thank you.

Mr. Rodriguez, in 2018, the Association for Neighborhood &
Housing Development found that in low-income census tracts in
New York City, the number of bank branches was down 7 percent
since 2017. I am concerned about how these trends will impact my
constituents’ access to affordable credit and financial services. How
important are bank branches to LMI communities, especially
Latinos?

Mr. RODRIGUEZ. We continue to believe that it is enormously im-
portant. Our research shows 7 in 10 Latinos still use bank
branches. It is an important source of wraparound credit. And I
would just add for those Members of Congress who have rural com-
munities, rural America has lost half of its bank branches in the
last 2 decades. If they want rural communities to look like Red
Hook, Brooklyn, 30 years ago, they will allow this rule to continue
without the Fed’s involvement.

Ms. GONzALEZ-BRITO. Congresswoman, can I add something to
that?

Ms. VELAZQUEZ. Yes.

Ms. GONZALEZ-BRITO. This proposal actually eliminates the serv-
ice test and would make it so that banks receive almost no credit
for branches in LMI communities. So, it would really do a lot of
damage for what Mr. Rodriguez is talking about, the need for
branches in communities that are LMI, Latino communities as
well, and African-American communities and other communities of
color.

Ms. VELAZQUEZ. Thank you.

And as banks place greater emphasis on their online platforms
and apps or choose to become branchless altogether, how should we
think about the importance of branch banking in terms of CRA?
Ms. Levi?

Ms. LEVI. It continues to be critical, and the elements of this pro-
posal that attempt to reach that, the new deposit-based assessment
areas, again, it is not clear in the proposal how many credit deserts
they are going to cover. It simply is not there.

And Ms. Bautista is missing one key. You actually have to collect
more than 50 percent of your deposits outside of your branch net-
work before any new assessment areas have to meet the 5 percent
market threshold that she mentioned. So, that is a very high hur-
dle. And again, how many credit deserts, how many credit hot
spots are we going to see new assessment areas in?

Ms. VELAZQUEZ. Thank you.

In her remarks regarding CRA reform at the Urban Institute last
week, Governor Brainard stated it is much more important to get
the reform right than to do it quickly. So by a show of hands, how
many of you agree with this statement?
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And by a show of hands, how many of you are concerned that the
OCC and the FDIC may be trying to rush the rule towards finaliza-
tion and are not providing sufficient time for public comment?

So, Ms. Bautista, you think that we don’t need more time for peo-
ple to provide input?

Ms. BAUTISTA. Congresswoman, like I said, it is 25-years-old.
They have 10 years of that data. The last 2 years, they were dili-
gently working on this. And you can relate to this because being
women, being minority, our people need help now. They need jobs.
They need to have capital for their small businesses. They need af-
fordable housing. They need all of that. If I'm going to wait, I am
not giving justice to the people I serve. They are smart enough,
right. This is why input from all of us here is fantastic.

Ms. VELAZQUEZ. Thank you.

Ms. BAUTISTA. Put everything together.

Ms. VELAZQUEZ. Thank you.

Mr. Rodriguez—

Chairman MEEKS. The gentlewoman’s woman time has expired.

Ms. VELAZQUEZ. Thank you. I yield back.

Chairman MEEKS. I now recognize the gentleman from Virginia,
Mr. Riggleman, for 5 minutes.

Mr. RIGGLEMAN. Thank you, Mr. Chairman.

I want to start by saying I support the mission of the CRA to
encourage depository institutions to help meet the credit needs of
the communities in which they operate, including low- and mod-
erate-income neighborhoods, and I applaud the OCC and FDIC’s ef-
fort to bring the CRA into the 21st Century. And I also believe we
need to make the CRA work better for everyone and encourage
more lending, investment, and services in the areas that need it
most.

And for Ms. Bautista, one more time just to clarify, why would
this actual proposal help with any type of transparence and timely
reporting?

Ms. BAUTISTA. Looking at all the 200 pages or so, I found 10 ben-
efits to citizens and community members, which we wrote down: 10
benefits to community development practitioners, advocates, small
farms, and small businesses. We have spoken to community lead-
ers, to the pastors, to the borrowers, to the homeowners. We all
know the problems. We are not going to hide that we don’t know
the problems. We all agree, whatever side of the aisle you are on,
that we are all the same. CRA is nonpartisan. CRA is about help-
ing people. And if we truly need to help people, we have to do it
now.

Mr. RIGGLEMAN. The reason I am asking that question is, you
talked about small farms and small businesses, and for the whole
panel, 65 percent of the population of my district resides in rural
areas. It is over 10,000 square miles. And for the East Coast, that
is a pretty big district. That is bigger than New Jersey. So, I go
all the way from the suburbs of D.C. here all the way to the North
Carolina border.

As far as I am concerned, any modernization to the CRA has to
address the unique challenges that I have, especially in under-
served rural communities, especially with accessing credit.
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So one more, Ms. Bautista. How do you think the CRA proposal
to increase the size of loans that qualify as small farm loans in
LMI areas will impact lending in rural areas?

Ms. BAUTISTA. We have one member, Martha Montoya, all of her
life is serving the farms, and, oh, she is so excited now. In this pro-
posal, when she saw the words, “small farms, family farms,” she
was so excited. So I told her, come to the workshops, come to the
town halls so they can be heard, and she said, “Faith, as much as
they want to, they are so busy and they cannot go to San Fran-
cisco, they cannot go to L.A., they cannot go to D.C..” So my mes-
sage to her is, tell them help is coming.

Mr. RIGGLEMAN. Thank you.

Ms. LEVI. Can I add something?

Mr. RIGGLEMAN. Yes, ma’am. Please.

Ms. LEvi. Okay.

Mr. RIGGLEMAN. Actually, you were next on the questions, so this
is perfect. Thank you.

Ms. LEvI. I think you are raising some very important concerns,
and there has been a lot of talk in the committee room about all
these new areas where you can get CRA credit. But I want you to
understand that it is the CRA obligation, not just where you can
get the credit, that drives a lot of bank behavior, that banks will
actually be examined in an area to look at the kind of lending to
small businesses and things like that that they are doing.

So the obligation drives a lot of bank behavior, not—so a pro-
posal that lets them sort of hopscotch around the nation and cherry
pick the most profitable lending and investment opportunities,
again, it is not going to incent what we need to incent in terms of
lending and investing in the most difficult areas.

Mr. RIGGLEMAN. So in that sense, because if I—just to let—and
everybody on the panel probably knows this. If I am going down
to—if I say CRA to any one of the small farmers or businesses in
my district, even those who are underserved, they don’t even know
what I am talking about, right? And I almost believe there needs
to be some kind of marketing program, but that is probably an-
other hearing, as we go through with what CRA can actually do,
as we go forward.

Ms. Levi, you were there. That is great, because I had another
question for you. But I do think everyone on the panel would agree
that a regulatory structure that is clear, consistent, and works for
all impacted parties, including the lenders, is a good thing. And if
you want to incentivize financial institutions of all sizes to comply
with laws and regulations, I think it is incumbent on the govern-
ment to ensure equal and tailored treatment. I would say this, and
I wrote something else down, but isn’t fair treatment the rationale
for the Community Reinvestment Act? And for people like me who,
brand new to the Financial Services Committee after a year, who
ran multiple small companies, that is something that I want to
make sure that we push towards.

So, here is the thing. And, Ms. Levi, you can expand on this.
Thank you for chiming in. What do you think the best way is to
hold banks with vastly different sizes and business models to the
same community development standards? When you are talking
about incenting these banks, how do you hold them to the same
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s’fa;adards based on their different sizes and also the business mod-
els?

Ms. LEvI. Again, I think this proposal does have a one-size-fits-
all. It isn’t tailored to banks with different business models, the
ebbs and flows of the economic cycle and things like that. It is just
really one standard for everybody.

Chairman MEEKS. The gentleman’s time has expired.

Mr. RIGGLEMAN. Thank you.

Chairman MEEKS. I now recognize the gentleman from Illinois,
Mr. Garecia, for 5 minutes.

Mr. GarciA OF ILLINOIS. Thank you, Mr. Chairman. And thanks
to all of the panelists who have shared their expertise and wisdom
with us today.

I must confess, I am moved by four-fifths of the panel with many
of the concerns that you have clearly articulated and warned us
about if this proposed CRA rule is approved.

In 2018, in a post outlining principles for CRA reform, NCRC
wrote, “Currently, the only penalty for failed CRA ratings is the
possibility of denial of merger or branch applications. This is one
of the few sticks things that motivates banks to pass their CRA
exams.”

That is the leverage, right? Still, we have seen many examples
of mergers getting waved through between banks with poor records
of lending in low-income communities.

Ms. Gonzalez-Brito, you have some experience advocating that a
bank with a problematic CRA record not be allowed to merge. In
your testimony, you describe Mr. Otting’s bank, OneWest, as,
“among the worst banks at reinvesting in low- to moderate-income
communities.” You outlined OneWest’s discriminatory lending
record, the high number of complaints filed against it with the
CFPB, and its abysmal record of supporting affordable rental hous-
ing development and lending to small businesses.

In your view, why was a bank with such a poor CRA record al-
lowed to merge with CIT? And why did the OCC require such a
weak CRA plan?

Ms. GONzALEZ-BRITO. That is a great question, Congressman,
and one that we haven’t had an answer to. I think the OCC did
negotiate a CRA plan with CIT-OneWest, and in that plan,
OneWest included mortgages to upper-income borrowers and lux-
ury condos. And now, we are seeing some of those kinds of activi-
ties in the proposal that you are seeing the OCC put forth now.

I think the OCC, unfortunately, has a record of waving mergers
through, and what we should be seeing is more stringent CRA
plans being required by banking regulators. And unfortunately, we
are seeing relaxation of the types of requirements that banks are
required to do.

Mr. GARcIA OF ILLINOIS. Thank you for pointing that out. I would
like to note that my bill, the Bank Merger Review Modernization
Act, requires merging banks to have outstanding CRA performance
records and a strong community benefits plan.

Let’s turn now to the OCC’s proposal. As Mr. Rodriguez has
highlighted, Chicago played an important role in the history and
the creation of the CRA. I have to give a shout-out to the late Gale
Cincotta, who was a heroine in Chicago, a champion for the people
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all over the country, and someone who inspired me in the field of
community development. I am a former housing counselor with
Neighborhood Housing Services and rose to become a director of
one of the branches.

A law that was written in response to redlining in communities
like mine should have its exams informed by the richest possible
data, but the current CRA doesn’t work this way. Advocates have
repeatedly pointed out that the CRA does not explicitly examine
whether lending is occurring in communities of color. Advocates
have also recommended that provisions of the Dodd-Frank Act be
fully implemented so that CRA exams can more accurately scruti-
nize small business lending. As one advocate put it, “Small busi-
ness lending should really be just that, loans to small businesses
rather than loans under $1 million.”

Ms. Levi, by changing the definition of small business to those
with revenues of up to %2 million, doesn’t the OCC proposal move
things in the complete opposite direction?

Ms. LEvI. Yes, it does. The CFPB estimated that 95 percent of
small businesses had revenues of $1 million or less, so I think that
stat speaks for itself. And most small businesses need small dollar
credit.

Mr. GARcCIA OF ILLINOIS. That is where the business is and the
action, and that is where we should be targeting.

Ms. LEvI. Right. And it is not targeted.

Mr. GARCIA OF ILLINOIS. Finally—and thank you.

I would like to ask each of the witnesses to briefly, if they can,
provide some examples of smaller, more complex projects that
might actually be more beneficial to the community than a flashy,
high-dollar project like the stadium renovation.

Chairman MEEKS. Pick one.

Mr. RODRIGUEZ. Quickly, the housing counseling program that
you had an opportunity to work with was created many, many
years ago out of a CRA-credited investment between banks and in-
dustry and GSCs and community organizations. It is now highly
successful. Thousands and thousands of families go through the
home buying process today and get into homes with the support of
local counselors.

Chairman MEEKS. The gentleman’s time has expired.

Mr. GARrcIA OF ILLINOIS. Thank you, Mr. Chairman.

Chairman MEEKS. All time has expired.

I now recognize the ranking member, Mr. Luetkemeyer, for 1
minute for the purpose of a closing statement.

Mr. LUETKEMEYER. Thank you, Mr. Chairman. And I thank all
of the panelists for being here today. It was a lively discussion. You
}ﬁave added a lot of good information and thoughts to the discussion

ere.

What we are talking about today is the Community Reinvest-
ment Act, key word “community.” A lot of the attention today was
focused on housing, which is fine, but I think what we were trying
to do here with the readjustment of the Community Reinvestment
Act is to look at a more holistic approach, a wider approach and
say, wait a minute. What makes up a community? Not just homes,
but also businesses, also services, places for jobs. So if the bank is
not incentivized to do that, to invest in those food pantries and
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churches and community centers and small businesses, we don’t
have a community.

So, this is the problem that we have. And I will tell you, I am
probably the only one in this room today who has actually filled out
one of these CRA exam reports, because I have done that in one
of my former lives. So I can tell you the difficulty in filling it out.
The difficulty in getting excellent credit from the CRA folks, that
is very, very difficult to do. It is not just a rubber stamp. Trust me,
it is not.

So, I want to do one thing first. Thank you for your comments.
I want to ask you, though, to please comment during the comment
period with your suggestions, but come up with a solution. Don’t
just comment, “I don’t like this, I don’t like that.” Give us solutions
on how you can make it better, okay?

One solution I am going to give you right now with regards to
homes versus all of these other things is, why don’t you weigh it?
Homes account for this much, and all of these other things that you
invest in account for this much. If it doesn’t weigh 1 to 1 or 2 to
1, whatever, weigh it. That is an example of a way I think we can
solve a problem.

The other thing I want to point out, and I am going to take the
gavel away from the chairman for just a second here, is one of the
problems that we have with CRA, as a former bank examiner and
a former banker myself, was the abuse by the regulators of CRA
over the last several years. This was a huge problem. I know a
number of banks in my district that were not allowed to expand.
They were forced to do things because—and they kept the CRA
exam open for as long as 3 years in one situation because the regu-
lators forced them to try and do something they didn’t want to do.
They wouldn’t allow them to go out and buy another bank or con-
solidate or anything like that, and they kept the exam open for 3
years.

It is that kind of abuse that was there from the former regu-
lators that we are also fighting with this new regulation today. And
don’t forget that when you look at this new proposal. There is a lot
in here that we need to put in place so you can keep that abuse
from happening again.

Mr. Chairman, with that, you are a fantastic chairman. I will
give you back your gavel. I thank you for allowing me the time.

Chairman MEEKS. I would like to thank our witnesses for their
testimony today. And as we close, it is important to remember that
we are here to debate the implications of critical rulemaking on the
lives of millions of low- and moderate-income American families.

Regrettably, the United States has a long, ugly history of feder-
ally sanctioned and enabled cultural and corporate discrimination.
The legacy of this discrimination echoes today. We collectively have
an obligation as legislators, regulators, corporate executives, and
community advocates to act in an intellectually honest manner and
tackle these issues which have real impact on real people in
disenfranchised communities.

The people who will be impacted by the changes of these rules
and regulations are the least fortunate among us and live in all of
our districts. This isn’t picking sides or saying that you are a Dem-
ocrat or a Republican. This is about ensuring that communities
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that continue to bear the burden of discrimination and exclusion
are not abandoned by our banking system and left in a perpetual
cycle of disinvestment and exclusion. This is about getting it right.

No expediency. It took 25 years to get to where we now have to
remodernize it. If we don’t get it right, we are going to hurt these
people, not help them. We need to take our time and make sure
we get it as right as we possibly can, because if we don’t, we can
destroy a community and people who need the most help. Let us
tak}:“: the time to get the comments from everyone so we can get it
right.

And I think that we can tell by the participation of the Members
at this hearing on both sides of the aisle that this is really impor-
tant. It is why this is the second time we have had a hearing on
CRA. It is why we are going to have Mr. Otting in here. It is why
we will have the Fed back in here. This is too important for us to
just wipe and move along without making sure we get it right.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous
materials to the Chair for inclusion in the record.

This hearing is now adjourned.

[Whereupon, at 5:03 p.m., the hearing was adjourned.]
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NATIONAL
DIVERSITY
COALITION

Written Testimony of Ms. Faith Bautista

Members of the Committee, Good afternoon.

My name is Faith Bautista. I am the President and CEO of the National Diversity
Coalition.

The Community Reinvestment Act is critical to America’s future. We must make
sure it works for low-income and minority communities. Today’s CRA regulation
has failed our citizens who need CRA most. Minority communities remain
impoverished, community organizations remain underfunded, and over 25% of
Americans remain underbanked. Today’s situation is something no one should want
to defend.

We must do better.

NDC and the National Asian American Coalition, which I also lead, represent
millions of constituents across the country and help tens of thousands of underserved
and minority people left behind by our current systen. Recently, we were proud to
have won a legal fight to secure over $331 million on behalf of California’s victims
of mortgage foreclosure fraud. 1 work directly in our communities to provide
microlending, HUD-Approved counseling, CDFT lending, mortgage meodifications,
credit repair, small business training, and critical infrastructure and technology to our
most vulnerable. Each year, T am proud to help thousands achieve their American
dreams.

For NDC, reducing the number of underbanked is our North Star. We believe CRA
has failed for one primary reason: CRA~qualifying lending and investments are not
measured. Whether this is by design or by neglect, it is harmful to the communities
I have spent my life serving.

As the Federal Reserve regularly reminds the financial markets they seek to remain
“data-driven” in their regulatory policy and oversight. But, what does that data tell us
about CRA?

It is remarkable and offensive that the current CRA regulations do not track CRA
activity at all for any given quarter, year or decade — let alone on a mandatory
quarterly basis from all depositories as they do for all other aspects of bank activity.
Frankly, it may be the only data that regulators do not think worth collecting and
evaluating systematically.

Every three months, each bank, thrift and credit union in the country currently is
required to file a Call Report intended to measure banking activity and financial data
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across hundreds of data-points in 29 discrete categories. Banks also file Home
Mortgage Disclosure Act (“HMDA”) reports on several hundred additional loan
fields relating to every home mortgage they make. This data is aggregated and
analyzed by the FDIC, Consumer Financial Protection Bureau, FRB and others to
show trends in the banking system and to measure the soundness of our financial
system across literally hundreds of data-points.

1 have had the honor to meet with Federal Reserve Chairs and Governors over my
decades of advocacy. At each meeting, [ ask them the simple question of whether
CRA lending and investments have been increasing or decreasing over the prior five
years. The answer, each time, has been that they simply do not know. Conveniently,
the current approach to CRA provides no way of measuring the number of loans or
the volume of dollars being invested in underserved and minority neighborhoods.
That needs to change.

This information is necessary to any serious “data-driven” analysis seeking to
understand the real impact of bank CRA activity.

Federal Reserve Governor Lael Brainard recently made a speech were she the fact
that “consistent data on CRA-eligible activity [is] not readily available™ to the Federal
Reserve. Instead, of being able to rely on systematically collected, system-wide data
relating to bank CRA activity to evaluate CRA regulations, the Federal Reserve
recently required a substantial, one-off, one-time research project just to try to
understand how to reform might impact America. This project required the Federal
Reserve research staff to “set about creating a database based on over 6,000 written
public CRA evaluations from a sample of some 3,700 banks of varying asset sizes,
business models, geographic areas, and bank regulators.” Such a resource intensive
project is simply impossible for community advocates such as NDC thereby
removing transparency and accountability from the financial system.

It is notable that even the Federal Reserve with its unconstrained budget and access
to non-public data sources was only able to compile a sample dataset that remains
woefully incomplete -- neglecting to include more than half of the country’s banks
and other depositories and failing to capture the entire time period of CRA activity
for all banks sampled.

With no data, transparency and measurement, comes no accountability or
responsibility for the high number of underbanked and underserved. Clearly, CRA
and analyzing its impact has not been a high priority for the past several decades, and
only now are our bank regulators even seeking to collect basic data to understand the
plague that has been impacting communities of color and the issues of the
underbanked over the past several decades. As Peter Drucker famously observed,
“what gets measured, gets managed.” The current approach turns a blind eye to low-
income and minority communities.

For instance, instead of using metrics to evaluate the impact of merger approvals on
underbanked communities, banks simply make unregulated promises to increase
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CRA investments in a future that often never comes. For instance, City National Bank
was recently acquired by the Royal Bank of Canada. As part of its merger process it
made specific promises to the National Diversity Coalition and other community
groups. Following receipt of regulatory approval, the bank has violated its promises
to the community with little consequence. City National is not alone and without
timely reporting it is difficult to hold banks to account.

Today’s hearing is to determine who the winners and losers would be from CRA
reform, but the current regulations do not collect the data necessary to measure who
is currently winning or losing.

Working every day in communities of color, I can tell you, Today, the CRA losers
are America’s low-income communities and minorities. They are the people served
by NDC, NAAC and our members. The stories of abuse and neglect faced by
America’s immigrants, minorities, and others we serve would break your heart.  The
impact and abuse is everywhere, not just in far off parts of our country, and it
continues to have a disparate impact on minority communities. For instance, in
Compton, California there are only 5 bank branches available to serve the needs of a
population of 100,000 residents. Meanwhile, just a few miles away in Santa Monica,
CA there are 36 bank branches serving the city’s similar sized population. According
to the FDIC, one third of African Americans and Latinos do not have access to any
Mainstream Credit products including a credit card, a personal loan, an auto loan, a
student loan, or a home loan. This compares to only 14% of whites and 4% of those
making over $75,000.

It is no wonder the Wall Street Journal recently reported that African American home
ownership rates fell during this past decade while all other racial and ethnic groups
saw rising rates of homeowners. Virtually no one here today would be able to afford
a home without access to a bank or mainstream credit products.

While Federal Reserve Governor Brainard recently recommended a slower pace and
increased analysis prior to adopting any new CRA reform expressing concern about
unintended consequences.

If the past is any guide, major updates to the CRA regulations happen once every few
decades. So, it is much more important to get reform right than to do it quickly. If we
only have one opportunity for a few decades, I want to make sure CRA reform is
based on the best analysis and ideas and the broadest input available. It is critical to
analyze carefully the likely effects of any proposed changes on credit access and
community development in LMI communities, as well as any additional reporting
and procedural burdens for banks.

NDC believes reform is urgently needed, and that communities of color should not
be subjected to another day, let alone another decade of discriminatory practices,
resulting in lives without adequate access to banking products and services. The
failures of today’s CRA regulations are not something to protect, they are something
to remedy as quickly as possible. Unfortunately, the fact that data necessary to
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understand the pain afflicting America’s most vulnerable communities does not exist
is not a cause to slow reform, but a rationale to expedite systematic changes that
include timely, transparency data-collection and reporting.

The Federal Reserve has not joined the joint OCC, FDIC proposal stating that “We
are proud of our work in familiarizing banks with the CRA's provisions, introducing
banks to potential partners in their communities, and convening conferences to
disseminate research and best practices.” NDC believes that the purpose of CRA is
to reduce the number of unbanked and underbanked and expand access to capital for
credit worthy Americans. We need strong CRA enforcement and increased CRA
cligible loans and investments, not additional outreach events. 1t is far past time to
ensure banks cease discrimination, end red-lining, and reduce the number of
unbanked and underbanked. Respectfully, we cannot delay reform while over25% of
all our fellow American’s remain left behind by our banks.

NDC would welcome the Federal Reserve submitting their own CRA reform
proposal for public comment or finding a path to join a combined proposal with the
OCC and FDIC. As our states can be laboratories for testing democratic ideas, so to
can our regulatory mosaic. If the Federal Reserve elects to propose its own
rulemaking based on its own best ideas for how to implement the CRA based on the
unique needs of the banks it regulates, we would welcome their thoughtful proposal
- we might even support it with equal passion as we do the current proposal. NDC
does not believe there to be a single “correct” solution to the problems afflicting the
underbanked. However, to sit on the sidelines and criticize progress in favor of a
failed regime may be politically savvy but is not good for America’s underbanked.

Underserved communities will win only when there is real transparency brought to
bank CRA activities that measure each bank’s CRA activity objectively, discloses
CRA activity timely and publicly, and allows comparison against peers and
regulatory targets. Data and accountability must replace excuses and stories.

Today, the question should not be if the joint FDIC, OCC proposal is perfect. It is
not. Instead we must ask if it improves upon the current approach to CRA and
provides a new paradigm able to break the cycle of poverty and neglect faced
America’s minority and low-income communities.

The definitive answer is Yes.
The OCC and FDIC proposal would improve the current system in several ways.

First, it will clarify what qualifies for CRA credit. No more guessing. That helps
community planners and advocates like me focus our efforts and make the most of
available resources.

Second, it updates where a bank can receive credit for CRA work. It recognizes the
advent of the internet and enables banks to receive credit in the communities where
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the bank collects its deposits, not solely where it has physical branches. No more
loopholes for internet and wholesale banks.

Third, it will enable community groups, bankers, and politicians to measure CRA-
related activities using standard metrics that count the number, distribution, amount,
and size of loans made to low-income communities. Finally, we will be able to
measure the dollars actually flowing into our neighborhoods to our constituents.
Make no mistake, our communities need more capital and dollars.

Fourth, the proposal will make reporting more useful, timely, and transparent. This
allows all of us here today to hold banks and bankers accountable when they ignore
community needs or attempt to game the system.

Additionally, the new reform proposal recognizes that regulations should not be “one
size fits ali” for every bank. Minority Depository Institutions and community banks
should not be subject to the same requirements and reporting standards as the largest
national banks. The proposed reform provides a sensible approach by ensuring banks
engage with their specific local community and includes tailored performance
standards for each financial institution.

NDC believes the proposal set out by the OCC and FDIC will increase CRA activity
by over $100 billion. This is important as banks will inevitably test the limits to find
ways to opportunistically expand the CRA box, however a 20% increase in total CRA
activity will appropriate protect against such risks. Should that not occur in the first
three years, regulators should commit to raising the bar for obtaining Satisfactory and
Qutstanding CRA ratings to ensure that CRA investments increase as promised and
continue to grow over time.

Meanwhile, the proposal closes loopholes that currently allow bankers to trade oans
back and forth between banks to claim multiple CRA credits without adding one new
dollar of new lending to the community. It will also shut the door on CRA credit
currently awarded for loans that result in gentrification and displacement when banks
finance wealthy people who purchase homes in poor neighborhoods.

It is true that the joint OCC, FDIC proposal can benefit from thoughtful
recommendations during the comment period. For instance, loans guaranteed by the
Federal government should be exempt from CRA credit. Double dipping on federal
subsidies does not increase the amount of capital reaching underbanked communities.
Additionally, we believe that brokered CRA loans and investments acquired by a
bank instead of originated through a bank’s own connections with the community
should be subject to a 20% haircut in CRA credit to reflect the increased expense and
transaction costs of loan purchases and broker fees.

We are grateful that the OCC, FDIC proposal moves CRA forward in the right
direction and look forward to submitting our comments to make it even stronger.

At the same time, NDC wishes to alert this Committee that the FHFA is currently
engaged in regulatory rulemaking relating to CDFI membership and members in the
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FHLB system that is incredibly damaging to low income and minority communities.
Unfortunately, the FHFA is not complying with the Administrative Procedures Act
and is not engaging in a public rulemaking process to implement their material
changes to policies relating to CDFIs. This could set back progress in minority and
low-income mortgage lending in terms of both price and access. NDC calls on this
Committee to hold hearing related to the FHFA’s regressive, inappropriate actions —
the negatively impact of which could set back homeownership for communities of
color by a generation.

We pray that the Federal Reserve awakens to the urgent need for change to our current
CRA regulations — whether by joining the current proposal or making their own
proposal to reform CRA. Today's status quo continues to fail over 30 million
American households who are disproportionately minorities. Fear of unintended
consequences is not a good reason to stick with a failed system that for four decades
has resulted in generational poverty and disparate impact on our communities of
color.

We are confident that banks regulated under this new, more transparent system will
better address the needs of the underbanked and this proposal will, at long last, begin
the process of lowering the unacceptably high number of underbanked in America.

Thank you.
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Chairman Meeks, Ranking Member Luetkemeyer and Members of the Subcommittee, thank you
for holding this important hearing today and for inviting the California Reinvestment Coalition
(CRC) to testify.

Paulina Gonzalez-Brito and CRC

My name is Paulina Gonzalez-Brito. I am the Executive Director of the CRC. The California
Reinvestment Coalition builds an inclusive and fair economy that meets the needs of
communities of color and low-income communities by ensuring that banks and other
corporations invest and conduct business in our communities in a just and equitable manner.

We envision a future in which people of color and low-income people live and participate fully
and equally in financially healthy and stable communities without fear of displacement, and have
the tools necessary to build houschold and community wealth.

Over the last 30 years, CRC has grown into the largest statewide reinvestment coalition in the
country, with a membership of 300 organizations that serve low-income communities and
communities of color.

Introduction

The current proposal by the Office of the Comptroller of the Currency (OCC) and the Federal
Deposit Insurance Corporation (FDIC) to change Community Reinvestment Act (CRA) rules
threatens to substantially set back communities in our state and across the nation. If enacted as
proposed, the rule would do serious harm to our communities and the organizations - like CRC
and our members — who serve them. We will not sit back and allow this to happen without
calling it out for what is -- a deregulatory scheme designed to help the largest and most powerful
corporations at the expense of low-income families and families of color seeking to build wealth
and thrive.

3 Key Points
There are 3 main points [ would like to make to the Subcommittee:
. The CRA works and is critical to lifting working families out of poverty.
2. While the CRA can be improved to better target access to credit to low and moderate

income families and families of color that need it the most, the proposal by the OCC and
FDIC will do the opposite, weakening CRA rules, undermining the purpose of the statute,
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and harming low-income communities and communities of color in California and
throughout the nation.

3. Given our history with the OCC and the current Comptroller of the Currency, we are not
surprised that the agency has led this effort to case burdens on the largest financial
institutions while sacrificing low-income communities and communities of color and
undermining the public participation process that is the heart of the CRA.

The CRA is important and it works!

The Community Reinvestment Act (CRA) is a federal law that was passed in 1977 as a way to
address discrimination in lending based on race, known as redlining. The CRA ensures that
banks meet the credit needs of all communities where they take deposits, including low and
moderate-income (LMI) neighborhoods. As a result of the CRA, banks have increased their
lending to small businesses and made home ownership more accessible, regardless of race. It has
also resulted in banks providing financial services in more communities, such as opening
branches and offering affordable bank accounts without high fees that strip earning from low-
income households.

The CRA has resulted in the development of affordable housing, small business growth,
inclusive economic development, and neighborhood stabilization. Advocates throughout the
United States, including CRC, have negotiated CRA agreements with banks that have included
tritlions of doflars in reinvestment for LMI communities and communities of color.!

The CRA regulations encourage banks to make meaningful and much-needed investments and to
lend in LMI communities and communities of color, consistent with safe and sound operations.
The CRA ensures that banks reinvest in the communities they take deposits from, including
those that were historically excluded from these types of opportunities due to redlining. The
CRA is a crucial tool that encourages banks to participate in their communities in a more
responsible manner. A Federal Reserve study found CRA agreements increased bank lending to
LMI borrowers and borrowers of color by up to 20 percent.” CRA loans and investments are
profitable and consistent with safe and sound operations.

The CRA has also been one of the most effective federal efforts to bring investment to
communities without substantial taxpayer dollars or government resources. The design of the

! From California Reinvestment Coalition, “Hamessing the Power of Banks,” March 2018, available at:
http://calreinvest.org/wp-

coptent/uploads/2018/07/Hamessing20the 20Power200£20Banks 20report20FINAL20version pdf, citing: Conununity
Reinvestment Act (CRA). (2017, October 23). Retrieved from https://nere.org/communityreinvestment-act-cra-2/

2 Raphael Bostic and Breck Robinson, “Do CRA Agreements Influence Lending Patterns?” 2002, Retrieved from
https://lusk.usc.edwresearch/working-papers/do-cra-agreements-influence-lending-patterns
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CRA process encourages banks, regulators, and community leaders to have meaningful dialogue
about a community’s needs and banks’ roles in the communities they serve.

According to the National Community Reinvestment Coalition, more than $6 trillion worth of
CRA investments have been committed to LMI communities and communities of color
nationwide since the act was passed.® Our survey of banks throughout California shows that the
CRA is working in California as well; banks are investing in communities throughout the state in
a number of impactful ways. Banks that responded to our surveys had lent over $27 billion in
2016 in LMI communities and communities of color throughout California, and had over $31
billion in total CRA activity in 2016.*

CRC negotiates formal written CRA agreements with banks which benefits both communities
and financial institutions. Over the past three years, CRC has worked with communities and
financial institutions to secure more than $50 billion in new CRA commitments.’ These
commitments are addressing critical community needs that help to create a more just, equitable,
and robust economy, uplifting low-income people and people of color. In light of California’s
severe housing crisis, for example, CRA investments are helping to build and preserve thousands
of units of affordable housing. In population dense urban centers, these affordable homes and
apartments allow low-income residents to remain in communities where many of their families
have lived for generations. Similarly, affordable bank loans for small business owners provide
much-needed capital to main street businesses that are the lifeblood of local economic health.
These small business loans are often coupled with technical assistance that provides
entrepreneurs with the financial knowledge to grow their business and create local jobs.

The CRA encourages dialogue between banks, regulators, and community leaders. The CRA has
three regulatory points of engagement during which the public and regulators must assess the
performance of a bank in its deposit-taking areas: during a merger or consolidation process,
when a bank applies open a bank branch, and during regular CRA examinations which occur
every few years depending on the size and the past performance of the bank. The significance of
the public participation process in CRA implementation cannot be overstated — how can banks
meet community credit needs if the community does not help define those needs?

The current CRA proposal is deeply flawed

Although CRC and our members have long supported strengthening the CRA to better meet local

3 National Community Reinvestment Coalition, “CRA 101 Manual,” available at: hit) sii/nere.org/wp-

¥ CRC’s tecent community commitments with bauks can be found at http://www.calreinvest.org/publications/bank -
agreements.
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community credit needs, address racial wealth disparities, and increase oversight of financial
institutions, the proposal by the OCC and the FDIC does precisely the opposite. While CRC is
still reviewing the current proposal, we are greatly concerned that it weakens the CRA and
departs from its statutory mandate in the following respects, among others:

L

The regulatory agencies should act together. The federal banking regulators have
traditionally proceeded through joint rule makings, including for CRA regulations,
seeking consistency and uniformity across institutions. The OCC proposal has not
grappled with the important and difficult questions of how breaking from these
precedents is in the public interest in this case. A final rule from only the OCC and the
FDIC will need to contend with the fact that the Federal Reserve chose not to participate,
provide the basis for that decision, and explain how the proposal nevertheless makes
sense for regulated entities and affected communities. The current proposal makes no
attempt to do so.

Here, the OCC and the FDIC may be creating an opportunity for regulatory arbitrage by
going forward without the Federal Reserve. Banks may attempt to switch their regulator
in order to lessen their CRA obligations. Such perverse incentives helped fuel the
financial crisis, with the largest federally chartered thrifs failing, begetting the
foreclosure crisis and ultimately, the end of the Office of Thrift Supervision (OTS).
Before the crisis, the OTS sought to attract institutions to the OTS thrift charter by
touting the strong preemption protection and other benefits a thrift charter might provide.
The failure of OTS regulated institutions sach as Washington Mutual, Downey Savings
and Loan, World Savings, and, forebodingly, Indymac Bank, expedited the nation’s
financial crisis.

The CRA must retain its statutory focus on LMI and local needs, and not give banks
credit for almost anything almost anywhere. The proposal significantly expands the bank
activities that count for CRA credit. Disturbingly, the proposal moves away from the
CRA’s statutory and historic focus on low and moderate income communities and the
obligation to meet local credit needs in a number of ways. It provides CRA credit for
loans for “affordable housing™ that may actually be rented by middle or upper income
tenants benefitting from low rents, loans for housing to tenants earning up to 120% of
area median income in high cost areas, financial literacy classes even for upper income
consumers, “small business” lending to businesses with up to $2 mitlion in revenue and
in loan amounts of up to $2 million (even though the vast majority of businesses have
significantly less revenue, and most small businesses seek loans below $100,000%),

¢ Federal Reserve Banks of Atlanta, Boston, Chicago, Cleveland, Dallas, Kansas City, Minaeapolis, New York,
Philadelphia, Richmond, St. Louis, and San Francisco, “Small Business Credit Survey: 2019 Report on BEmployer
Firms,” which found that 57% of the 6,614 employer firm small business respondents to the survey sought financing
of $100,000 or less. Presumably, small business owners with no employees, who were not surveyed for this report,
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investments in Community Development Financial Institutions (CDFIs) and on so-called
“Indian Country” even if not for the benefit of low-income people, and even for large
scale infrastructure projects that will primarily benefit the broader, non LMI public.

o What happened to branches in LMI communities and access to bank accounts for LMI
consumers? Branches in LMI communities have been a key feature of the CRA, and bank
presence in LMI neighborhoods has been shown to make a huge difference for local
small businesses. According to one Federal Reserve study which analyzed small business
lending using Community Reinvestment Act (CRA) disclosures, “among banks that are
CRA reporters the share of loans made by lenders without a local branch presence
remains quite low. This finding suggests that local branch presence is still important for
small business lending.”” Another recent study found that branch closings “led to a sharp
and persistent decline in credit supply to local small businesses. Indeed, after a branch
closing, annual tract-level small business loan originations fell by an average of
$453,000, from $4.7 million. Loan originations remained depressed for up to six years,
leading to a cumulative loss of $2.7 million in loans that those branches might have made
if not for their closings.™®

The importance of bank branches to a community extends beyond important small
business lending. A December 2019 paper by the Federal Reserve found that “banking
clients in communities subject to branch closures generally report increased costs and
reduced convenience in accessing financial services, and that these challenges appear to
be exacerbated for certain groups, such as those with lower incomes or less reliable
transportation, older individuals, and small business owners.” Another paper examined
CRA’s impact on branching. Overall, the number of branches has declined significantly
from 88,022 in 2009 to 79,872 in 2018. The decline has been steeper in LMI tracts at
11% than non-LMI tracts at 9% during this time period. Importantly, the authors found
that CRA has reduced the number of branch closures by 11% in LMI tracts. Importantly,
CRA’s impact is the strongest preventing closure in LMI tracts with just one branch,
preventing banking deserts.!®

might need small dollar small business loans to a greater extent, and they would be even more poorly served by a
proposal that incentivizes banks to originate larger loans to larger businesses.

7 Anenberg, Elliot, Andrew C. Chang, Serafin Grundl, Kevin B. Moore, and Richard Windle (2018). "The Branch
Puzzle: Why Are there Still Bank Branches?® FEDS Notes. Washington: Board of Governors of the Federal Reserve
System, August 20, 2018, https://doi.org/10.17016/2380-7172.2206.

8 Jacob Idlas, “In Small Business Lending, Technology Hasn’t Replaced Face-to-Face Contact,” Chicago Policy
Review, March 2, 2019, citing Nguyen, Hola-Luy, “Are Credit Markets Still Local? Evidence from Bank Branch
Closings,” American Economic Journal: Applied Economics 11(1), (2019): 1-32.

9 Federal Reserve, “Perspectives from Main Street: Bank Branch Access in Rural Communities,” December 3, 2019,

communities.htm

¥ Josh Rilver, *New Penn Institute CRA Research Compendium Suggests Incremental Change Is Best Path For
CRA Reform,” National Community Reinvestment Coalition blog, November 19, 2019, available at:
hitps:/nere.org/new-penn-institute-cra-research-compendium-sugreste-incremental-change-is-hest-path-for-cra-
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So, too, affordable and accessible bank account products (similar to CRC’s Smart Money
model account) can help low-income consumers remain in the financial mainstream and
build assets by keeping them away from predatory check cashers and payday lenders. But
in the current proposal, very little CRA credit is given to banks for siting branches in
LMI neighborhoods, and there is apparently no consideration for whether banks are
meeting the bank account needs of LMI residents such as through low or no fee accounts,
acceptance of alternative forms of identification, or provision of langnage access services
for Limited English Proficient consumers. The CRA requires banks to serve the
convenience and needs of the communities where they are chartered to do business,
including both the need for credit and deposit services.” By drastically reducing or
eliminating CRA credit for branches and account services, the proposal substantially
departs from this core CRA requirement.!!

o The complex evaluation methods proposed by the OCC and the FDIC will lead to less
overall investment. Additionally, this proposal will create incentives for banks to favor
big deals over small, simple deals over complex, cookie cutter approaches over
innovative and impactful initiatives, and importantly, it will hurt rural communities. The
new one ratio metric will have banks chasing the largest deals since that will count for
more credit towards their target goals. Further, it will allow banks to fail in their
obligations to serve up to half of their assessment areas and yet still receive an overall
Satisfactory or Outstanding rating. So, under the new proposal, banks can “pass” by
fatling.

Additionally, the various thresholds in the proposal appear arbitrary and not based on
data made available to the public. If the OCC was relying on certain data, it should have
made that data and methodology available in the proposal. If there in fact are no such
supporting data, then that raises perhaps an even more troubling question: what is the
foundation upon which the OCC proposes to make such sweeping and damaging changes
to the CRA? Federal Reserve Board Governor Lael Brainard, in her recent remarks
before the Urban Institute, noted that it was more important to get CRA rule changes
done right than done quickly, that any rule should be based on rigorous data analysis that
is made available to the public, and that the rule adhere to CRA’s core principles.'?

The point about the OCC not having or sharing the data that provide the foundational
support for the proposal is further highlighted by the OCC itself, which just recently

(reviewing, Lei Ding and Carolina K. Reid, “The Community Reinvestment Act (CRA) and Bank

ing Patterns,” Federal Reserve Bank of Philadelphia, Working Papers Research Department, WP 19-36,
September 2019).

1 Community Reinvestment Act, 12 U.S.C. §2901(a).

2 Governor Lael Brainard, “Strengthening the Community Reinvestment Act by Staying True to Its Core Purposes,”
speech delivered at the Urban Institute, January 8, 2020, available at:

bups:/www federalreserve. govinewsevents/speech/brainard202001 08a iy
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issued a Request for Information of financial institutions. The OCC seeks public input
from banks with this request for information to assist in determining how the proposed
rule might be revised to ensure that the final rule better achieves the statute’s purpose of
encouraging banks to help serve their communities by making the framework more
objective, transparent, consistent, and easy to understand. Banks are asked by the OCC to
respond to the RFI by March 10, 2020, the same time frame for the NPR comment
period. The information gleaned from the RFI, which the OCC intends to use to
potentially refine the propose rule,'? will not be made available to the public for review
and analysis before public comments are due under the NPR. This is not a fair,
transparent and thoughtful process.

o (CRA) Credit on top of (tax) credit for stadiums and displacement over affordable
housing? As just one example of how the proposal prioritizes displacement over
meaningful community development, nonprofit affordable housing developers may see a
DECREASE in much needed Low Income Housing Tax Credit (LIHTC) tax credit
investment,' while the regulators will give banks CRA credit for investing in qualified
Opportunity Zone funds in low income areas, including investments in athletic stadiums,
self-storage facilities, and luxury housing that will likely result in displacement of the
very low-income residents and small businesses meant to benefit from the CRA.

e There should be greater scrutiny of bad bank practices, not less. The proposal does
nothing to address banks’ displacement mortgages which finance rental housing that will
foreseeably lead to displacement and eviction of low and moderate income people and
people of color by, for example, underwriting loans to higher rents than what tenants are
currently paying, or financing problematic landlords that displace or harass their tenants.

The proposal, as it must, allows for a possible downgrade of a CRA rating if there is
evidence of discrimination or illegal credit practices. But the OCC has previously taken
two harmful stances that have given banks greater latitude to engage in wrongdoing: 1)
the OCC has suggested that generally, double downgrades in CRA ratings for
discriminatory or illegal credit practices will not be delivered'®; and 2) the OCC bas
narrowed the circumstances under which evidence of discrimination will result in

downgrades.'® These policies combined suggest that actual and accepted evidence of

Y See OCC Bulletin 2020-4, “Community Reinvestment Act: Request for Public Input,” January 9, 2020, available
er.pdf.
4 Donna Kimura, “CRA Proposal Draws Concerns from Affordable Housing Leaders,” Affordable Housing
Finance, December 13, 2019.

5 OCC Bulletin 2018-23, August 15, 2018 and Policies and Procedures Manual, PPM 5000-43, “Impact of
Evidence of Discriminatory or Other Illegal Credit Practices on Community Reinvestment Act Ratings,” August 15,
2018, wherein the OCC clarifies that the general policy of the OCC is to downgrade a rating by only one rating level
unless such illegal practices are found to be “particularly egregious.”

16 OCC Bulletin 2018-23, August 15, 2018, and Policies and Procedures Manual, PPM 5000-43, “Impact of
Evidence of Discriminatory or Other Illegal Credit Practices on Community Reinvestment Act Ratings,” August 15,
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discrimination can still result in a Satisfactory or Outstanding rating, and that under one
reading of the OCC’s deeply flawed policies, even potentially criminal conduct such as
the Wells Fargo Bank account opening scandal may not necessarily result in a “failing”
CRA rating if the Bank otherwise is an Outstanding CRA performer.

Further, the proposal seeks to give credit for lending and investing activities of bank
affiliates, but it is not clear that potential wrongdoing by such affiliates will be
scrutinized or result in CRA downgrades. The financial crisis was a result, in part, of
bank affiliates making subprime and nontraditional loans that were not sufficiently
regulated by the banking agencies, much to our collective detriment. The proposal could
well incentivize banks to engage in such reckless and barmful activities in the future.

s The proposal reduces, and potentially eliminates, avenues for community input.
Importantly, the proposal would likely lead to far less meaningful community input as
CRA implementation would move to formula-based approaches and rely on bank
performance data that is less transparent and available to the public than is the case today.
All of this comes at the expense of community input, community partnerships, and any
activity that cannot be quantified. There is no apparent and meaningful way to
incorporate community comments on local credit needs or on bank performance;
community input comes second to target dollar goals.

We are not surprised by this propoesal, given OCC leadership’s hostility to the CRA

CRC and our members know firsthand how the Comptroller treats low income communities and
communities of color from his tenure as CEO of OneWest Bank, one of the most problematic
financial institutions CRC has encountered.

A problematic merger: In the 2014/2015 merger of CIT and OneWest Bank, we found much
private gain for bank officers, much public subsidy in the form of lucrative foreclosure loss share
agreements and forgiven TARP payments, but no public benefit.

A4 problematic CRA bank: While Comptroller Otting was CEO of OneWest Bank, OneWest was
among the worst banks at reinvesting in LMI communities. CRC analysis of OneWest Bank
reinvestment activities placed the Bank towards the bottom of all California banks analyzed,
below their peers in meeting community credit needs and reinvesting in neighborhoods. As one
example, according to the Bank’s own CRA strategic plan, which the bank sought to keep

2018, wherein the OCC clarifies that it will consider lowering & CRA rating only if the evidence of discriminatory or
illegal credit practices directly relates to the institution’s CRA lending activities, and that full consideration is given
to remedial measures taken by the bank. So, CRA ratings may not be lowered if discrimination occurs outside of the
lending context, or even if there is evidence of discriminatory lending but the institution has taken what are deemed
to be sufficient remedial measures.

9
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confidential, affordable housing is identified as a critical need. But the Bank did seemingly very
little to address this need. It devoted little of its already small pool of contributions for affordable
housing, its home mortgage lending record was very weak and, we believe, discriminatory, it did
not then offer a multi-family loan product, and it may have only participated in a limited way in
the LIHTC program to support affordable rental housing development. With such strong
nonprofit capacity in its assessment area, the bank’s performance was shameful, and represented
a wasted opportunity to address critical housing needs in the arca. OneWest’s poor CRA
performance was not confined to mortgage lending as it made very few small business loans to
small businesses,!” had roughly half the branch presence in LMT communities as it peers,™ and
saw over 1,300 complaints filed against it with the Consumer Financial Protection Bureau.'?

A redlining bank. Under Comptroller Otting’s leadership, the bank’s mortgage lending was not
only weak, we believed it was discriminatory and illegal. As such, CRC filed its first HUD
redlining complaint against OneWest Bank in November 2016. The complaint alleged that
OneWest Bank’s lending to borrowers in communities of color was low in absolute terms, low
compared to its peer banks, and lower than one would expect, given the size of the Asian,
African American and Latino populations in Southern California. As part of the complaint, an
analysis of the bank’s assessment areas found that OneWest had only 1 branch in an Asian-
American majority census tract, and no branches in African American majority census tracts.
Over a 2 year period, the bank only originated 2 mortgage loans to African Americans in the
greater Los Angeles area, CRC was pleased to recently settle this complaint with CIT, the
successor Bank to OneWest.?

A Foreclosure Machine. Tt would be bad enough if OneWest merely did a poor job meeting
community credit needs. But in fact, the Bank that Comptroller Otting ran inflicted substantial
harm on communities and families through its mass foreclosures that inflicted great harm on
families and communities. We estimate that OneWest foreclosed on over 35,000 foreclosures in
California alone since February 2009, about a third of which occurred under Comptroller
Otting’s management at OneWest. The Bank foreclosed on 2,000 reverse mortgage borrowing

17 James Rufus Koren, “Steve Mnuchin's OneWest favored private equity firms, did little for small businesses
lending,” LA Times, January 19,2017,

¥ CRC 2015 analysis of bank branch data found 15% of OneWest branches were in LMI communitics, compared to
30% for the rest of the industry.

¥ For information on CFPB complaints filed against OneWest Bank during Joseph Otting’s tenure as CEO, see
CRC Fact Shect available here: ht alreinvestorg/wp-

Consumer Complaint Database was being introduced to the public in phases and may not have been live from the
beginning of Mr. Otting’s tenure at OneWest Bank, meaning that complaints would likely have been greater if the
database was live and known to consumers earlier,

2 Conciliation Agreement between California Reinvestment Coalition, and CIT Group, Inc., and CIT Bank, N.A.,
dba OneWest Bank, FHEO CASE NUMBER: 09-17-7199-8, available at: http:/calreinvest.org/wp-
contentiuploads/201 90 7/CRCv-CIT-CONCILIATION-AGREEMENT-07.26 19 pdf
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seniors, their widows and heirs in our state. Shockingly, CRC and Urban Strategies Council
analysis found that fully 68% of OneWest foreclosures in California were in neighborhoods of
color.?’ A CRC FOIA request to the Department of Housing and Urban Development revealed
that OneWest’s reverse mortgage company was responsible for nearly 40% of all foreclosures
nationwide as part of the federal Home Equity Conversion Mortgage Program.™ A
whistleblower lawsuit later required the Bank to pay $89 million to settle charges of violations of
the federal reverse mortgage program.” During Comptroller Otting’s tenure as CEO, the main

way in which OneWest engaged with LMI communities was through foreclosure.

A “terrible” morigage servicer. OWB was a “terrible” mortgage servicer. In our surveys of
housing counselors over the years, OWB was frequently cited as among the worst. In 2010,
OWB was the deemed the worst at offering loan modifications. In 2011, OWB got the most
votes for being a “terrible” servicer. In 2012, OWB got the 2™ most votes for worst servicer. In
addition, there were over 1,000 CFPB consumer complaints against OWB during this time,
including 150 complaints about its reverse mortgage servicing, about 12% of all reverse
mortgage complaints filed at that time. At OneWest Bank, Comptroller Otting ran a foreclosure
machine, and made millions doing so.

“Widespread misconduct.” Not only did nonprofit housing counselors in California find
OneWest foreclosure practices highly problematic, but the California Attorney General’s office
found that the bank’s foreclosure practices during Comptroller Otting’s tenure showed evidence
of “widespread misconduct.” Deputy Attorneys General in the Consumer Law Unit determined
that OneWest rushed delinquent homeowners out of their homes by violating notice and waiting
period statutes, illegally backdated key documents, and engaged in unlawful foreclosure auction
activity, according to a leaked 2013 memo from the AG’s office that was published in January of
20174

> Based on CRC and Urban Strategies Council analysis of purchased foreciosure data, analyzing zip codes in which
foreclosures were reported, and overlaying that data with demographic data for the zip codes. CRC statement on this

21 A fact sheet on this FOIA request, with links to the FOTA request itself, and the response from HUD, can be found
here: hitp://calreinvest.org/wp-
o .

B CRC statement on $89 million whistleblower settlement, along with a link to the release from whistleblower
: einvest.org/press-rele Jhistleblower-settlement-at-
commpany-formerly-fed-by-steve-mmnuchin-and-joseph-otting/
* David Dayen, “TREASURY NOMINEE STEVE MNUCHIN'S BANK ACCUSED OF “WIDESPREAD
MISCONDUCT” IN LEAKED MEMO,” The Intercept, January 3, 2017, CRC statements and analysis on the
rg/press-release/mema-shows-evidence-of-illegal-foreclosure-
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OCC Requires a Weak CRA Plan. Ultimately, the CIT/OneWest merger was approved in 2015,
with the OCC negotiating a weak CRA Plan with OneWest Bank and Comptroller Otting. The
Plan foreshadowed the OCC’s current efforts, as it appeared to allow the bank to claim credit for
activities that benefited upper income borrowers such as through mortgage loans or luxury
condominiums.”® CRC was one of 90 organizations that opposed the OneWest CRA Plan
submitted to, and eventually approved by, the OCC.*

We are not surprised by this preposal given OCC leadership’s hostility to community
groups and the public input process

Very little about the merger between Comptroller Otting’s OneWest Bank and CIT was normal.
CRC extensively documented our numerous concerns about the merger in a series of comment
letters to banking regulators, Freedom of Information Act (FOIA) requests, research and data
analysis and testimonials. The tactics OneWest Bank and Comptroller Otting utilized call into
question whether the Comptroller has appropriate respect for the public input process.

Seeking Wall Street’s Help to Lobby the Fed. One of the more bizarre aspects of the merger was
Comptroller Otting’s solicitation of support for the merger from his Wall Street contacts,
contractors, and employees.”” CRC obtained one of these solicitations, which asked recipients to
go to OneWest Bank’s website to submit a form letter to bank regulators. The form letter on the
bank’s website attested to the fact that the bank was being well managed (presumably by
Comptroller Otting) and that OneWest Bank was doing a good job serving southern California
communities (it wasn’t), and that regulators did not need to hold public hearings on the merger.
The letter provided no supporting data to justify or even explain the claims and conclusions
made. How much weight should regulators give to a bank support letter submitted by a
contractor who relies on business from the Bank CEO who requested the letter, or a letter from
the CEQ’s Wall Street acquaintance who asserts, presumably based upon nothing but the request
of the CEOQ, that the bank is doing a good job serving the community in Los Angeles, and there
is no need for a public hearing on the merger? According to a report by the US Treasury
Department, run by Steve Mnuchin, Comptroller Otting’s former boss at OneWest Bank, equal

% See Paulina Gonzalez and John Taylor, “CRA Goals are the Casualty of CIT-OneWest Merger” American
Bankcr Bdnk"l hink, June 21 2()16 avmlable at: htms Ihwww, mmucanbankcr comrammon/cramoala -are-the-
f- ~release/california-

27 Matthew Monk@ and Elizabeth Drexheimer, “OneWest Secks Wall Street’s Help Lobbying Yellen on CIT,”
Bloomberg, January 8, 2015,
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weight should be given to supporters and opponents of mergers.”® We are concerned that such
recommendations only encourage astroturfing by corporations which dilutes and distorts the
public input process, by adding voices that are not necessarily interested or knowledgeable about
the issues at hand, but are being employed primarily in the service of well-resourced and self-
interested stakeholders.

Corrupting the public comment process via “fabricated comment letters.” CRC soon become
concerned that what at first seemed to be a harmless PR miscue by the bank’s CEO in soliciting
help from Wall Street cronies was actually something much more serious. CRC, genuinely
surprised that people would actually be in support of this problematic merger, began to look at
the letters of support submitted in favor of the Bank, at the Bank’s direction, and often via the
Bank’s website. We observed a number of anomalies, including several emails with similar
address formatting, an unusually large number of yahoo.com addresses given Yahoo’s smaller
market share, and a few hundred emails that appeared to have been submitted at the same time
early in the morning on Valentine’s Day. Subsequent investigation found approximately one-
third of emails sent to addresses of “supporters” of the merger bounced back, including from
some with questionable addresses such as gooeypooey69(@yahoo.com.?® Our fears were
confirmed when CRC received a call from one such “supporter” of the merger who was upset
that his identify had been stolen and that his email address had been used to support a bank
merger he had never heard about before. CRC, along with Inner City Press/Fair Finance Watch,
then submitted a detailed FOIA request to the OCC seeking documentation relating to potentially
false letters of support being filed as part of the merger process. The OCC produced in response,
amongst other things, a file labelled by the OCC “OneWest CIT Bank Merger Fabricated
Comment Letters,” that includes documents reflecting four email exchanges with the OCC from
“supporters” of the merger who did not affirmatively support or even know about the merger.
How many “supporters” of the merger were not supporters of the merger, or where not even
actual human beings for that matter? We don’t know. But that didn’t stop the Federal Reserve
and the OCC from citing the “support” letters in the orders approving the merger of CIT and
OneWest. CRC has called for an investigation into who was responsible for the fabricated
emails, for changes to ensure that false bank support for a merger cannot again be allowed to
corrupt the public comment process, and for the regulators to revise their orders to reflect that the
support for the OneWest merger was suspicious at best.*® Under Comptroller Otting, we are not
aware that any of these remedies have been pursued or even considered.

Having a Hard Time ~ Hostility to the CRA and community groups. The Comptroller’s motive in
pushing ahead to reform CRA rules, despite overwhelming opposition from community groups

% In a report issued under Secretary of the Treasury Muuchin, Treasury notes that “regulators should give careful
and equal weight to the views of individuals who support and oppose the activity,” from, “A Financial System That
Creates Economic Opportunities: Banks and Credit Unions,” U.S. Department of the Treasury, June 2017,

# See David Dayen, “The Fake Public Comments Supporting a Bank Merger Are Coming from Inside The House,”
The Intercept, September 29, 2018.

¥ FOIA request submitted by CRC and ICP, as well as OCC responses, are available at: http:/calreinvest.org/wp-
comtent/uploads/2018/10/CRC-FOLA-Request pdf
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and some concern from industry, appears clear to us. We have seen how, in our view, his bank
failed to comply with the CRA and Fair Housing Act requirements. We also have his comments
on the subject. According to the Wall Street Journal, Comptroller Otting explained at a 2018
banking conference, describing his experience with community groups holding OneWest
accountable during the merger with CIT, “I went through a very difficult period with some
community groups that...tried to change the direction of our merger. And so I have very strong
viewpoints. He has said that community groups should not be able to use the public comment
process to “pole vault in and hold [bankers] hostage™ during mergers.’! Later, he was quoted in
the American Banker as saying, “During an exam cycle, if a bank wants “to open a branch, close
a branch or make an acquisition, certain community groups know how to . . . hold you hostage
during that process and they use your lack of compliance in between the reviews in order to be
able to do that > Perhaps most alarmingly, Comptroller Otting was quoted as saying *...We
won’t tolerate groups that do not provide services to these communities to disrupt the process
and affect our decisions,” This last comment is astonishing and suggests that this Comptroller
cannot be trusted to impartially consider public comments from community groups, just as he is
soliciting public comment on plans to weaken the nation’s primary anti-redlining law.

Chilling speech. The OCC later took the unusual step of sending us two separate letters
admonishing CRC for comments relating to the OCC’s efforts to weaken the CRA. Both letters
were sent by Deputy Comptroller Wides on OCC letterhead. CRC and Democracy Forward have
submitted a FOIA request to the OCC to determine if other groups received such letters, the
nature of any internal OCC communication about CRC, and whether there are any indicia of
fabricated emails corrupting the current CRA reform process.** Not content to issue the two
letters, Deputy Comptroller Wides and the OCC also submitted an op-ed to the American Banker
chastising community groups for not contributing positively to the discussion about CRA
reform.”® Apparently, all comments and speech are welcome by the OCC, unless it is critical of
the OCC actions and intentions. I felt compelled to respond to this op-ed with one of my own,
asking what the OCC is afraid of.3¢

Using his bully pulpit to attack us. At a hearing of the Senate Banking Committee, U.S. Senator
Catherine Cortez Masto {D-Nev.) questioned Comptroller of the Currency Comptroller Otting

3 See David Dayen, “The Fake Public Conments Supporting a Bank Merger Are Coming from Inside The House,”
The Intercept, September 29, 2018.
32 Rachel Witkowski, *5 items on the OCC chief’s reg relief to-do list,” American Banker, April 9, 2019,
B Q& A with Comptroller Joseph Otting,” available at:
www.cbaofgg,cem/’uploads /2/3/8/123887871 /c,_'ngmmmtIer <>tting¢p_§£

hﬂ;_u/c
smul) g)siggg;to—ﬂuttmg»autmedlmmn—x u}cs/

5 Bay arry Wides, BankThmk Settmﬁ the Rccord Strdlg,ht on CRA R{.tonm > Amerxcan Banl«:r. March 25, 2019,
available at: ht
3 Paulina Uon/dlez—Bnto, (Banix [ hink: ¢ Why is OCC Scarcd of E’ublu, !nput Amem«m Banka Aprit 8, 2019,
available at: https://www.americanbanker,com/opinion/why-is-oce-scared-of-public-input
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about his office’s unprecedented decision to publicly chastise critics of its proposed changes to
the Community Reinvestment Act (CRA). When asked about efforts to “silence” and “scold”
CRC, Comptroller Otting said that “that particular organization was dispelling false information™
and that groups “can’t go out and say false things.” When asked about his comments that
community groups came in at the bottom of the ninth inning to hold banks hostage, Comptroller
Otting indicated that those comments were accurate, and that there was “overwhehning support
in our community for the merger and groups came from outside the community that had no
input, no data, were not familiar with our organization and tried to stop the merger.”

In fact, the OneWest/CIT merger was perhaps the most protested merger in U.S. history to that
point, with over 100 groups and 21,000 individuals opposing the merger. We believe a clear
majority of groups commenting on the merger from Southern California opposed the merger.
Further, CRC takes issue with Comptroller Otting’s assertion that no data or input was presented,
as CRC and allies submitted numerous comment letters; conducted analysis of publicly available
Home Mortgage Disclosure Act (HMDA) mortgage, CRA small business, and branch and
deposit data; issued at least three FOIA requests to three federal agencies for relevant data;
conducted and analyzed several nonprofit housing counseling surveys; purchased, analyzed and
mapped foreclosure data after the Bank refused to disclose any such data to the public; and
provided numerous testimonials of nonprofit organizations and consumers with direct experience
with the bank. It is quite possible that there has never been a merger where more data,
information and testimony relating to community and consumer impact was presented than
regarding his bank. If the Comptroller finds that the record of that merger reflected no data
worthy of consideration, how can he be viewed as a fair and unbiased deliberator when it comes
to community input in the merger or rule-making process?

Lastly, in the exchange with Senator Cortez Masto, Mr. Otting dismisses CRC, a statewide
organization with a plurality of organizational members in Southern California, as a “northern
CA based organization,” because his bank was a southern California based institution.”’ By
contrast, the one group that organized support for the bank appears to be based in Daly City,
about 10 minutes south of CRC’s main office in San Francisco. Comptroller Otting also did not
appear to be dismissive of comments in support of the merger that he solicited from his Wall
Street contacts located outside of the state. It is also unclear what he thinks about letters of
support for the bank that were fraudulently submitted. What is the OCC’s position on which
comments will be read and considered, and from whom?

Any role for the community? Taken as a whole, the Comptroller’s words and deeds suggest that
community groups and members of the public with a differing viewpoint from the Comptroller
will not be given fair consideration by this OCC. We see this in the Comptroller continually

37 All references to the exchange between Comptroller Otting and Senator Cortez Masto reflect good faith efforts,
the absence of a transeript, to capture the conversation as observed in the video posted on Senator Cortez Masto™s
webgite, available at: https/fwww. cortezmasto.senate gov/news/videos/watch/cortez-masto-grills-otting-about-
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touting how many groups he has met with and how many comments received in response to the
Advanced Notice of Proposed Rulemaking, vet issuing a Proposed Rule that does not reflect
those comments. As for the proposed changes to the CRA, the OCC apparently is very interested
in hearing from the public, but insists on an unreasonably short 60-day public comment period
during which community groups and other stakeholders are expected to analyze and comment on
this long, complex proposal which would have huge impacts on communities, and despite a
request from several members of Congress to extend the comment period to 120 days.*
Community input and public participation are at the heart of the CRA. We fear these core
principles of the CRA are in jeopardy under this OCC which seeks to stifle dissent and minimize
involvement by community groups in the very reinvestment assessments and decisions that
impact them greatly.

Conclusion

Mr. Chairman and members of the Subcommittee, thank you again for the opportunity to testify
today. The California Reinvestment Coalition looks forward to working with you to ensure that
communities do not lose out while important protections, like the Community Reinvestment Act
regulations, are weakened as part of a deregulatory scheme designed to benefit the largest and
most powerful conversations.

* Neil Haggerty, “Maxine Waters to crash FDIC meeting on CRA revamp,” American Banker, December 12, 2019
(referencing a letter from Chair Waters and all of the Democrats on the Housing Financial Services and Senate
Ranking Committees to the FDIC and the OCC, asking them to allow for a 120-day comment period on the CRA
proposal).

16
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June 16, 2015

lanet Yellen
Chair
Federal Reserve Board of Governors

Martin Gruenberg
Chair
Federal Deposit insurance Corporation

Richard Cordray
Director
Consumer Financial Protection Bureau

Loretta Lynch
Attorney General
United States Department of Justice

Thomas Curry
Comptroller
Office of the Comptroller of the Currency

Mel Watt
Director
Federal Housing Finance Agency

Julian Castro
Secretary ‘
Dept. of Housing and Urban Development

Re: CRC calls for fair lending/fair housing investigation of OneWest Bank: 8 Comment
Letter opposing proposed merger of OneWest and CIT Group

Dear Chairs Yellen and Gruenberg, Directors Watt and Cordray, Comptroller Curry, Secretary

Castro, and Attorney General Lynch,

The California Reinvestment Coalition writes this eighth comment letter in opposition to the
proposed merger of the holding companies and banks represented by OneWest (OWB) and CIT

Group.
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CRC is specifically calling on federal reguiators to conduct a fair housing and fair lending
investigation of OneWest bank and its activities relating to:

1} Foreclosures that are located disproportionately in neighborhoods of color;

2} Weak home lending to Asian American and Pacific Islander (AAP1} and African American
borrowers;

3} Low branch presence in Low and Moderate-Income {LMl} neighborhoods and
neighborhoods of color;

4} Allegations of disparate REO property maintenance and marketing in neighborhoods of
color, as compared to white neighborhoods;

5) Servicing and foreclosure practices impacting seniors and women, in particular, Non
Borrower Spouses of deceased reverse mortgage borrowers; and

6) Arbitrary use of discretion in servicing reverse mortgages.

The California Reinvestment Coalition (CRC), based in San Francisco, is a non-profit membership
organization of community based non-profit organizations and public agencies across the state
of California. We work with community-based organizations to promote the economic
revitalization of California’s low-income communities and communities of color through access
to equitable and low cost financial services. CRC promotes increased access to credit for
affordable housing and community economic development, and to financial services for these
communities.

in this letter, we present new foreclosure data, mapping and analysis that suggests that
OneWest's 36,382 foreclosures are disproportionately located in neighborhoods of color. We
combine this new foreclosure data and analysis with prior comments and analysis showing
additional disparities in OneWest’s home lending, branch presence, REQ property marketing and
maintenance, and reverse mortgage servicing and foreclosures on seniors and widows. All of
these facts, when combined, paint a disturbing picture of how OneWest is impacting low and
moderate income communities and communities of color, and warrants further fair lending and
fair housing investigation and potentially, enforcement.

1) Foreclosure are located disproportionately in neighborhoods of color

For months, CRC has sought information about OneWest’s foreclosure practices in California.
Despite collecting over a billion dollars from the FDIC for costs related to foreclosures, the bank
refused to publicly share this information, so CRC worked with Urban Strategies Council to
purchase and analyze California foreclosure data for OneWest, Indymac and Financial Freedom
from April 2008, when OneWest investors took over Indymac, untit April 2015.
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Please note that CRC still seeks data regarding the total number of foreclosures OneWest has
processed across the country, as well as the number of pending foreclosures in OneWest's and
Financial Freedom’s foreclosure pipelines. The data presented here are limited further in that
they do not account for short sales, deeds in lieu, and other foreclosure alternatives that result
in homeowners losing their homes against their wishes, but which are not tracked as a
“completed foreclosure” in the data.

1a. OneWest has foreclosed on a large number of households in California.

Since Aprif 2009 through April 2015, OneWest has foreclosed on 36,382 California households.
This calls into question how OneWaest Bank is meeting its obligation to meet the community’s
credit needs under the Community Reinvestment Act.

Figure 1: OneWest, indyMac, Financial Freedom foreclosures in California from April 2009 to
April 2015

OneWest | IndyMac | OneWest and IndyMac | Financial Freedom Total
16,113 17,810 33,923 2,459 36,382

Figure 2: Top 10 counties for IndyMac and OneWest foreclosures {excluding Financial
Freedom) from April 2009 to April 2015

County indymac OneWest Total Percent
LOS ANGELES 4,216 3,703 7,919 23%
RIVERSIDE 2,191 2,106 4,297 13%
SAN BERNARDINO 1,795 1,890 3,685 11%
SAN DIEGO 1,185 1,138 2,323 7%
ORANGE 1,004 843 1,847 5%
SACRAMENTO 1,138 436 1,574 5%
KERN 475 572 1,047 3%
ALAMEDA 437 504 941 3%
CONTRA COSTA 725 207 932 3%
Total 13,166 11,399 24,565 72%




71

i 5

CALIFORNIA REINVESTMENT COALITION

Figure 3: Top 10 counties for Financial Freedom foreclosures from April 2009 to April 2015

County Financial Freedom Foreclosures | Percent
LOS ANGELES 498 20%
SAN BERNARDINO 287 12%
RIVERSIDE 267 11%
SACRAMENTO 200 8%
SAN DIEGO 187 8%
KERN 123 5%
ORANGE 102 4%
FRESNO 83 3%
SAN JOAQUIN 68 3%
Total 1,815 74%

Figure 4: The map on the next page shows where OneWest foreclosures in California have been
located.
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1b. OneWest foreclosures appear to be concentrated in communities of color.

Of particular concern is that most of these California foreclosures are in communities of color.
Of the 36,382 California foreciosures identified, 35,877 could be assigned to a zip code. Nearly
70% of these foreclosures, 24,471, occurred in zip codes where 50% or more of the residents are
people of color, Further, 35% of these foreclosures, or 12,619, occurred in zip codes where 75%
of the population is of color. Below is a map of OneWest foreclosures in Los Angeles, Orange,
San Bernardino and Riverside Counties. The darker areas represent zip codes with a greater
percentage of residents of color. The larger the blue dots, the more OneWest foreclosures
processed in that zip code. Appendix | includes additional maps of OneWest foreclosures in

California, by county.

Figure 5: Indymac, OneWest, Financial Freedom foreclosures, April 2009 to April 2015
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1c. OneWest's numerous and concentrated foreclosures come in the context of
problematic servicing practices and performance regarding forward mortgage loans.

The disparate impact on communities of color from OneWest foreclosures is further concerning
in light of the extent of the evidence of OneWest’s faulty servicing practices. Numerous
complaints field with the CFPB and the Bank itself, CRC housing counselor surveys, bountiful
litigation, the Bank’s flouting of our state’s Homeowner Bill of Rights, HAMP Treasury reports,
independent Foreclosure Review findings, foreclosing on borrowers not in default, postponing
embarrassing foreclosures, complaints from other industry professionals, rankings by 1D Power
and Associates, and testimony at the public hearing on the merger in Los Angeles in February
{Public Hearing) all paint a picture of a problematic servicer where unnecessary foreclosures
were likely, and wherg incentives to pad loss share and FHA claims may have led to abusive
servicing practices. Below is a summary of various indicators of OneWest's problematic servicing
practices.

Evidence of Problematic Servicing: Numerous CFPB complaints. Consumers have filed over
1,263 complaints against OneWest Bank with the Consumer Financial Protection Bureau, with
over 1,000 of the complaints related to mortgages, loan servicing and loan modifications.

Evidence of Problematic Servicing: Numerous complaints made directly to OneWest,
even though OneWest arbitrarily reported out complaints only from the time period
after it sold most of its servicing rights. The Federal Reserve Bank of New York {FRB) has
asked the Applicant Bank to respond to several of its Additional information (Al) requests,
including the number of complaints that OneWest received related to various allegations of
improper servicing and foreclosure. Besides not responding to this question directly, OneWest
decided to provide information on complaints only for the period after which it sold MOST of its
servicing rights.* This is nonresponsive to the FRB's request, and is further evidence of the
Bank’s penchant for misleading and obfuscation.

Further, despite the bank trying to shirk responsibility by pointing to its sale of a “substantial
part of its mortgage servicing rights,” OneWest still managed to rack up 812 complaints,
including over 200 relating to its reverse mortgage servicing practices. But again, this does not

 Sultivan aned Cromwell, LLP, “RESPONSES TO THE REQUEST FOR ADDITIONAL INFORMATION DATED MARCH 17, 2015 FROM THE
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM IN CONNECTION WITH THE APPLICATION TO THE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM RELATING TOQ THE PROPOSED ACQUISITION OF IMB HOLDCO LLC BY
CIT GROUP INC. AND CARBON MERGER SUB LLC," April 14, 2015, p. 11,
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even cover the period when OneWest most impacted its communities, especially Low and
Moderate Income (LMI} communities and communities of color. The FRB must request again,
and OneWest must provide, complaint data beginning from the time OneWest investors
purchased IndyMac Bank.

It is also worth noting that the number of homeowners who could have filed complaints is likely
much higher, especially considering the case of Michelle Ayers in Florida. When she sought
assistance with the problems she faced with Financial Freedom, she first contacted HUD, who
then referred her to NOVAD or NOVAC, who allegedly told her they could not assist because
“the reverse mortgage is not through a HUD program.” She was then referred to the Office of
Financial Regulations, who in tumn referred her to the Office of the Comptroller of the Currency,
who in turn referred her to the CFPB where she ultimately filed two complaints. For more,
please see: “Sisters lose home after OneWest forecloses on Reverse Mortgage.”?

How many other consurmers would have the time, energy and resolve to press on to file their
complaints after being shuttled through 5 different regulatory agencies, especially if they are
also mourning the recent death of a loved one?

Evidence of Problematic Servicing: California Housing Counselor Surveys rate OneWest
poorly: During the time when OneWest was a large and active servicer of forward mortgages,
housing counselors in California, who served thousands of consumers in distress each month
during the heart of the foreclosure crisis, repeatedly rated OneWest among the worst servicers,?

e ina luly 2010 survey, thirty housing counselors cited OWB as the worst offender for not
offering affordable loan modifications, more than all fifteen of the other servicers
surveyed.

« later that year, only two servicers received more votes than OWB from housing
counselors for being the most difficult servicer to work with when trying to help
homeowners avoid foreciosure.

e InJune of 2011, 50% of responding counselors rated OWB as “terrible,” a higher
percentage than for all other eleven servicers considered. Counselor comments
regarding OWB included:

o “Indymac. Terrible customer service. Get the run around.”

* Lisa Greanberg, “NFM sisters chained to home to protest reverse mortgage,” Fox4 News, January 8, 2015, available at:
http:/fwww.seri ia.com/fo /NFM-sisters-chained-to-h to-protest rse-mortgage-28797733 Lhtmt
* CRC Housing Counselor surveys tan be found at: hitp://www.calrei org/publications/california-rej oalition-research
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“IndyMac. The average processing time is 12 months. They continually request
updated documents and state that they never received docs. It's so frustrating.
Even when you escalate the file the same results occur, having to update docs
continually for months on end.”

“Chase and OneWest {Indymac) are in a tie. Both entities string along
homeowners with hopes of obtaining a modification and ultimately denying the
hardship request due to ‘excessive forbearance.” it almost appears to be done
intentionally rather than being a capacity issue.”

“We are having a difficult time with Chase’s and IndyMac’s customer service
representatives. We get an entirely different request each time we call even
when the documents are in their system and they can see them. They are not
able to explain what else is needed.”

“IndyMac/OneWest hardly ever gives loan mods.”

“Indymac Bank/OneWest, they constantly lose documents.”

“Indymac. Customer service reps are incompetent, oppositional, and frequently
fail to take notes. | have established gross income figures three times in one
case only to have the rep on the phone fail to find record in their notes of my
previous phone call. Difficult specific RMA forms, and just plain nasty customer
service rep attitudes.”

“Indymac is one of the worst. Not willing to work with the homeowner at all.”

In a February 2012 survey, 95% of responding counselors said OWB was “terrible” or

“bad”, the second worst rating of all servicers considered.

That same survey year, OWB was voted second “worst servicer.” Some comments from
counselors about OWB in response to a question about the worst servicer included:

ol

“Indyrmac: Their ability to receive documents {unless it is online) is atrocious.
They seemingly are always missing docs that are already there. Their online
portal is limited in data transfer capacity. Some of their loans are insured, giving
them no motive to modify.”

“Indymac has the worst performance in terms of foreclosure prevention. Very
difficult to obtain any assistance. We had a client that was a victim of dual
tracking and had their home foreclosed on.”

“OneWest Bank/Indymac. They continue to request updated documents
forever.”
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Evidence of Problematic Servicing: Litigation: Significantly, earlier this year a federal court
unsealed a False Claims Act complaint against OWB alleging that OWB routinely violated the
HAMP program and FHA loss mitigation rules. In United States ex rel Fisher vs. OneWest Bank
FSB, the complaint also alleged that OWB “almost always” added new debt to the borrower’s
loan balance.

Other litigation. OWB and its servicing operations have been the subject of additional litigation,
including:

e InSayonara Reves et al vs. IndyMac Mortgage Services, a division of OneWest Bank, a
class action complaint was filed against OWB with claims of breach of contract, breach
of the implied covenant of good faith and fair dealing, promissory estoppel and violation

of the Massachusetts state law alleging a failure to honor trial period payment plans.

+ in Maloney v IndyMac Mortgage Services, OneWest Bank, a class action complaint was
filed alleging that OWB required certain borrowers to purchase flood insurance in excess

of what their morigage contract and federal law requires.

* In Fletcher vs. indyMac/OneWest Bank, a putative class action complaint was filed
alleging OMB mishandled plaintiff's HAMP application and that OWB’s practices fell into
a pattern of misconduct.

¢ In 2013, a San Luis Obispo couple received a million dollar plus settlement from OWB for
foreclosing on them while they believed they were negotiating for a loan modification.

* The California HBOR Collaborative compendium of cases includes Rogers v OneWest
Bank FSB, Rigali v OneWest Bank, Jamil-Pahan v OneWest Bank, and DiRienzo v
OneWest Bank FSB, relating to issues of dual tracking and fair credit reporting.

The FRB requested of OWB litigation information relating to concerns raised at the Public
Hearing on the merger. It is unclear why the FRB allowed OneWest to focus narrowly only on
issues raised by those able to testify at the hearing, as opposed to all of those submitting
written testimony, to say nothing of any questions the FRB and the OCC would have about OWB
servicing and foreclosure practices based on their own due diligence.

As one example, the Response fails to note Gorsuch v. Financial Freedom, et. al., the case of a
woman in Toledo, OH, facing eviction by Financial Freedom because of the fees associated with
forced-placed insurance. Though force-placed insurance is permitted, it is often vastly more
expensive than standard insurance coverage. Ms. Gorsuch alleges that Financial Freedom

10



78

CALIFORNIA REINVESTMENT COALITION

misrepresented that the cost of force-placed insurance was necessary in order to protect the
value of, and the lender's interest in, the secured property. Further, she alleges that Financial
Freedom did not disclose the nature of the kickbacks—that Financial Freedom would receive
payment based on a percentage of the cost of the premium. Because of the fees associated with
her force-placed policy, Financial Freedom is threatening Ms. Gorsuch with foreclosure. Ms,
Gorsuch recently filed an amended complaint and the court rejected OneWest's Motion to
Dismiss.?

Relatedly, the Washington Post reported on a recent, $140 million class action settlement over
allegations that Ocwen, a large mortgage servicer, and Assurant, a large insurance company,
engaged in an unlawful kickback scheme in imposing forced placed insurance on unsuspecting
borrowers. The article refers to a couple of cases that were complicated by a loan transfer to
Ocwen.’® Given that OneWest sold a substantial portion of its servicing rights to Ocwen (and that
Ocwen has been suffering significant legal and regulatory setbacks, including with the California
Department of Business Oversight), and that, as we believe, OneWest may have a business
relationship with Assurant, the FRB, the OCC and the CFPB should investigate further whether
OneWest has met alt of its legal and contractual obligations with respect to forced placed
insurance and mortgage servicing transfers. The FRB should further require OneWest to report
on ALL of its mortgage, servicing, and foreclosure related litigation.

Nevertheless, the Response to the narrow litigation question posed by the FRB reveals that in
fact a number of cases have been filed alleging violations of law relating to Issues raised at the
one day Public Hearing. Strangely, there is no “TOTAL” in the chart provided by the Bank it its
response to the FRB, but it appears that there are nearly 200 claims that have been made
against OneWest relating only to the foreclosure and servicing issues that were raised during
the one day Public Hearing.® That is substantial.

Evidence of Problematic Servicing: OneWest flouts California’s Homeowner Bill of Rights.
OneWest has put forth the dubious and harmful argument that OneWest foreclosures are not
subject to our state’s hard fought, landmark Homeowner Bill of Rights (HBOR) if the loan it's

4 Amended Cornplaint, Gorsuch v. Financial Freedom et. al, 3:14-0v-00152-12, filed 02/24/2015.

5 Ken Harney, “Allegedly abusive mortgage insurance deals lead to class action settlement,” Washington Post, May 6, 2015 at

http:/fwww. washingtonpost.com/real fegedly-abust origage-i deals-lead-to-class-actionsettiement/
2015/05/05/8c0eh764-1284-11e4-brod-e8141e5eb0c_story.himt

6 Sultivan and Cromwell, LLP, “RESPONSES TO THE REQUEST FOR ADDITIONAL INFORMATION DATED MARCH 17, 2015 FROM THE
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM IN CONNECTION WITH THE APPLICATION TO THE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM RELATING TO THE PROPOSED ACQUISITION OF IMB HOLDCO LLEBY
CIT GROUP INC. AND CARBON MERGER SUB LLC,” April 14, 2015, pp. 15,, 16.
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foreclosing on was originated by a federally charted thrift. In another response to an FRB Al
request, the Bank provides a convoluted discussion of its practices relating to HBOR. OneWest
claims that it complies with HBOR, but also that it is not subject to HBOR. These claims run
counter to the experience of California homeowners, and the legal opinions of California
advocates, the California Attorney General’s office, and a growing number of courts. This
argument is highly problematic in that it is OneWest’s conduct not as a lender but as a loan
servicer that is in question, and that such conduct is clearly subject to regulation by the state of
California and HBOR. OneWest shauld immediately cease arguing preemption in the context of
HBOR, and the OCC and state Department of Business Oversight should issue guidance to this
effect. Further, the FDIC should investigate and determine that no loss share payments have
been made on foreclosures resulting from dual track and Single Point of Contact {SPOC)
violations committed by OneWest where the Bank argued that HBOR did not apply. In other
words, the FDIC should not be paying or reimbursing OneWest for certain foreclosure costs
where OneWest improperly argued that it did not have to follow state law protections against
dual track and the obligation to provide a SPOC.

And in one of the many ironies that characterize this merger, OneWest CEQ loseph Otting is
currently the Chair of the California Chamber of Commaerce which inexplicably placed AB244
(Eggman), a bill that would clarify that HBOR protections extend to successors in interest
{widows and orphans}, on the Chamber’s “jobs killer” list.”

Evidence of Problematic Servicing: Treasury reports raise concerns. Reports on servicer
HAMP performance from the Treasury Department confirm OWB was more likely to foreclose
on its borrowers than other banks. In the Program Performance Report Through November
2013, out of nine servicers participating, OneWest had the second highest rate of completed
foreclosures for homeowners who were not accepted for a HAMP trial, as well as for those
whom a HAMP permanent modification was denied. Similarly, in September of 2013, out of
eight servicers participating, OneWest had the highest percentage of completed foreclosures for
homeowners who were disqualified for a permanent loan modification.®

Evidence of Problematic Servicing: IFR Process raises concerns., Additionally, OWB cites the
Independent Foreclosure Review process as a vindication of its efforts, though the April 2014
report it cites notes, “the consultant {for OneWest) had confirmed 10,781 {OneWest) borrowers

T Tammerlin Drummand, “Mortgage help needed for relatives of deceased,” Oakland Tribune, April 26, 2015, available at:
httpi/fwww.contracostatimes.com/breaking-news/d 27988835 /drummond-mortgage-help-needed-relativ
® Making Home Affordable Program Performance Reports can be found at: hitpy//www.treasury.gov/initiatives/financial-
stability/reports/Pages/Making-Home-Affordable-Program-Performance-Report.aspx

12
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{5.6 percent of the in-scope population of 192,198} were due remediation,” and that OneWest
had a Service Members Civil Relief Act error rate of over 6%.° Additionally, the Office of Thrift
Supervision found OneWest engaged in numerous abuses, including filing affidavits that were
not based on personal knowledge or review of relevant records, filing affidavits that were not
properly notarized, initiating foreclosures without ensuring that promissory notes and mortgage
documents were properly endorsed or assigned, failing to devote adequate staff and resources
to ensure proper administration of foreclosure processes, and failing to adequately oversee
third party agents who are processing foreclosures.*

Evidence of Problematic Servicing: Foreclosing on borrowers not in default. in responding
to Federal Reserve Additional Information requests, CIT and OneWest cite approvingly the very
low rate of foreclosures {1/100th of 1%) on 178,886 loans reviewed where the foan was not in
default.™

In other words, the Response touts OneWest's record of very rarely foreclosing when the loans
are in current payment status, But OneWoest should NEVER be foreclosing on borrowers who are
not in default. Where error rates are notes, regulators should determine whether those harmed
by such servicing errors were members of protected classes, and whether OneWest violated fair
lending laws in its policies or practices.

Of far greater and practical concern are those potentially numerous instances where borrowers
were in default but were wrongly denied a loan modification or other home preservation
alternative to foreclosure for which they qualified. Importantly, the IFR process focused on a
very narrow set of “in scope” borrowers, those in the foreclosure process in 2009 and 2010. The
regulators should ensure that OneWest and Financial Freedom provide review, and where
applicable, relief, to all barrowers put into the foreclosure process from 2009 through the
present.

Evidence of Problematic Servicing: Postponing embarrassing foreclosures. it was reported
in the media that Financial Freedom was set to foreclose on 103 year-old Texas grandmother

# Office of the Comptrolier of the Currency, “Foredosure-Related Consent Orders Status Report: Qbservations, Payments, and Foreclosure
Prevention Assistance,” April 2014, pp. 14, 15,

8 Office of Thrift Supervision, In the Matter of OneWest Bank, FSB. Consent Order No. WN-11-011, April 13, 2011, available at:
hitp://www.oce.gov/static/pts/misc-docs/consent-orders-97665.pdf

1 Qyllivan and Cromwell, LLP, “RESPONSES TO THE REQUEST FOR ADDITIONAL INFORMATION DATED MARCH 17, 2015 FROM THE
ROARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM IN CONNECTION WITH THE APPLICATION TO THE

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM RELATING TO THE PROPOSED ACQUISITION OF IMB HOLDCO LLCBY
CIT GROUP INC. AND CARBON MERGER SUB LLC,” April 14, 2015,p 7.
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Myrtle Lewis, who was sold a reverse mortgage when she was 92.72 After media coverage, the
Bank backed off. Similarly Janice Cooper, a 73 year-old widow with disabilities was slated for
foreclosure from her Southern California home before an article about her appeared in the
American Banker,” at which point, Financial Freedom postponed the sale. Ms. Cooper was later
given a new sale date. And OneWest was scheduled to foreclose on Teena Colebrook of San Luis
Obispo (a homeowner who spoke at the Public Hearing about the many problems she faced with
OneWest in trying to retain her home) on Christmas Eve before that case was brought to light.
Will these three consumers get permanent help, or only temporary relief from OWB and FF until
media attention dies down or the regulators approve of this merger?

To the extent these foreclosures were improper, would OWB and FF not only have taken these
homes improperly, would they have also improperly billed the FDIC under the loss share, or
HUD under the FHA insurance fund, for the “cost” of these improper foreclosures? Would the
FDIC's or FHA's due diligence process for monitoring compliance with the loss share agreement
or FHA insurance program have flagged these and other problematic cases, or merely processed
payments to OWB for the losses to OneWest from these possibly improper foreclosures? How
many cases like these have there been over the years where OWB and FF improperly foreclosed
on families, and then improperly billed the FDIC under the loss share agreement, or HUD under
the FHA HECM program? Do the FDIC and HUD truly have processes in place to effectively
screen out improper foreclosures from claims submitted by OneWest?

Evidence of Problematic Servicing: Oral and written testimony submitted as part of the merger
process. A number of consumers testified passionately at the February 26, 2015 Public Hearing,
and many others have submitted written comments regarding their horrible experiences with
OneWest Bank’s forward mortgage servicing. It may be that more consumers have been
motivated by their bad experiences with OneWest to protest this bank merger by submitting
formal comments and public testimony, than any other bank merger in history. Federal
regulators must scrutinize the public record to determine if servicing, fair lending, and fair
housing laws have been violated.

Evidence of Problematic Servicing: Industry professional notes OneWest mistake. A
former loss mitigation executive for a large servicer recently asked CRC for help connecting with
a non-bank servicer that had acquired the servicing rights for a neighbor’s loan from OneWest.

B jack Douvglas, ir. “103-Year-Old North Texas Worrsan Fights Te eep Her House, "CBSWDF com, November 21, 3014, st
hitp:ffdfw.chsiocal.com /20347 11/ 217103 year rth-ter i i B usef
13 Bormiie Sinnock, “HECM Noen-Borrowing Spouses Renew Class Certification Attempts,” American Banker, Navemnber 17, 2014,
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This loss mitigation professional concluded that OneWest had erred in failing to offer a loan
maodification to his neighbor, but because they had already sold the servicing rights, he was
forced to work with the new servicer to correct OneWest's mistake.

Evidence of Problematic Servicing: GAQ Report identifies concerning trends. in February of
last year, a GAO report found statistically significant differences in loan modification outcomes
for Limited English Proficient and African American borrowers after analyzing non-public data of
four unnamed servicers.** CRC has sought the identities of the servicers involved, though neither
Treasury nor GAQO are prepared to release that data publicly at this time. These issues - the
identity of the servicers in the GAO study, as well as the fair lending analysis of loan modification
outcomes employed in that study - should be investigated further by the regulators before
deciding upon this merger application.

Evidence of Problematic Servicing: OneWest’s JD Power ranking has been low. in 2010,
OneWest was ranked as the third worst servicer reviewed as part of the 1.D. Powers Customer
Satisfaction index Ranking.*® in 2012, J.D. Power and Associates confirmed that OneWest Bank
ranked 20% out of 23 servicers reviewed as part of its Customer Satisfaction Index Ranking."®

For all of these reasons, and others, CRC believes OneWest to be a problematic servicer, and
that its concentrated foreclosures in communities of color need to be scrutinized further,
Regulators need to investigate if communities of color are disproportionately bearing the
consequence OneWest's problematic loan servicing practices.

1d. Concerns regarding FDIC Loss Share and the extent and location of future
foreclosures.

" CRC has previously raised concerns about the FDIC Joss share agreement with OneWest.
Whatever the benefits of entering into a loss share agreement with OneWest in order to sell
indymac assets, there is no public benefit to CIT Group being able to obtain the loss share
agreement benefits from OneWest. And we have expressed concern that OWB may have
improperly submitted claims to the FDIC for loss share payments {and to FHA under the HECM
program) to cover foreclosures that did not need to happen.

(1.5, General Accountability Office, "TROUBLED ASSET RELIEF PROGRAM: More Efforts Needed on Fair Lending Controls and Accass for Non-
English Speakers in Housing Programs,” GAD-14-117: Publishad: Feb 6, 3014, Publicly Released: Feb 8, 2014,

1.0 Powers and Associatas, “3.D, Power and Associates Reports: Mortgage Servicers Fail to Deliver on Best Practices During the Loan
Modification Process,” August 26, 2010,

¥ 1D, Power and Associates, “1.D. Power and Association Reports: Amid Record-Low interest Rates and improved Loan Modification Programs,
Customer Satisfaction Increases, July 19, 2012,
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Additionally, we remain concerned that these foreclosure numbers will continue to grow. CRC
learned through our FOIA request that OneWest has received over $1 billion through the
lucrative loss share agreement with the FDIC. This represents over $1 bilfion to cover certain
costs associated with some of OneWest's 36,000+ California foreclosures, plus an untold
number of foreclosures in other states.

What is alarming is that FDIC reports indicate an estimated, additional $1.4 billion in loss share
payments may yet flow to OneWest {and CIT Group, if this merger is approved) to cover certain,
future foreclosure costs. How many future foreclosures does this represent? in what
communities will these foreclosures be located? How is this providing a public benefit as must
be demonstrated in order for this merger to be approved?

We urge the regulators to investigate and determine if the loss share agreement {where QOWB
and potentially CITBNA can now seek 95% of the value of certain foreclosure related costs},
private insurance, and/or FHA insurance provide any financial incentive for OneWest to move
quickly to instigate foreclosure proceedings, to pad foreclosure costs, and/or to complete
unnecessary foreclosures.
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2) Weak home lending to Asian American and Pacific Islander {AAPI} and

African American borrowers

As noted in prior comment letters, OneWest home lending to African American and Asian
American Pacific islander (AAP) borrowers is low. Specifically, in response to the Federal
Reserve’s Additional Information request, OneWest submitted the following numbers
concerning its mortgage lending:

» in 2012, out of 43 home purchase and home improvement loans, OneWest made 0
{oans to African Americans.

e In 2013, out of 26 home purchase and home improvement loans, OneWest made 0
loans to African Americans.

s In 2012, OneWest had a 10.1% AAPI origination market share, while its peers were at
24.2%, with OneWest at roughly haif of the industry average.

e 102013, OneWest similarly had an 11% AAP! origination market share, while its peers
were at 23%, with OneWest at roughly half the industry average.

»  Again, these numbers come from OneWest in its prior filings with the regulators.”’

The OneWest reported numbers are consistent with CRC HMDA analysis: According to our

analysis, OWB’s 2012 HMDA data show it particularly underperformed the industry in regards to

serving Asian American borrowers {4.6% of OWB originations in the state and 5.9% of its
originations in the Los Angeles MSA were to “Asian” borrowers, while for the industry the
figures were 15.9% and 15.8%, respectively).

n 2013, while the industry originated 16% of its conventional home purchase and refinance
lending to Asian borrowers in California, OneWest originated only 7% of such loans to Asian
borrowers.

7 Sullivan and Cromwell, LLP, “RESPONSES TO THE REQUEST FOR ADDITIONAL INFORMATION DATED DECEMBER 10, 2014 FROM THE BOARD
OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM IN CONNECTION WITH THE APPLICATION TO THE BOARD OF GOVERNORS OF THE FEDERAL

RESERVE SYSTEM RELATING TO THE PROPOSED ACQUISITION OF IMB HOLDCO LLC BY CIT GROUP INC. AND CARBON MERGER SUB LLC,
December 22, 2014, pp. 6, 7.
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The map below shows home purchase and refinance lending by OneWest to Asian American
owner occupants in the greater Los Angeles area. Each loan is depicted by one black dot. There
are few home loans to Asian American borrowers. Additionally, OneWest branches are depicted
in the first map by green triangles. The majority of OneWest branches avoid neighborhoods that
are comprised of 25% to 100% Asian American residents. Such neighborhoods are depicted on
the map in differing shades of orange. OneWest is not adequately meeting the needs of the
Asian American Pacific Islander community in Los Angeles or California.

Figure 6: Home Purchase and Refinancing Lending by OneWest to Asian Americans in LA

OWB presents no reasonable explanation for this failing, and no credible plan for fixing this
problem. The Department of Justice, CFPB, and HUD should investigate further and determine
if fair housing or fair lending laws have been violated.

18



86

CALIFORNIA REINVESTMENT COALITION

3) OneWest demonstrates a low branch presence in Low and Moderate-

Income {LMI) neighborhoods and neighborhoods of color in California

Low Branch Presence in LMI Neighborhoods. As noted in prior comment letters, OneWest has
only 2 out of 73 branches in low-income neighborhoods, and only 15% of its branches in low and
moderate-income neighborhoods, compared to an industry average of 30%. In contrast, fully
37.5% of census tracts in the Los Angeles MSA are low to moderate income.

The map on the following page depicts OneWest branch presence in the low and moderate-
income communities it is charged with serving under the Community Reinvestment Act.
OneWest branches are depicted by green triangles. It is obvious from this map that nearly the
entirety of OneWest branches are in the middle and upper income census tracts depicted on the
map in white, and avoid the orange shaded areas which represent low and moderate income
neighborhoods.
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Figure 7: OneWest branch presence in low and moderate income communities

B i

OWB will not commit to open new branches in LMI areas to balance out its branch network and
1o better serve low and moderate-income communities. CRC is also concerned by Bank
comments that suggest it may turn to mobile phones and other technology as a preferred
vehicle to serve LMI households. The question here is, who is doing the preferring? OWB may
wish to serve its LMI customers via technology, but many LM, of color, elderly and other
customers rely and depend on retail branch presence and the ability to interact face to face with
bank staff.
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Mobile Banking is No Substitute for Branch Access. A recent report by National CAPACD,
National Urban League, and National Council of La Raza, based on surveys of aver 5,000
consumers, found that, “Despite the growing prevalence of online or maobile banking services,
most people admitted some level of discomfort with using the services. Only 11% of all
respondents reported that they were comfortable conducting financial transactions online or
using their mobile phone~—7% of AAPIs, 13% of African Americans, and 16% of Hispanics.” *®

We dispute the notion that mobile banking can be a substitute for an adequate branch presence
in fow and moderate-income neighborhoods, which OWB does not and will not have, Thisis anly
a way for the bank to cut costs, and communities of color once again are disproportionately
facing the consequences of OneWest's practices.

Low Branch Presence in Neighborhoods of Color. The map on the following page shows
OneWest’s failure to be present in neighborhoods of color. OneWest branches are depicted in
the third map by green triangles. With very few exceptions, OneWest branches in the Greater
Los Angeles area avoid the swaths of neighborhoods that are comprised of 51% to 100%
residents of color. Such neighborhoods are depicted on the map in differing shades of orange.
OneWest is not adequately meeting the needs of neighborhoods of color in Los Angeles or in
California.

¥ BANKING IN COLOR: New Findings on Financial Access for Low- and Moderate-Incame Communities. National CAPACD, National Urban
League and National Council of La Raze. 2014, p. 17, st http:/flamempowered com/sites/default/files/bankingincolor_web.pdf
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Figure 8: OneWest branch presence in neighborhoods of color in LA

T G SN AR

OneWest consalidated branches in neighborhoods of color. Yet OneWest reports to regulators in
response to an Al request that of the 12 branches that have been “consolidated” since OneWest
took over, 5 of the 12 {or 41.6% of the total consolidations) were in majority minority tracts. For
local communities, the impact of a branch consolidation is one less branch in the community,
just as with a branch “closure.” At the Public Hearing in Los Angeles, Cynthia Amador and others
spoke to the negative impacts of OneWest branch closings/consolidations on communities of
color.
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4) Allegations have been made of disparate REQ property maintenance and
marketing in neighborhoods of color as compared to white

neighborhoods

At the Public Hearing in Los Angeles, a representative from the Housing Rights Center in Los
Angeles gave testimony on behalf of Fair Housing of Marin that OneWest does not equally
maintain and market REQ properties in certain minority neighborhoods as compared to white

neighborhoods in northern California.

In a follow letter filed with the OCC and the FRB, Fair Housing of Marin notes that its preliminary
analysis of 7 OneWest REO properties showed that “while Onewest REQ properties in White
neighborhoods were generally well maintained and well marketed with neatly manicured lawns,
securely focked doors and windows, and attractive professional, “for sale” signs posted out
front, OneWest REQ properties in communities of color were more likely to have trash strewn
about the premises, overgrown grass, shrubbery, and weeds, and boarded or broken doors and
windows among many other curb appeal and structural issues. OneWest’s REQ in communities
of color appear abandoned, blighted and unappealing to potential homeowners, even though
they are located in stable neighborhoods with surrounding homes that are well-maintained...
The complaints filed by FHOM/NFHA against Fannie Mae, Bank of America, and others ~for
similar failures to properly maintain/market REO homes in communities of color — underlines

the seriousness of the fair housing issues.”*®

The Applicant’s Response to the Federal Reserve's Al request on this point does not contradict
the testimony given. In fact, at least 18 complaints and 7 legal claims raising similar issues are
separately noted in the Bank's Response to the Federal Reserve’s Additional Information
request.

1 Caroline Peattie, Letter of Fair Housing of Marin to FRB NY: CIT Group inc. Proposed Acquisition of iMB Holdeo LLC, Response to Request for
Additional Information, June 5, 2015,
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5) OneWest's Financial Freedom servicing and foreclosure practices

severely impact seniors and women, in particular, Non Borrower
Spouses

5a. Financial Freedom [FF) has foreclosed on a large number of households in
California.

Figure 9: Top 10 California counties for Financial Freedom foreclosures, April 2009 to April
2015

Financial

Freedom
County Foreclosures | Total
LOS ANGELES 498 20%
SAN
BERNARDINO 287 12%
RIVERSIDE 267 11%
SACRAMENTO 200 8%
SAN DIEGO 187 8%
KERN 123 5%
ORANGE 102 4%
FRESNO 83 3%
SAN JIOAQUIN 68 3%
Total 1815 74%

Figure 10: Top 10 California cities for Financial Freedom foreclosures, April 2009 to April 2015

Financial Freedom Foreclosures

City Percent
LOS ANGELES 181 7%
SACRAMENTO 115 5%
BAKERSFIELD 73 3%
SAN DIEGO 72 3%
FRESNO 63 3%
COMPTON 43 2%
STOCKTON 42 2%
OAKLAND 40 2%
APPLE VALLEY 39 2%
Total 668 27%
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Figure 11: Financial Freedom foreclosures in LA, April 2009 to April 2015
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Financial Freedom, the reverse mortgage servicing arm of OneWest, is responsible for 2,459
foreclosures of seniors in California since OWB took over. These reverse mortgage foreclosures
are, by definition, having a concentrated impact on seniors and their families. And they
continue.

5b. There has been little transparency around Financial Freedom foreclosures,
servicing, performance and oversight.

in light of growing concern about OWB’s Financial Freedom (FF) affiliate and its HECM reverse
mortgage servicing, on November 19, 2014 CRC filed a Freedom Of information Act {FOIA)
request with HUD seeking documents relating to complaints that may have been filed against
Financial Freedom, any HUD policies designed to address court decisions challenging the legality
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of its policies for dealing with non-borrower spouses and heirs, the number of existing
homeowners for whom the non-borrower spouse issue may be relevant, and the number of
HECM foreclosures of borrowers, non-borrower spouses and heirs processed by OWB and FF in
California and the nation. CRC has sought expedited review of this request so as not to unduly
delay the processing of the bank merger application. The FRB and the OCC should not make any
decisions on this merger without this information being made part of the public record, subject
to public scrutiny, and part of their deliberations.

5c¢. The Non Borrower Spouse issue is a fair lending problem that OneWest and
Financial Freedom appear to have been perpetuating.

We are particularly concerned about how FF deals with non-borrower spouses (NBS} when the
borrower spouse has died. We have spoken to a number of advocates, attorneys, and non-
borrower spouses from across the country who have had problems with FF. We believe that FF
is acting contrary to the Congressional statute authorizing HECMs which provides protections to
homeowners, including spouses, and also that FF is acting contrary to the decision in the
Bennett case invalidating HUD policies that may have seemingly required servicers to bring

reverse mortgage loans due and payable upon the death of the borrower, even while a non-
borrower spouse was living in the home.

This is all the more unjust as there is near consensus that for the typical couples facing this
situation, they were routinely encouraged to take the younger spouse off of the reverse
mortgage, were not told that doing so would endanger the surviving spouse’s ability to remain
in the home and were often lied to, and that the surviving spouse invariably is shocked to learn
that upon the passing of their loved one that they are being pushed out of the home.

We say, “near consensus” as the CEO of OneWest Bank, Joseph Otting, is the only person we
have heard articulate that surviving spouses knowingly bargained for the situation they find
themselves in.

in fact, through a cursory review of public notices filed, we see that OneWest and Financial
Freedom foreclosures are continuing with alarming speed. We have seen notices for at least
sixty-six {66} foreclosure sales from across the U.S. since March 20, 2015. Despite statements by
OneWest executives at the February 26, 2015 hearing about their sympathy for a foreclosure
moratorium on Non Borrower Spouses, several of these recent notices appear to be regarding
proposed foreclosures on non-borrower spouses (NBS), heirs and estates. We urge the
regulators to ensure that all foreclosures on successors in interest have been in full compliance
with existing federal law, CFPB and HUD rules, and state law. Further, we urge that Financial
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Freedom refrain from any further foreclosures on surviving spouses of HECM borrowers while
HUD's policy on this score is being finalized.

CRC views the reverse morigage Non Borrower Spouse (NBS) issue as a fair housing and fair
lending concern in that nearly all of the surviving spouses who already lost their homes and
those facing foreclosure at the hands of Financial Freedom are both senlors and women.
Moreover, as noted in our recent mapping analysis, it appears that Financial Freedom
foreclosures are disproportionately concentrated in communities of color. As noted in prior CRC
comment letters, the legal context for NBS has been in a state of flux. Yet, OneWest and
Financial Freedom have appeared intent on aggressively foreclosing on Non Borrower Spouses.

This is an issue of Congressional concern. Congresswoman Maxine Waters recently sent a letter
to HUD Secretary Castro seeking clarification on the Non Borrower Spouse issue and urging a
resolution that would allow widows and widowers to stay in their homes, as they had always
understood they would be able to do.* Previously, Congressional Democrats had sent a letter to
HUD urging greater protection for Non Borrower Spouses.™

The CFPB and the OCC should ensure that Financial Freedom has policies and procedures in
place to work with successors in interest and provide them a meaningful opportunity to remain
in their homes after the passing of a loved one. This is especially compelling in light of recent
policy changes at CFPB, Fannie, Freddie and Treasury designed to provide greater protection to
these vulnerable borrowers in the forward mortgage context.

A number of comments by Non Borrower Spouses and advocates have been submitted as part
of the record in this merger, and several reverse mortgage borrowers and families testified at
the Public Hearing as to Financial Freedom abuses.

Karen Hunziker testified at the February 26, 2015 hearing in Los Angeles about her experience
with Financial Freedom after her husband passed away.

She asserted that, “My husband passed away in May 2014 and 10 days later OWB sent me a
repayment letter and a PRE-FORECLOSURE letter saying they would initiate foreclosure in 30
days. One day, I called 5 times to verify | received the 90-day extension OWB promised in
writing. | spoke to 5 different people all with a different story. In part, | was told:

« OWB didn't receive the documents faxed multiple times,

» The documents needed to be reviewed by their legal department,

(45, House Committee on Financial Services, “Waters Calls for Increased Transparency in HUD's Reverse Mortgage Conversion Program,”
Press Release, May 27, 2015.
2 Bonnie Sinnock, “House Democrats Call for Expanded Reverse Mortgage Protections,” National Mortgage News, December 23, 2015,
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« | had to call back in 5 days,

» { used up all my extensions,

» | didn’t get the documents in on time,

» The last person told me my property was scheduled for auction in 30 days.

At all times OWB refused to put any phone conversation in writing. My story illustrates the
consistent pattern and practice of OneWest Bank to aggressively foreclose and evict non-
borrowing spouses from their homes,”?

CRC understands that at feast one additional Non Borrower Spouse facing foreciosure by
Financial Freedom is submitting comments and raising concerns about Financial Freedom’s
move to foreclose on widows whose main defaulting activity is seeing their husbands pass away.
It is not clear that HUD is as intent on foreclosing on Non Borrower Spouses as Financial
Freedom appears to be.

While Financial Freedom appears intent to foreclosure on NBS, we understand that Wells Fargo,
and perhaps 1.B. Nutter, have taken the position that they will not process foreclosures on non-
borrower surviving spouses until, at least, HUD clarifies some of the open questions relating to
this emerging policy. OneWest should do no less —especially considering its claim at the public
hearing that it actually supports a moratorium—and the regulators should require OneWest and
Financial Freedom to refrain from foreclosing on non-borrower surviving spouses until this issue
is resolved.

On May 1, HUD rescinded its Mortgagee Letter 2015-03 which recently framed HUD’s guidance
regarding the process servicers should follow for Non Borrower Spouses. HUD's policy has been
subject to litigation and opposition from consumer groups for its failure to protect Non
Borrower Spouses as the statute, broker sales pitches, and human decency would dictate. It is
clear that HUD policy on this issue is unclear has been in flux.

On Friday, June 12, HUD surprisingly issued Mortgagee Letter 2015-15% which may
significantly address this problem going forward. We are still reviewing the letter, but it
appears to provide a meaningful path to home preservation for Non Borrower Spouses. But
the letter also appears to give servicers the option to offer NBS the Mortgagee Option
Election. Given Financial Freedom’s prior arbitrary use of its discretion, discussed more fully

2 garen Hunziker, “TESTIMONY OF KAREN HUNZIKER PUBLIC MEETING FEBRUARY 26, 2015, 8 AM to 4 P, FEDERAL RESERVE BANK, LOS
ANGELES BRANCH, February 26, 2015, avail at: https:/ /calred p com/2015/03/05/ testiti tal
b S g ¢ fi 1 hud-cfpb-occ/

2 Mortgagee Letter 2015-15, U.S. Department of Housing and Urban Development, June 12, 2015,
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below, regulators need to ensure that MOE options are not unfairly, arbitrarily or
discriminatorily denied to certain Non Borrower Spouses.

We reiterate our call that OneWest commit to honor a moratorium on foreclosing on Non
Borrower Spouses. We expect that other servicers will continue to take stronger pro-
consumer approaches to this issue in the short term. OneWest should cease all such
foreclosures.

Sd. Financial Freedom makes it difficult for heirs to retain the family home.

Arecent state legislative bill on reverse mortgages designed to increase consumer education
and protection garnered the support of 21 individuals, 19 of whom are believed to be Financial
Freedom borrowers, or relatives of Financial Freedom borrowers. A representative excerpt from
these letters reads, “As the daughter and heir of a Reverse Mortgage Borrower | can state with a
certainty if the protections provided by this AB 1700 had been in place at the time of reverse
mortgage origination my father would have understood his responsibility to ensure a reverse
mortgage was suitable for his circumstances, if a reverse mortgage would meet his financial
goals, provide financial security through his retirement and meet his goals for his estate and
property upon his passing. Importantly, the AB1700 worksheet provides guidance to understand
the consequences and risks and gives Borrowers and their family the necessary time to obtain
professional financial and legal advice necessary before agreeing to a complex financial contract.
After my two-year struggle with the financial institution to retain the family home after my
father’s passing, | feel it is crucial to require all family members to be involved in this process.”

On January 8, 2015, Fox 4 in Florida reported on the case of Mary Damacher, who chained her
sister Michelle Ayers to a pipe in the home that was first purchased by their grandparents, then
passed down to her mother, until Financial Freedom foreclosed on them. The sisters attempted
to purchase the home, but were reportedly rebuffed in their efforts by Financial Freedom. "f've
been preapproved for a mortgage and had all the paperwork taken care of to repurchase the
home, and basically Financial Freedom and One West Bank has refused me the right to purchase
my home,” Mary said.*

Mr. Michael Allen from Phoenix had testimony read into the record at the Public Hearing on
February 26, 2015. He was frustrated in his attempts to purchase his mother’s home. As he
testified, "OneWest Bank (OWB) did not provide a Single Point of Contact nor provide any

2 {isa Greenberg, "NFM sisters chained to home to protest reverse mortgage,” Fox4, January 8, 2015, at
http://www. jriv.com/foxdnow/news/NFM-sisters-chained-to-home-to-protest-reverse-mortgage-28797733 1 htmi
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guidance or instruction to help me satisfy the loan. { initiated all calls to OWB and spoke to a
different person with a different story and different reason to deny my requests. OWB claimed
they didn’t get my documents time after time. THEY DID. OWB sent me a short sale packet twice
after | wrote saying | wanted to pay the lesser amount of the loan balance. The appraised value
was about $35,000 more than the loan balance. On 11/3 | received notification that OWB had
recorded a Notice of Trustee sale on September 29, approximately 3 months after my mother’s
death and 2 months after receipt of the repayment letter. | called OWB — they refused to
postpone auction. The auction was cancelled with HUD intervention. OWB added foreclosure
related legal fees and drive by appraisal fees to the payoff. My story is illustrative of OneWest
Bank’s violation of my right to repay the loan, the acceleration of foreclosure, and the related
legal and appraisal fees of $2,508.50 and an unidentified servicing advance of $1,839.00 we did
not receive.”®

Elizabeth Lavulo testified similarly about her attempts to purchase her grandmother’s Utah
home. She testified that OneWest did not provide a Single Point of Contact, lost documents,
wrongly claimed she not have legal authority to speak to them or act on behalif of her
grandmother’s estate, accelerated foreclosure 4 months after her Grandmother's death, refused
to honor her letter of intent to repay the loan and refused to grant her the HUD authorized time
to obtain a new loan. OneWest three times wrongly attempted to auction the property within a
6 week period. These auctions were only stopped with hours to spare through HUD
intervention. OWB refused to accept her certified funds and demanded additional legal fees
hecause OWB chose to list the property for auction a 4th time. OWB's statement to escrow
noted that “If the additional fees for listing the property for auction are not paid immediately
OWB will return the certified funds and auction the property. According to Ms. Lavulo, “in order
to close the loan | was forced to pay $2,015.60 in foreclosure related costs and legal fees for the
decision of OWB to accelerate foreclosure and auction 4 times.”™

lulie Cheney testified at the Public Hearing about her efforts to retain her parents’ home. Ms.
Cheney testified that her parents “were sold a Financial Freedom reverse mortgage they didn't
need, while my dad was in the last month of his life, with terminal cancer, on narcotic pain
medication, and my mother had Alzheimer’s disease and could not complete a sentence. A
month after dad’s death we found the Financial Freedom loan docs and learned my parents

= Michael Allen, “TESTIMONY OF MICHAEL ALLEN: PUBLIC MEETING FEBRUARY 26, 2015, 8 AM to 4 PM, FEDERAL RESERVE BANK, LOS ANGELES
BRANCH,” February 26, 2015, available at: htips://calreinvest.wordpress com/2015/03/05/financial-freedom-one-west-bank-na-single-point-
of-contact-arizona-federal-reserve-cipb-complaints/

* Elizabeth Lavulo, “Testimony of Elizabeth Lavulo, PUBLIC MEETING FEBRUARY 26, 2015, 8 AM to 4 PM FEDERAL RESERVE BANK, LOS ANGELES
BRANCH, February 26, 2015, available at: https://calreinvest. wordpress.com/2015/03/05/delays-by-financial-freedom-reverse-mortgage-
complaints/
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received a lump sum of $80,000 that sat untouched in their bank account. The nightmare began
when we tried to give the money back to OneWest Bank 3 times over the course of a year after
dad’s death. OWB refused each time.” She went on to testify that OneWest wrongfully
foreclosed on the property three times, recorded false documents with the county recorder,
failed to provide a Single Point Of Contact, inflated an appraisal in order to prevent her from
exercising the 95% option, and charged unauthorized legal, service and foreclosure related fees
to the loan payoff.¥

Noreen 0’ More struggled to honor her father’s wish to keep his home of 50 years in the family.
She testified that her father was a WW2, Korea & Viet Nam Veteran with 38 years military
service. He got a reverse mortgage in 2002. He passed away in August of 2011. “We contacted
OWB immediately after his death to repay the loan. We were never provided a Single Point of
Contact. We could never talk to the same person twice, our questions were not answered and
paperwork was atways lost or missing. We submitted all the documentation requested by OW8
and secured financing 3 months after my father’s death. We called, emailed and faxed every
week or two for status. OWB kept delaying with one excuse after another for more than 18
months. OWB delayed the repayment process for over 2 years forcing us to pay an additional
$89,000 due to increased property value. We closed the loan one day before the auction set by
OWB.”#

Lisa Rinard could not secure OneWest/Financial Freedom’s cooperation despite evidence that
fraud was being perpetrated on her mother in law. In 2005, a caretaker began submitting draw
requests to OWB without the knowledge of Ms. Rinard’s mother in law. “OWB approved the
forged draw requests without any verification that an 80 year old woman was suddenly
withdrawing large amounts of money. The caretaker gave sworn testimony during a court
hearing admitting to forging Mrs. Rinard’s signature and taking money without her permission.
Mrs. Rinard’s bank investigated and concluded fraud had occurred by the caretaker. We notified
OWB three times of the forged withdrawals in the amount of $198,504.85. When we requested
a refund, OWB denied they had acknowledged fraud and refused to speak to us without a POA.
OWB refused to speak to us without a conservatorship which cost us $6,000. OWB continued to
deny fraud and foreclosed. Because of OWB's refusal to refund any of the fraudulent funds, Mrs.
Rinard was forced to live the last years of her life on Medi-Cal in a nursing home funded by

7 jylie Cheney, “Testimany of Julie Cheney, PUBLIC MEETING FEBRUARY 26, 2015, 8 AM to 4 PM FEDERAL RESERVE BANK, LOS ANGELES

BRANCH, February 26, 2015, avaliabte at: hitps://calreinvest wordpress.com/2015/03/05/inside-fi ial-freed st-hank: -
martgage-nigh famitiys-story-federal-reserve-office-of-the-comptrolier-of-the-currency/

2 Noreen ('More, "TESTIMONY OF NOREEN O'MORE: PUBLIC MEETING FEBRUARY 26, 2015, 8 AM to 4 PM, FEDERAL RESERVE BANK LOS
ANGELES BRANCH, February 26, 2015, available at: https://calreinvest.wordpress.com/2015/03/05/fi tal se-

mortgage-delays-hurt-california-family-fedaral-reserve/

31



99

CALIFORNIA REINVESTMENT COALITION

taxpayer dollars. OWB either submitted a claim to HUD for FHA insurance benefits or to the
FDIC for the loss share agreement.®®

Nearly every consumer who testified at the public hearing cited a lack of a single contact at
Financial Freedom, multiple mixed messages from Financial Freedom staff, and numerous
bank-created obstacles in attempting to keep their homes.

We understand that FF may also have denied heirs the ability to pursue deeds in lieu, in addition
to denying heirs the ability to purchase the property. The following is a timeline of one such
heir, provided by one HECM counselor who indicated seeing approximately five similar cases
where Financial Freedom would not allow a deceased borrower’s heirs to purchase the home or
even secure a deed in liew:

Heir's experience in trying to work with Financial Freedom to purchase family home

e 117472013 passed away

e 11/20/2013 : __ appointed as Representative

e 12/26/2013 : First letter received from Financial Freedom dated 12/12/13

e 12/26/2013: _family met with _ and faxed the Proposed HECM Repayment Schedule to
Financial Freedom, and mailed hard copy. Estate proposed to obtain financing for the
family living in the home, or put the home up for sale in January 2014.

e 2/2/2014: The estate listed the home with a realtor for sale. (See the MLS service
records for the State of Utah)

s 2/28/2014: Financial Freedom's attorney filed the Notice of Default and Substitution of
Trustee. No contact was made by Financial Freedom or the attorney to the estate for an
updated status prior to the NOD being filed.

s 3/12/2014: Estate heirs met with _ to complete an application for refinance in the
event a sale was not forthcoming.

e 3/25/2014: Heirs received a copy of the Notice of Default. _ sent a certified letter to
the foreclosing attorney that the NOD filing was premature as the estate had been
doing all that was required. We requested they cancel the NOD filing, and copies of this
correspondence were provided to Financial Freedom and HUD,

e 4/22/2014: Heirs received a letter from Financial Freedom stating that they had
received our letter of 3/25, but they did not have authorization to release information
to our office. The representative for the estate, _ came into our office and signed an

 Lisa Rinard, TESTIMONY OF LISA RINARD: PUBLIC MEETING FEBRUARY 26, 2015, 8 AM to 4 PM, FEDERAL RESERVE BANK, LOS ANGELES
BRANCH, February 26, 2015, avaifable at https://calreinvest.wordpress.com/2015/03/05/one-west-bank-reverse-mortgage-fraud-hurts-
caiifornia-senior/
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authorization which was provided to Financial Freedom via fax on 4/25/2014, along with
executed listing agreement with _, dated 4/24/2014 and the recorded Deed to the
property. These items were requested by Financial Freedom to be included with the
authorization form. They were faxed to 866-574-0094, attention Corey.

6/12/2014: No offers were received on the home, so the heirs residing in the home
collected all required information for a refinance and went into _ and completed an
application. Since no offers on the home had been received, they wanted to be able to
meet the original time frame allotted to pay off __ existing HECM loan. They were
preapproved at that time.

6/18/2014: Heirs came home to a Notice of Trustee's Sale on the door of the home,
reflecting a posted sale date of July 11, 2014.

6/23/2014: _ contacted Financial Freedom as to why the Notice of Trustee's Sale had
been posted when they had been made aware of what the estate's intentions were, and
their efforts since his death. We were advised that the submission on 03/25 was
missing 2 additional items, therefore, they had not processed a request to postpone.
When asked who in the estate was contacted about the needed items, we were advised
that no one was because that is not the responsibility of Financial Freedom and is the
responsibility of the Estate. We asked then what two items were needed and were toid
10 provide the Letter of Intent from the Estate and the Listing Agreement. Both were
faxed to the Maturity Department at Financial Freedom, 866-447-2022 that same day.
7/1/2014 : _ contacted Financial Freedom to determine that they had received ali the
required information to postpone the sale and allow the estate’s heirs to complete their
refinance, as all was approved and we would be closing, but not until after the 7/11 sale
date. We were told the sale had NOT been postponed, and they required authorization
to speak with us. Advised that they had it and refaxed it. Called back in and was told
Financial Freedom had no intentions of postponing the sale. Called and talked with
Fannie Mae, the investor.

7/10/2014: Phoned Financial Freedom to make sure the sale set for 7/11 had been
postponed; was told it was not. Also phoned Fannie Mae and was told that the Heirs
needed to file Bankruptcy on the estate of the deceased.

7/10/2014: One of the heirs on title to the home filed for bankruptey protection after
the attorney told them they could not file on an estate to stop the sale set for 7/11. The
prior loan refinance approval became null and void with the bankruptey filing. The
estate opted to lower the sales price to move the home as quickly as possible.
7/15/2014: Received a letter via ___sent by FEDEX to her advising that Financial
Freedom had "decided” to postpone the sale to 8/25/2014. No mention was made of
the bankruptcy stay in effect.
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e 8/3/2014: Estate received and accepted an offer to purchase at a price that would pay
off the Financial Freedom loan in full. The offer was submitted to Financial Freedom
with advice that since the payoff would be in full, no short sale approval or review was
necessary. The purchase contract reflected a closing date of 9/9/2014, so we asked at
that time if this closing date would be acceptable. We were advised that since a
bankruptcy stay was in effect, this should be acceptable.

s 8/22/2014: contacted Financial Freedom after receiving a payoff stating that there was
a foreclosure sale set for 8/25. We were again advised that a bankruptcy stay was on
the home and the sale for 8/25 would not be held.

s 8/25/2014: Atthe urging of the heirs in the home, we again called Financial Freedom to
make certain that the foreclosure sale had been canceled, and again, were told that the
property was under bankruptcy protection and the sale would not be held that day.

e 8/26/2014 1 found out from Financial Freedom that the property had been sold to a 3rd
party when | called to find out what date the sale had been postponed to.

Se. Financial Freedom’s numerous foreclosures come in the context of problematic
servicing practices and performance regarding reverse mortgage loans.

OneWest's Financial Freedom reverse mortgage servicer affiliate continues to be the subject of
reports suggesting potential abuses and community harm.

Problematic Servicing: Testimony of Sandy Jolley. Sandy lolley, a reverse mortgage and abuse
consultant working with a large number of reverse mortgage borrowers and their families, has
submitted a number of comment letters outlining various servicing abuses by Financial
Freedom. In her most recent comment letter, she addresses “the most egregiously harmful
practices, specifically: Consumer Comment Letters & Testimony, Consumer Complaints, Single
Point of Contact, Legal Authority, Repayment of loans, and Consent Orders. All Statements in
this comment letter are supported by physical evidence.”

In discussing wrongful foreclosures, acceleration of foreclosures, and padding foreclosure costs,
Ms. Jolley testifies, “One of the unvarying aggressive business practices of OWB is to {fast
track} foreclosure and set auctions outside HUD guidance. Consumers who are in compliance
with regulations and attempting to exercise their rights report initiation of foreclosure as soon
as 30 to 90 days after the death of the borrower. Some consumer’s receive a pre-foreclosure
letter at the same time as the repayment letter. OneWest always initiates foreclosure months
prior to the expiration of time allowed by HUD regulations.”

“The most common question | get from consumers is, "Why won't Financial Freedom let me pay
off the loan? They would get their money."”
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“The answer is simple-it is more profitable for OneWest to foreclose and add on thousands and
thousands of dollars in foreclosure related legal fees and other costs to inflate their FHA claim
and/or the consumer payoff.”?

Problematic Servicing: Testimony of Bet Tzedek Legal Services. At the Public Hearing in Los
Angeles on February 26, 2015, Rachel Mehlsak of Bet Tzedek Legal Services testified, “My
colleagues and [ have seen firsthand the distress caused by OneWest Bank in its rush to pursue
foreclosure, particularly against elderly clients with reverse mortgages serviced by its Financial
Freedom division. One elderly Bet Tzedek client was threatened with foreclosure by Financial
Freedom for not making repairs to her home. But the client’s original lender, IndyMac, had
refused to release the funds that were set aside for the repairs, effectively preventing the client
from making the repairs and then punishing her for not doing it. Moreover, Financial Freedom
had let the client’s affordable hazard insurance lapse, and then force-placed her with a
OneWest-affiliated company at an exorbitantly higher rate.

“Another client | worked with had lived in her home for over 40 years. She is elderly, disabled,
and supports her daughter and four minor grandchildren on just her monthly Social Security
income. After her husband died, she had trouble maintaining her property tax payments, and
OneWest, the parent company of her reverse mortgage lender, Financial Freedom, threatened
to foreclose. Eventually, OneWaest initiated foreclosure against the client’s home one month
sooner than HUD guidelines required. OneWest did so even though HUD had just announced a
60-day extension of its foreclosure timeframes for surviving spouses like my client and even
though | had asked Financial Freedom multiple times to postpone the foreclosure proceedings. |
was able to help the client obtain a one-month extension of the foreclosure - an outcome she
wouldn’t have received without representation — but ultimately OneWest went through with
the foreclosure sale. Three generations of my client’s family were kicked out of their home for
less than $1300 owed to Financial Freedom (emphasis added).”*

Problemuatic Servicing: Ratings Agency Reports. In March of 2014, Moody's reported that
“Financial Freedom continued to underperform in certain performance metrics related to its call
center and assignment pipeline. The reverse mortgage servicer’s abandonment rates and
average speeds of answer were poor....Financial Freedom serviced 120,488 reverse mortgages
for $22.7 billion as of January 31.” In September 2014, Fitch’s Negative Outlook of FF
“predominantly reflects uncertainties refating to the pending sale of the servicing platform and

¥ Sandy Iolley, “Continuing opposition to CIT Group application to acquire IMB and OneWest Bank and to merge One West Bank and C1TBank:
CIT/One West Bank Response to Federal Reserve Bank "Request for Additional information,” May 12, 2015,
31 Rachel Mehlsak, “Testimony regarding CIT Group/OneWest before JOINT PUBLIC MEETING Held by the Federal Reserve and the Office of

the Comptroller of the Currency,”
» 4

February 36, 2015, at: hitps:/ i ft com{2015/03/02/bet-tzedek-testimony-at-
ing-offi i

group B i - P of-the-currancy/
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Fitch’s concerns that the servicing operation could deteriorate while the pending sale remains
unresolved.”

In other words, when Financial Freedom borrowers, non-borrower spouses, and heirs call
Financial Freedom, they will likely be subject to long wait times to speak with a human, and due
to Financial Freedom’s lack of capacity, the number of people who eventually hang up without
speaking to a live person is higher than their industry peers.

6) OneWest has been arbitrary in the use of its discretion in servicing

reverse morigages and negatively impacts seniors

CRC is concerned about OneWest’s use and abuse of discretion in the context of reverse
mortgage servicing, and otherwise. In at least two recent instances, HUD gave servicers
discretion, first in offering NBS an alternative to foreclosure under Mortgagee Letter 2015-3,
and then the discretion to postpone NBS foreclosure sales for 60 days after its rescission of the
mortgagee letter. CRC is aware of at least one homeowner that Financial Freedom appears to
have chosen not to assist, while perhaps exercising its discretion to help others. This borrower
happened to testify against OneWaest at the public hearing. We further understand that
Financial Freedom did not grant the recent 60 day extension to all homeowners.

This is consistent with the testimony of Rachel Mehisak of Bet Tzedek, discussed more fully
above, that Financial Freedom would not offer her client a 60 day extension of the foreclosure
timeline that HUD had authorized servicers to give previously. We would hope OneWest,
Financial Freedom and all servicers would refrain from ALL foreclosures on Non Borrower
Spouses until a consumer friendly policy can be crafted. But on what legitimate basis can a
servicer of HECM loans agree to postpone foreclosures for some consumers, but refuse to do so
for other, similarly situated consumers? The regulators should investigate whether OneWest
improperly retaliated against one or more of its homeowners, and whether OneWest is
exercising servicing discretion in an arbitrary fashion and in a manner that may violate fair
housing and/or fair lending laws.

The new Mortgagee Letter appears to allow mortgagees to provide Non Borrower Spouses a
path to remain in their homes for the rest of their lives, and provides mortgagees 120 days to
take action. Financial Freedom and OneWest should be required to commit that for ALL {not
only those it chooses to help, or those who did not testify against the bank merger, etc.}
qualified Non Borrower Spouses, OWB and FF will work to keep NBS in their homes via the
Mortgagee Option Election, and that in no event will they move to foreclose on ANY Non
Borrower Spouse within the next 120 days. In essence, they must commit to a moratorium on

36



104

CALIFORNIA REINVESTMENT COALITION

foreclosures of NBS for at least 120 days, and commit to offer the MOE to all qualified
borrowers so that every qualified NBS can remain in their homes through the rest of their
days, as they and their deceased spouses intended and expected.

Enabling other abuse of seniors. In addition to the above cited cases, particularly that of Ms.
Rinard, whose mother-in-law, Millie Minard was foreclosed despite her family presenting
documented evidence of fraud to Financial Freedom, CRC also noted in a prior comment letter
another example of OneWest failings having a severe impact on a senior. Specifically, Paul
Greenwood, Deputy District Attorney and Head of Elder Abuse Prosecutions for the San Diego
District Attorney’s office, shared and lamented a “preventable crime” involving an 84-year-old
OneWest Bank customer who was fleeced of $300,000 in a mere 5 days as OneWaest allowed
him to repeatedly wire transfer thousands of dollars at a time from his account to a foreign
bank. In the words of Deputy D.A. Greenwood, “Why would a branch of a bank allow an 84 year
old gentleman [who has been a customer for over 20 years] to wire transfer to foreign banks an
amount of $50,000, then $42,500, then $40,000, then $65,000, and finally $98,000 on separate
days and in separate transactions? And that same customer has NEVER before wire transferred
like that in his entire banking experience.” As Deputy D.A. Greenwood noted, “California
implemented a law in 2007 establishing that every bank teller in the state was a mandatory
reparter of suspected financial elder abuse. But is it effective; is it enough?”

Conclusion

In summary, we believe that public testimony, public and private data, and other evidence
support the need for federal regulators to conduct an investigation into potential fair housing
and fair lending violations by OneWest Bank and its affiliates.

in the meantime, we renew our opposition to this proposed merger, as currently structured, and
urge the Federal Reserve and the OCC to reject these merger applications as the banks in
question have clearly not met community credit needs, and this merger will provide no public
benefit.

This merger application is characterized by too much opposition, too many fair lending and fair
housing concerns, too much harm, too many foreclosures, too much secrecy, too much public
subsidy, too much systemic risk, and too little reinvestment. The regulators cannot approve of
this merger without conducting a fair housing and fair lending investigation, and without
imposing substantial conditions in order to ensure that more homeowners do not unnecessarily
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lose their homes, that certain consumers are not disproportionately impacted, and that
communities and the public will benefit.

if the Federal Reserve and the OCC will not exercise their authority to reject a merger as
problematic as this one, will they ever?

Thank you for your consideration of these views. Please feel free to contact us at {415) 864-3980
if you wish to discuss this matter further.

Very Truly Yours,

Kevin Stein Paulina Gonzalez
Associate Director Executive Director
ce: Jan Owen, Commissioner, California Department of Business Oversight

lvan J. Hurwitz, Vice President, FRB NY, comments.applications@ny.frb.org
David Finnegan, Office of the Comptroller of the Currency, WE.Licensing@occ.treas.gov
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Chart 2: Top 10 Counties for
OneWest Foreclosures in
California {excluding Financial
Freedom foreclosures} from April
2009- April 2015

County
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Total
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OneWest Financial
OneWest] Indymac and All
Freedom
indymac
16,113 17,810 33,923 2,459 | 36,382
Percent of total
CA OneWest
foreclosures
{excluding
Financial
Indymac | OneWest | Total Freedom)
4,216 3,703 7,919 23%
2,191 2,106 4,297 13%
1,795 1,880 3,685 11%
1,185 1,138 2,323 7%
1,004 843 1,847 5%
1,138 436 1,574 5%
475 572 1,047 3%
437 504 941 3%
725 207 932 3%
13,166 11,399 24,565 72%




Chart 3: Top 10 Cities
for OneWest
Foreclosures {excluding
Financial Freedom} in
California from April
2008-April 2015

City
LOS ANGELES
SACRAMENTO
SAN DIEGO
BAKERSFIELD
RIVERSIDE
FRESNO

SAN JOSE
FONTANA
PALMDALE
Total

Source: Analysis of
PropertyRadar data by
Urban Strategies
Council.

"URBAN
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COUNCIL
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Indymac | OneWest Total Percent of total
797 755 1,552 5%
614 247 861 3%
379 386 765 2%
332 377 709 2%
316 306 622 2%
278 305 583 2%
300 228 528 2%
241 225 466 1%
276 187 463 1%

3533 3016 6,549 19%
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Chart 4: Top Ten Counties for Financial
Freedom Foreclosures in California
from April 2009 to April 2015

Percent of total

Financial Financial
Freedom Freedom
County Foreclosures Foreclosures

LOS ANGELES 498 20%
SAN BERNARDINO 287 12%
RIVERSIDE 267 11%
SACRAMENTO 200 8%
SAN DIEGO 187 8%
KERN 123 5%
ORANGE 102 4%
FRESNO 83 3%
SAN JOAQUIN 68 3%
Total 1815 74%

Source: Analysis of PropertyRadar data
by Urban Strategies Council.

"URBAN
STRATEGIES
COUNCIL
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Chart 5: Top Ten Cities for
Financial Freedom
Foreclosures in California from
April 2009 to April 2015

Financial Percent of total
Freedom . .
Financial Freedom
City Foreclosures Foreclosures
LOS ANGELES 181 7%
SACRAMENTO 115 5%
BAKERSFIELD 73 3%
SAN DIEGO 72 3%
FRESNO 63 3%
COMPTON 43 2%
STOCKTON 42 2%
OAKLAND 40 2%
APPLE VALLEY 39 2%
Total 668 27%

Source: Analysis of
PropertyRadar dota by Urban
Strategies Council.
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APPENDIX II:

OWB CALIFORNIA BRANCH
MAPS BY RACE AND INCOME
OF CENSUS TRACTS

PREPARED BY NCRC
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Housing Discrimination Complaint

Case Number:

1. Complainants:

California Reinvestment Coalition (CRC)
474 Valencia St, $1¢.230
San Francigeo, CA 94103

2 Complainant Represenmtives:

Kevin Stein

California Reinvestment Coalition
474 Valencia St, Ste 230

San Francisco, CA 94103

3. Other Agprieved Parties::

4. The following is allened fo have sccurred or is about to ocour:

Diserintinatory refusal to seil

Discriminatory finanicing (fncludes real gstate ransactions)
Discriminatory terms, conditions, privileges, or services and facilities
Redlining

® % B %

24

Thealleged vielation occurred beenuse ofs

o National Origin
« Color
s Race
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Address and location of the property in question {or if no property is invelved, the
city'and state where the diserimination oveurved):

CA

Respondents:

CIT Bank. National Association, dba OneWest Bank
888 East Walnut Street
Pasadena, CA.91101

CIT Group, Inc
1 CIT Drive
Livingston, NJ 07039

The following is a brief and concise statement of the facts regarding the alleged
violation:

Complainant California Reinvesiment Coalition is a nonprofit

corporation.. Complainant alleges that Respondent CIT Group, by and through its CIT
Bank, N.A. subsidiary; the suceessor to OneWest Bank, and its subsidigries and
affiliates (hereinalter and collectively, "Respondent”) violated and ¢ontinues to violate
the Fair Housing Act by providing residential real estate related transactions ina
manner that discringinates because of race, color and national origin.

Specifically, Complainant alleges that since at least 2011, Respondent discriminated in
the marketing and origination of housing-related pmduct@. as evidenced by the low
number of mortgages it made to African-American, Asian-American. and Latino
borrowers in comparison to the demographics of the counties in Respondent’s CRA
assessment area and to the average industry market share, Cmnpiamam;«; alsoallege
Rt.spcmdem diserimingted on the basis of race, national origin andior color, in lovating
and maintaining mostof its bank branches in areas that serve majority-white
communities and do not.serve areas of high minerity concentration. Compldinant
alleges that Respondent™s practices amount to redlining and deny equal access to
housmmrelated services; incliding mortgages. to borrowers because of their race, color
and national origin in violation of the Fair Housing Act.
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Specifically, complainant alleges that in the 6 counties that comprise Respondent’s
CRA assessment area:

+ In African American majority neighborhoods: 0 Respondent branches: 7% of
industry branches

« In Asian American majority neighborhoods; 1.4% of Respondents branches;
6.6% industry branches

« In Latino majority neighborhoods: 14,9% Respondent’s branches; 19.6% of
industry branches

In addition, Complainant alleges that market share and other analyses of Home
Mortgage Disclosure Act (HMDA) data and data provided o federal banking
regulators show that, since at least 2011, Respondent made few loans to Asian
American, African American, and Latino borrowers and communities in absolute
terms, in relation to the demographics of the counties in Respondent's CRA assessment
area, and/or in relation 1o the industry as a whole. For example, for home loans
originated in Respondent’s six county CRA assessment area, Respondent had the
following market shares in 2014:

+  Respondent market share for all home loans - .03%

« Respondent market share for loans originated in majority minority census tracts
- .02%

« Respondent market share for loans originated to Asian American borrowers -
02%

« Respondent market share for loans originated to Latino borrows 01%

s Respondent market share for loans originated to African American borrows «
0% (no loans originated to African American borrowers)

The most recent date on which the alleged diserimination eccurred:

, and is continuing.
Types of Federal Funding Identified:

The acts alleged in this complaint, if proven, may constitute a violation of the
following sections:

804a or £, 805, and 804b or f of Title VIIT of the Civil Rights Act of 1968 as amended
by the Fair Housing Act of 1988.
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Please sign and date this form:

I-declare under penalty of perjury that I have read this complaint {including any
attachmentsyund thatitis true and correct.

2l

On Behalf of CRC Date

NOTE: HUD WILL FURNISH A COPY OF THIS COMPLAINT TO THE PERSON
OR ORGANIZATION AGAINST WHOM IT IS FILED,
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Supplemental Narrative in Support of Fair Housing Complaint

Pursuant to 42 U.S.C. §§ 3604 and 3605, The California Reinvestment Coalition {(hereinafter
“Complainant CRC") and Fair Housing Advocates of Northern California - formerly Fair
Housing of Marin (hereinafter “Complainant FHANC”™) allege that CIT Group, by and through
its CIT Bank, N.A. subsidiary, as successor to OneWest Bank, and its subsidiaries and affiliates
(hereinafter and collectively, “Respondent™) discriminated on the basis of race, national origin
and/or color in violation of the federal Fair Housing Act (42 U.S.C. §3604(a), §3604(b),
§3604(c), §3604(d) and 3605(a)). Respondent has violated and continues to violate the Fair
Housing Act (“FHA”) by locating and operating branches and services in a manner which did
not and does not give equal access 1o all consumers and loan seekers based on race, national
origin and/or color. Respondent further violated and continues to violate the FHA by failing to
market and originate residential real estate products to Asian American, African-American and
Latino borrowers and communities for multiple years. In addition, Respondent is maintaining
and marketing (or failing to market) Real Estate Owned (“REO™) properties in a state of
disrepair in predominantly African-American, Latino, and other non-White communities
(hereinafter “comnuumities of color™) while maintaining and marketing such properties in
predominantly White communities in a materially better condition.

Through the acts and omissions described herein, and those to be discovered during the course of
HUD?’s investigation, Complainants allege that Respondent has a systemic and particularized
practice of engaging in differential treatment in locating branches and services, failing to market
and originate residential real estate products, and maintaining and/or marketing its REO
properties on the basis of race, national origin and/or color. This practice has been ongoing and
continues to persist through the present.

FACTUAL BACKGROUND

Complainant California Reinvestment Coalition (CRC) is a statewide nonprofit coalition of 300
member organizations, incorporated under the laws of California, with its principal place of
business in San Francisco. CRC organizational members include numerous fair housing
organizations, housing and consumer credit counseling agencies, legal service and legal aid
offices, Community Development Financial Institutions, community development corporations,
small business technical assistance providers, and other organizations involved in addressing the
housing, mortgage, small business and other credit needs of California’s residents and
communities of color. Complainant CRC’s mission is to build an inclusive and fair economy
that meets the needs of communities of color and low-income communities by ensuring that
banks and other corporations invest and conduct business in our communities in a just and
equitable manner. Complainant CRC furthers its mission through regulatory and legislative
advocacy, dialogue and negotiations with banks and other corporations, research, and outreach
and education of and with its member organizations. Respondent’s discriminatory conduct has
required Complainant CRC to frustrate its mission and to divert its resources.
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Through its advocacy, trainings, technical assistance, research, media work, outreach and
education of its members, Complainant CRC works to ensure that corporations are meeting the
needs of, and responsible participants in the economies of, communities of color and low income
communities. The unlawful conduct of Respondent has injured Complainant CRC by:

1) interfering with these efforts to promote responsible corporate behavior in the state;

2) frustrating Complainant CRC’s mission and purposes of building an inclusive and fair
economy that meets the needs of communities of color and low income communities by ensuring
that banks and other corporations invest and conduct business in our communities in a just and
equitable manner; and 3) diverting Complainant CRC’s resources away from advocating for
better laws, regulations and corporate practices in furtherance of equal access to housing and
other resources, and diverting Complainant CRC’s resources away from advocating against other
harmful practices, policies and actors that discriminate against people and neighborhoods of
color in California. Respondent has injured Complainant CRC by requiring Complainant CRC to
commit scarce resources, including substantial staff time and the expenditure of limited funds, to
research and analyze Respondent’s discriminatory practices, educate the public about such
practices, and advocate for regulatory and other responses to halt and remedy the discriminatory
conduct, amongst other activities.

Complainant Fair Housing Advocates of Northern California (FHANC) is a non-profit fair
housing organization and member of both CRC and the National Fair Housing Alliance (NFHA),
incorporated under the laws of the State of California and with its principal place of business in
San Rafael, California. FHANC works to promote equal opportunity in the renting, purchasing,
financing, and advertising of housing; educate people regarding federal and state fair housing
laws; promote integrated communities and neighborhood diversity; and eliminate discriminatory
housing practices. FHANC engages in a number of activities to further its mission of promoting
equal housing opportunities, including but not limited to: fair housing and fair lending
counseling, foreclosure prevention and pre-purchase counseling and education, educational
programs in schools and the community regarding fair housing and diversity, fair housing
training programs for housing providers, and advocacy for affordable housing. Respondent’s
discriminatory conduct has required FHANC to frustrate its mission and to divert is scarce
resources.

Respondent has injured Complainant FHANC by requiring Complainant FHANC to commit
scarce resources, including staff time, to conduct numerous investigations of the maintenance
and marketing of Respondent’s REO properties in Solano and Contra Costa Counties. As a result
of this expenditure of time and resources, FHANC was forced to divert resources and time away
from other intended projects and programs, and to delay, suspend, or even cancel such
programming. In addition, FHANC engaged in significant community outreach and public
efforts in order to address and atiempt to counteract the effects of Defendants’ conduct. FHANC
has also expended its own funds to engage in community development, homeownership
promotion, and neighborhood stabilization efforts. FHANC’s financial investments have been
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and are continuing to be undermined by the existence of Respondent’s deteriorating and poorly
maintained REO properties in those comnunities.

Respondent CIT Bank, N.A. is a national bank chartered and regulated by the Office of the
Comptroller of the Currency, and headquartered in Pasadena, California. CIT Baok, N.A.
operates approximately 71 retail branches throughout southern California, and engages in
mortgage lending, small business lending and the provision of other bank products and services.
CIT Bank, N.A. also controls Financial Freedom, an affiliate or subsidiary, which was in the
business of originating, and continues to be in the business of servicing reverse mortgage loans,
primarily those insured by HUD through the HECM program.

Respondent CIT Group, Inc. is a diversified financial services holding company which is
regulated by the Federal Reserve Bank of New York and which is a necessary party to this
complaint as it controls and owns CIT Bank, NA. CIT Group is a Systemically Important
Financial Institution with over $50 billion in assets.

National Origin and/or Color in Where Respondent Locates and Maintains Retail Branch Offices
And Offers Financial Products in Communities of Color Compared to Predominantly White
Communities

Complainant CRC alleges that Respondent is in the business of operating retail bank branch
offices in California and is charged with meeting the credit needs of the communities in which
these branch offices are located. Complainant CRC alleges that the Respondent discriminated on
the basis of race, national origin and/or color in locating and maintaining bank branches in areas
that serve majority-white communities, do not serve areas of high minority concentration, and
provide unequal access to residential real estate loans to Asian Americans, African Americans,
and Latinos, and unequal access to other bank products for people and neighborhoods of color
where 50% or more of residents are people of color. Respondent’s branch presence in majority
minority communities is below that of its peers which resulted and results in making residential
real estate, small business, and other loan products less available to persons based on race,
national origin and/or color, and which results in making banking services less available to
protected groups and neighborhoods. Additionally, of the 12 branches that have been
“consolidated” by Respondent, 5 of the 12 (or 41.6% of the total consolidations) were in
majority minority tracts. Respondent has sited branches in a way that avoids neighborhoods of
color and minority census tracts, and the resulting pattern of branch locations and consolidations
supports a claim of redlining.

Respondent has a strikingly low penetration of branches into neighborhoods that are
predominantly Asian American, predominantly African American, and predominantly Latino, in
absolute terms and compared to its peers. In Respondent’s six county CRA assessment areas:
« In African American majority neighborhoods: 0 Respondent branches; .7% of industry
branches
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e In Asian Arerican majority neighborhoods; 1.4% of Respondents branches; 6.6%
industry branches

¢ In Latinc majority neighborhoods: 14.9% Respondent’s branches; 19.6% of industry
branches'

C. Complainant’s Investigation and Analvsis Demonstrates a Pattern of Disparities Based upon
Race, National Origin and/or Color in How Respondent Markets, Offers, and Qriginates

White Communities and to Loan Applicants of Color Compared to White Loan Applicants.

Complainant CRC alleges that Respondent is in the business of marketing, originating, and
arranging loans for borrowers to purchase,, refinance, or maintain a dwelling secured by
residential real estate, Complainant CRC alleges that the Respondent discriminated on the basis
of race, national origin and/or color by failing to market its residential real estate loan products to
Asian Americans, African Americans, Latinos and/or majority minority communities in the Los
Angeles MSA and other Southern California counties in the Bank’s CRA assessment area.
Complainant CRC alleges that Respondent’s lack of market penetration in Asian American,
African-American, Latino, and majority minority communities in these markets made and makes
residential real estate products less available to persons based on race, national origin, and/or
color.

Market share and other analysis of Home Mortgage Disclosure Act (HMDA) data, and data
provided to federal banking regulators by the Respondent itself, show that since at least 2011,
Respondent made few loans to protected groups and communities in absolute terms, in relation
to the demographics of the counties in Respondent’s CRA assessment area, and in relation to the
industry as a whole. Respondent’s home lending shows a significant disparity when compared to
other lenders. In addition, Respondent’s small business lending activity is concentrated in white
neighborhoods, at the expense of residents, small businesses, and neighborhoods of color.

In 2015, in the Los Angeles Combined Statistical Area (CSA),* African Americans comprised
6.2% of the population, Asian Americans comprised 12.1% of the population, Latinos comprised
43.3% of the population, and minority census tracts comprised 64.7% of all census tracts. Yet
home lending by Respondent in 2015 in the Los Angeles CSA did not equitably make credit
available and did not help meet community credit needs. Only 1.7% of Respondent’s home loans
were originated to African American borrowers (compared to 3.6% for the industry); only 8.4%
of Respondent’s home loans were originated to Asian American borrowers (compared to 11%
for the industry); only 8.4% of Respondent’s home loans were originated to Latino borrowers
(compared to 20.5% for the industry); and only 29.4% of Respondent’s home loans were
originated in minority census tracts (compared to 49.4% for the industry). These lending figures
are well below the representation of protected classes and protected neighborhoods according to
CSA demographics.

'Branch and census data used are current through June 2014,
? The CSA includes the counties of Los Angeles, Orange, Riverside, San Bernardino, and Ventura,
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Percent of
Los Angeles | Percentof | OneWest
CSA total mortgages
population | originated
in Los to these
Angeles borrowers
CSA in 2015
African 6.2% 1.7%
American
Asian 12.1% 8.4%
Americans
Latinos 43.3% 8.4%
Whites 35.3% §2.4%
50 to 100% 64.7% 29.4%
Minority
Census Tracts

For many years, Respondent’s lending to protected classes and in protected neighborhoods is
strikingly low in absolute terms and in comparison to that of Respondent’s peers. For example,
for home loans originated in Respondent’s 6 county CRA assessment area, Respondent had the
following market shares in 2014:

« 03% of all loans originated

s .02% of all loans originated in niajority minority census tracts

o 02% of all loans originated to Asian borrowers

« .01% of all loans originated to Latino borrowers

e 0% of all loans originated to African American borrowers (no loans originated)

Complainant CRC states that even according to data provided by Respondent, Respondent’s
lending to Asian American and African American borrowers, and to majority minority
communities, is also below peer lending and the demographics of the communities where
Respondent is engaged in business activity.
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According to data submitted to bank regulators by Respondent,” for lending in Los Angeles
County:

s In 2012, out of 43 home purchase and home improvement loans, Respondent made 0
loans to African Americans.

e In 2013, out of 26 home purchase and home improvement loans, Respondent made 0
loans to African Americans.

» In 2012, Respondent had a 10.1% Asian American origination market share, while its
peers were at 24.2%. In other words, Respondent’s Asian American market share was
less than half the industry average.

s In 2013, Respondent similarly had an 11% Asian American origination market share,
while its peers were at 23%, with Respondent at less than half the industry average.

Again, these data points were provided by Respondent to the Federal Reserve Bank of New York
as part of the CIT Group, Inc. and OneWest Bank merger process.

Respondent’s systemic practice of failing to effectively market, offer and originate mortgage
loans and other loan products in communities of color violates the Fair Housing Act, 42 U.S.C.
§§ 3601, et seq. and HUD’s implementing regulations.

D. Respondent’s Role in Maintaining and Marketing REO Properties

A property becomes an REO property when a bank or lender has foreclosed upon or repossessed
a home from a homeowner or borrower and the ownership of the property has reverted to the
bank or lender. After a foreclosure occurs, the foreclosing entity that owns the REO property has
the responsibility to maintain the property and engage in disposition strategies, including but not
limited to sale to a potential owner-occupant or investor, donation to a non-profit or local
government entity, conveyance, or bulk auction. In addition, the owner of a REO property may
contract with another entity to service or maintain the REO property. Respondent is the owner of
REOQ properties and is respousible for preserving, maintaining, marketing, and selling REQ
properties.

Respondent utilizes employees and agents to preserve, maintain, service, market, and sell REO
properties throughout the United States. Respondent has a vast network of brokers/agents who
list REO properties on behalf of Respondent and help to maintain and market those properties.
Respondent also contracts with asset management companies that perform preservation and
maintenance work on REQ properties on its behalf. Respondent is responsible for the acts of its
employees, agents, brokers, contractors and servicers.

3 RESPONSES TO THE REQUEST FOR ADDITIONAL INFORMATION DATED DECEMBER 10, 2014 FROM THE
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM IN CONNECTION WITH THE APPLICATION TO
THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM RELATING TO THE PROPOSED
ACQUISITION OF IMB HOLDCO LLC BY CIT GROUP INC. AND CARBON MERGER SUB LLC, December 22, 2014,
pp. 6, 7, available at: https:/ fwww federalreserve.gov/bankinforeg/2014-12-22_Response_to_2014-12-
10_Al_Request.pdf
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E. Complainant’s Investigation Demonstrates a Pattern of Disparities Based upon Race, National
Origin and/or Color in How Respondent Maintains and Markets REQ Properties in Communities
of Color Compared to Predominantly White Communities

From April 2014 - May 2016, Complainant FHANC investigated sixteen of Respondent’s REO
properties in Solano and Contra Costa Counties, six in predominantly Latino communities, seven
in predominantly non-White communities, and three in predominantly White communities.
Complainant employed a methodology for investigating how REQO properties are maintained and
marketed, measuring whether there are differences between how REO properties are maintained
and marketed in communities of color compared to REO properties in predominantly White
communities. A predominantly non-White neighborhood is defined as one in which 50% or
greater of the population is non-White.

Investigators visited and photographed the properties in question, noting the number and type of
deficiencies present on the REO. Deficiencies denote problems with important maintenance
issues addressing curb appeal, health and safety items, structural issues for marketing the REQ,
and maintaining property values in a way that one would expect of a good neighbor. Evaluation
measures include curb appeal (trash, leaves, overgrown grass, overgrown shrubs, invasive plants,
dead grass); structure (broken windows, broken doors, damaged fences, damaged roof, holes,
wood rot); signage (trespassing/warning signs, “Bank owned,” “auction,” or “Foreclosure” signs,
“For Sale” signs missing/discarded); paint/siding (graffiti, excessive peeling/chipped paint,
damaged siding); gutters (missing, out of place, broken, hanging, obstructed); water damage
(mold, algae, discoloration, excessive rust, erosion); utilities (tampered with or exposed). No
homes that were occupied or undergoing construction were evaluated in this complaint.

Results of Complainant FHANC’s REQ investigations demonstrate a pattern of far fewer
maintenance deficiencies or problems in predominantly White communities as opposed to
communities of color in line with patterns that have been seen with Fannie Mae, Bank of
America, US Bank, and other lending institutions. While Respondent’s REO properties in White
communities were generally well maintained and well marketed with manicured lawns, securely
locked doors and windows, and attractive, professional, “for sale” signs posted out front,
Respondent’s REO properties in communities of color were more likely to have trash strewn
about the premises, overgrown grass, shrubbery, and weeds, and boarded or broken doors and
windows among many other curb appeal and structural issues. The only exception was an REO
property in a White community that is 52-53% White and borders a community of color.
Respondent’s REOs in communities of color appear abandoned, blighted, and unappealing to
potential homeowners, even though they are located in stable neighborhoods with surrounding
homes that are well-maintained.

Overall, REO properties in White communities were far more likely to have a small number of
maintenance deficiencies or problems than REO properties in communities of color, while REO
properties in conumunities of color were far more likely to have large numbers of such
deficiencies or problems than those in White communities. In addition, in these metropolitan
areas, Complainants documented significant racial disparities in many of the objective factors
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evaluated. Complainant FHANC’s investigation of Respondent’s REO properties highlights
disparities in the maintenance and marketing of REO properties in communities of color vs.
predominantly White communities.

Complainant FHANC found the following patterns based upon its investigation of sixteen REOQ
properties owned by Respondent in Solano and Contra Costa Counties:

66.7% of the REO properties in White communities had fewer than 5 maintenance or
marketing deficiencies, while none of the REO properties in communities of color had
fewer than 5 deficiencies,

100.0% of the REQ properties in communities of color had 5 or more maintenance or
marketing deficiencies, while only 33.3% of the REO properties in predominantly White
communities had 5 or more deficiencies.

53.8% of the REQ properties in communities of color had 10 or more maintenance or
marketing deficiencies, while none of the REO properties in predominantly White
communities had 10 or more deficiencies.

7.7% of the REQ properties in communities of color had 15 or more maintenance or
marketing deficiencies, while none of the REO properties in predominantly White
communities had 15 or more deficiencies.

REO properties in communities of color were far more likely to have certain types of deficiencies or
problems than REO properties in predominantly White communities. Complainant FHANC found
significant racial disparities in the majority of the objective factors it measured, including the
following:

.

61.5% of the REQ properties in communities of color had substantial amounts of trash on
the premises, while none of the REQ properties in predominantly White communities had
the same problem.

30.8% of the REO properties in communities of color had accamulated mail, while none of
the REO properties in predominantly White communities had the same problem.

61.5% of the REO properties in communities of color had overgrown grass or dead
leaves, while none of the REQ properties in predominantly White communities had the
same problem.

15.4% of the REO properties in communities of color had at least 10% to 50% of the
property covered in dead grass, while none of the REO properties in predominately White
communities had the same problem.
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23.1% of the REO properties in communities of color had at least 10% to 50% of the
property covered in invasive plants, while none of the REO properties in predominately
White communities had the same problem.

61.5% of the REO properties in communities of color had unsecured or broken doors,
while none of the REO properties in predominantly White communities had the same
problem.

53.8% of the REQ properties in communities of color had broken or boarded windows,
while only 33.3%* of the REO properties in predominantly White communities had the
same problem. *The property in question is 52-53% White, bordering a community of
color.

61.5% of the REO properties in communities of color had a damaged fence, while none of
the REO properties in predominantly White communities had the same problem.

46.2% of the REQ properties in communities of color had holes in the structure of the
home, while none of the REQO properties in predominantly White communities had the same
problem.

15.4% of the REO properties in communities of color had woed rot, while none of the REO
properties in predominantly White communities had the same problem.

61.5% of the REO properties in communities of color had ne professional “for sale” sign
marketing the home, while none of the REQO properties in predominantly White
communities had the same problem.

53.8% of the REO properties in communities of color had damaged siding, while none of
the REO properties in predominantly White communities had the same problem.

15.4% of REQ properties in communities of color had missing or out of place gutters,
while none of the REQ properties in predominantly White communities had the same
problem.

30.8% of REO properties in communities of color had broken or hanging gutters, while
none of the REO properties in predominantly White communities had the same problem.

23.1% of the REO properties in communities of color had exposed or tampered-with
utilities, while none of the REO properties in predominantly White communities had the
same problem.
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Respondent’s systemic practice of failing to maintain REO properties in communities of color on
the same basis as they maintain properties in White communities violates the Fair Housing Act,
42 U.S.C. §§ 3601, et seq. and HUD’s implementing regulations.

LEGAL CLAIMS
FIRST CAUSE OF ACTION: 42 U.8.C. § 3604(b)

Section 3604(b) states it is unlawful “[t]o discriminate against any person in the terms,
conditions, or privileges of sale . . . of a dwelling, or in the provision of services or facilities in
connection therewith, because of race, color ... or national origin [.]7 42 U.S.C. § 3604(b).
HUD’s implementing regulations state “[i]t shall be unlawful, because of race . . ., to impose
different terms, conditions or privileges relating to the sale . . . of a dwelling or to deny or limit
services or facilities in connection with the sale . . . of a dwelling.” 24 C.F.R. § 100.65(a), and in
particular that “prohibited actions under this section include, but are not limited to: . . . Failing or
delaying maintenance or repairs of sale or rental dwellings because of racef.]” Id. § 100.65(b)(2)
(emphasis added). By consistently failing to undertake basic maintenance or repairs of REO
properties in communities of color while consistently maintaining and/or repairing REO
properties in predominantly White communities in a superior fashion, Respondent engages in the
“prohibited action” of “failing or delaying maintenance or repairs of sale . . . dwellings because
of race,” id. § 100.65(b)(2), and thereby discriminates “in the terms, conditions, or privileges of
sale . . . dwelling, or in the provision of services or facilities in connection therewith, because of
race, color ... and national origin[.]” 42 U.S.C. § 3604(b). Additionally, Respondent’s acts,
policies, and practices, in its retail branch location and its home loan marketing and origination
penetration, have provided and continue to provide different terms, conditions, and/or privileges
of sale of housing, as well as different services and facilities in connection therewith, on the basis
of race, national origin and/or color in violation of 42 U.S.C. §3604(b).

SECOND CAUSE OF ACTION: 42 U.S.C. § 3604(c)

Section 3604(c) broadly prohibits discrimination in the advertising of dwellings for sale or rent.
See 42 U.S.C. § 3604(c). HUD’s regulations state it is unlawful to “make, print, or publish” a
discriminatory notice, statement or advertisement about a dwelling for sale, including through
signs, banners, posters or any other documents. 24 C.F.R. § 100.75(a)~(b). In particular,
“{dliscriminatory notices, statements and advertisements include, but are not limited to™
“[s]electing media or locations for advertising the sale . . . of dwellings which deny particular
segments of the housing market information about housing opportunities because of race,” id. §
100.75(c)(3), and “[r]efusing to publish advertising for the sale . . . of dwellings or requiring
different charges or terms for such advertising because of race, color ... or national origin[.]" Id.
§ 100.75(c){4). Respondent’s practice of failing to advertise its REQ properties with a “for sale”
sign in communities of color at substantially the same rate as in predominantly White
communities and its related practice of posting signs in communities of color that convey a
message that homes are dangerous, undesirable, or distressed violates § 3604(c) and 24 CF.R. §
100.75(c) and (d) by selecting advertising locations that deny communities of color vital
information about opportunities to purchase REO properties, and by refusing to publish

10
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advertising or using different terms to advertise REO properties in communities of color, because
of race, color and/or national origin.

THIRD CAUSE OF ACTION: 42 US.C. § 3604(d)

Section 3604(d) makes it unlawful “to represent to any person because of race . . . that any
dwelling is not available for inspection, sale, or rental when such dwelling is in fact so
available.” 42 U.S.C. § 3604(d). HUD’s implementing regulations state that “[i}t shall be
unlawful, because of race . . . to provide inaccurate . . . information about the availability of
dwellings for sale or rental,” including by “{1}imiting information, by word or conduct, regarding
suitably priced dwellings available for inspection, sale or rental, because of race,” or by
“Iplroviding . . . inaccurate information regarding the availability of a dwelling forsale . . . to
any person . . . because of race, color ... or national origin{.]” 24 C.F.R. § 100.80(a), (b)}(4)-(5).
Through a combination of sub-standard maintenance, failing to market homes as “for sale,” and
the affirmative marketing of these homes as dangerous, undesirable, or distressed, Respondent
violates § 3604(d) by conveying an inaccurate message to existing homeowners and prospective
purchasers in communities of color that its REO properties in communities of color are “not
available for inspection, [or] sale, . . . when such dwelling(s] [are] in fact so available,” because
of the race, color or national origin of the homeowners or purchasers in these communities of
color. 42 U.S.C. § 3604(d). In addition, the same practices drastically limit information or
provide inaccurate information about the availability of REO properties because of race in
violation of 24 C.F.R. § 100.80(b)(4), and (5).

FOURTH CAUSE OF ACTION: 42 U.S.C. § 3604(a)

Section 3604(a) states that it is unlawful to “refuse to sell or rent after the making of a bona fide
offer, or to refuse to negotiate for the sale or rental of, or otherwise make unavailable or deny, a
dwelling to any person because of race, color ...or national origin[.]” 42 U.S.C. § 3604(a).
Respondent’s differential treatment in maintenance and marketing of REO properties violates §
3604(a), as it “refusefs] . . . to negotiate™ or “usfes] different . . . sale . . . standards or procedures
... or other requirements . . . because of race.” 24 CF.R. § 100.60(b)(2), (4). Furthermore, these
practices “restrict . . . the choices of a person by word or conduct in connection with seeking,
negotiating for, buying . . . a dwelling so as to perpetuate, or tend to perpetuate, segregated
housing patterns,” by conveying a message to prospective purchasers that REO properties in
communities of color are not available or desirable. 24 C.F.R. § 100.70(a). Specifically, these
practices “exaggerat[e] [the] drawbacks” of REO properties, “fail to inform” purchasers of
“desirable features of a dwelling or of a community, neighborhood, or development,” and
“discourag[e]” persons “from inspecting [or] purchasing” REO properties “because of the race . .
. of persons in a community, neighborhood, or development.” 24 C.F.R. § 100.70{c)(1)-(2).
Finally, in the most severe instances of poor maintenance, Respondent’s practices can cause
REO properties in communities of color to fall into such disrepair that they cannot be restored
and must be demolished, making them completely “unavailable” to purchasers. See 24 C.F.R. §
100.70(b). Additionally, Respondent’s acts, policies, and practices, in its retail branch location
and its loan marketing and origination penetration, have made and continue to make housing
unavailable on the basis of race, color or national origin, in violation of 42 U.S.C. §3604(a).

11
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FIFTH CAUSE OF ACTION: 42 U.S.C. § 3605

Section 3605 states that “It shall be unlawful for any person or other entity whose business
includes engaging in residential real estate-related transactions to discriminate against any person
in making available such a transaction, or in the terrus or conditions of such a transaction,
because of race, color, religion, sex, handicap, familial status, or national origin.

(b) Definition.--As used in this section, the term "residential real estate-related transaction”
means any of the following: (1) The making or purchasing of loans or providing other financial
assistance-- (A) for purchasing, constructing, improving, repairing, or maintaining a dwelling; or
(B) secured by residential real estate. Here, Respondent’s acts, policies and practices in its retail
branch location and its loan marketing and origination penetration have provided and continue to
provide different terms, conditions and/or privileges on the basis of race and/or color in
connection with the making of residential real estate related transactions, in violation of 42
U.S.C. §3605. Respondent avoided the credit needs of majority minority neighborhoods and
residents, thereby engaging in acts or practices directed at prospective applicants that
discouraged people in minority neighborhoods from applying for credit.

As a result of such discriminatory conduct, individuals, homeowners, small businesses, local
jurisdictions, and local institutions in the communities served by Complainant CRC and its
member organizations and Complainant FHANC, have been subjected to: 1) decreased
opportunities to access home purchase, home and refinance, and other loan products; 2}
decreased access to banking services available at retail banking offices and branches; and 3)
decreased opportunities for orderly maintenance and transfer of properties and ensuing increased
risk of destabilized and blighted communities.

Concurrently with, and in part resulting from, Respondent’s disinvestment, foreclosures and
faulty REO property maintenance practices in neighborhoods of color, the Los Angeles MSA,
Los Angeles CSA, Respondent’s CRA assessment area, Solano and Contra Costa County
communities, and communities throughout the state have been negatively impacted.
Communities have witnessed the large scale purchase by investors of distressed REO properties
and distressed loans, the dramatic increase in the cost of homeownership and rental housing, and
the gentrification of communities of color and displacement of large numbers of protected
classes of people. These dynamics have been exacerbated by Respondent’s failure to make home
mortgage and other loan products, housing, branch access, adequate REO property maintenance
and marketing, and related services and products available to Asian American, African
American, Latino, and other of color residents and communities.

Complainants believe this discriminatory conduct is ongoing and will not abate without
intervention. Further, complainants assert that these allegations demonstrate a pattern and
practice of discriminatory conduct by Respondent. Additional context, including widespread
foreclosures® in neighborhoods of color by Respondent® paints an even clearer picture of an

* Complainant CRC’s analysis of HUD s response to CRC’s Freedom of Information Act (FOTA) request found that
Respondent’s subsidiaries and affiliates were responsible for at least 38% of all foreclosures on seniors, non-

12
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institution that serves white communities with branches and loans, and interacts with
neighborhoods of color and vulnerable communities through foreclosures.

In response, Complainants have expended considerable resources to bring Respondent’s
discriminatory practices to light, and in so doing, have put Respondent on notice as to its
discriminatory practices, conduct and impact, on California residents and communities in
violation of the Fair Housing Act, 42 U.S.C. section 3604 and 3605.

borrower spouses and their farmily members as part of the FHA Home Equity Conversion Mortgage (HECM)
program from April 2009. Additional CRC analysis finds that of all of Respondent’s foreclosures in California on
reverse mortgage borrowers, non-borrower spouses and their family members, 47% were in neighborhoods where
most of the residents were people of color.

* Complainant CRC’s analysis of Respondent’s 36,382 foreclosures in California from April 2009 to April 2015
found that 68% of such foreclosures were in majority rinority zip codes, and that 35% of Respondent’s California
foreclosures were in zip codes where 75% of the residents were people of color.

i3
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BLOOMBERG

OneWest Seeks Wall Street’s
Help Lobbying Yellen on CIT

Matthew Monks and Elizabeth Dexheimer
January 8, 2015, 2:06 PM PST

A California group that advocates for low-income borrowers is calling on regulators
to hold hearings on the biggest U.S. bank sale of 2014. The target of that deal,
OneWest Bank, is pushing back in an unusual way.

OneWest Chief Executive Officer Joseph Otting sent an e-mail to his contacts on Wall
Street this week asking for help to discourage bank overseers from holding public
hearings on its $3.4 billion takeover by CIT Group Inc.

Otting’s e-mail includes a link to a petition addressed to Federal Reserve Chair Janet
Yellen and others stating that “there is no need for a public hearing.” The contents of
the e-mail were described by executives at investment banks who received the
message and spoke on the condition that they not be named so as not antagonize a
potential client.

“I have never heard anything like this,” said Bert Ely, an independent banking
consultant. “It strikes me as unusual and kind of overkill, unless possibly there is a
problem that hasn’t surfaced publicly yet that they are trying to mitigate or minimize.”

OneWest is the former IndyMac Bancorp, which failed in 2008 and was acquired by a
group of investors including George Soros and John Paulson the next year.

“It’s general business practice to solicit comments from key constituencies, including
customers, community organizations and trade associations, to highlight the supporta
proposed merger/transaction has within the community,” David Isaacs, a spokesman
for OneWest, said in an e-mailed statement. Representatives of CIT and the Fed
declined to comment.
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Sale Criticism

IndyMac’s 2009 sale by the Federal Deposit Insurance Corp. was the target

of protests by foreclosed homeowners outside the residence of Steven Mnuchin, its
chairman. Mnuchin, a former Goldman Sachs Group Inc. partner, brought together
Soros, Paulson and others including Michael Dell to acquire IndyMac for about $1.5
billion.

Those backers agreed last July to sell Pasadena, California-based OneWest to CIT, the
New York business lender run by John Thain, and that’s revived the protests.

A copy of Otting’s e-mail was forwarded to Bloomberg News by Kevin Stein,
associate director of the California Reinvestment Coalition, or CRC, which advocates
for low-income borrowers and is a primary opponent of the deal.

His group, which organized a protest at OneWest’s headquarters in December, has
argued in letters to state and federal regulators that the deal will create another “too-
big-to fail” bank. The transaction would enrich OneWest management with little
benefit to the community, CRC said.

Yellen Letter

Below a message titled “Show your support for OneWest Bank,” visitors to the
OneWest website are encouraged to add their name and address to a form letter to
Yellen.

“This merger will retain and create new jobs in California,” the letter reads. “I believe
the management team and OneWest have demonstrated its commitment to our
community and to serving the needs of not only their clients but the community at
large and due to this, 1 do not believe there is a need for a public hearing.”

Regulators have made it harder for big banks to merge since taxpayers bailed out the
largest U.S. lenders during the financial crisis. M&T Bank Corp.’s $3.7 billion deal
for Hudson City Bancorp. Inc. has been stalled since 2012. The Fed delayed Capital
One Financial Corp.’s $9 billion acquisition of ING Groep NV’s online bank for
public hearings.
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The CIT deal is-slated to close in the first half of 2015, pending approval from the Fed
and Office of the Comptroller of the Currency.

CIT would have $67 billion in assets and 73 branches after buying

OneWest, according to an investor presentation in July. At that size, CIT would
become the 36th largest bank holding company by assets, according to regulatory
data.
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Finnegan, David

From: @grmail.com on behalf of

Sent: Friday, January 16, 2015 12'57 PM

T Finnegan, David

Subject: Fraudulent use of my email account (RE. Support for the OneWest and (T Mérge)
Categories: Red Category

Mr. David Finnegan
acc

This is to bring to your attention that I received an email from the office of OCC regarding a
subject I am completely unaware of. I DID NOT send the email below that you responded to.
This is a fraudulent use of my email account. I will be working with' my email hosting provider to
ensure that this dees not happen again.

1 will appreciate your reply ackniowledging this very important notice. Thank you very much!

--------- Forwarded message -—--------*
From: WE Licensing <WE.Licenying @y
Date: Fri, Jan 16, 2015 at 11:34.AM
Subject: RE: Support for the OneWest and CIT Merger
To: " "

Dear Commenter,

The Office of the Comptrotler of the Currency (0CC) acknowledges receipt of your cornments regarding the
merger of CIT Bank, Salt Lake City, Utah with and into OneWest Bank, National Association, Pasadena, CA.

At this time, the OCC has not made a decision as to whether it will hold public hearings  Should the OCC
decide to hold public hearings, we will notify you promptly,

106
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For more information regarding the OCC's practice on receipt and review of public comments received in
connection with pending applications, please see Comptrotler's Licensing Manual (Public Notice and
Comments) at

Dk fioega

TSI O

Please be advised that & representative of OneWest Bank, National Association has been provided a copy of
yOur cogunent.

: Jrmailio
Friday, Janoary 16, 2015 11:42 AM
To: comments,apphcations @ ny trb.ore; WE Licensing
Subject: Support for the OneWest and CIT Merger

Subject: Support for the OneWest and CIT Merger
Dear Chair Yellen, Presideat Dudley and Comptrolier Carry,

T am writing to offer my support. for the pending OneWest and CIT merger. OngWest serves as a strong solurce
of capital and banking services to'the Southern California community. This merger will retain and create new
jobs in California. I believe the management team and OneWest have demonstrated ifs commitment to our
community and to serving the heeds of not only their clients but the community at large and due o this, T'do not
believe there is a nead for a public hearing.

Kind regard:

107
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Finnegan, David

Fron:

Sent: Enday, January 16, 2015 7 56 PM
To: Finnegan, David

Subject: OneWest/CIT

Follow Up Flag: Follow up

Flag Status: Flagged

Categories: Red Category

Pam NOT the writer of the communication below — name, addréss & zip are wrong:
Dear Commenter,

The Office of the Comprroller of the Currency (OCC) acknowledges receips of your commenis regarding the mergerof
CIT Bank, Salt Lake Ciry, Ural with and into OneWest Bank, National Association, Pasadena, CA.

At this time, the OCC has not made a-deceston s to whether 1t will kold public hearings. Should the OCC decide 1 hold
public kearings, we widl notify you promptly

For more wformation regarding the OCC's practice on receipt and review of public conyaens recerved in connection
with pending applications, please see Comptroller's Licensing Manual {Publie Notice and Comments) at
Aoy gorfpublicanendpulilic duoms-ba -1 pefliccosingsiariat Publie NClhookdet pdi

We appreciate your comments and will consider thew during our review of the application If vow have questions, please
cortact David Fisnegan ar (7204 475-7650 or Davtd finiegaan @ o o dmvds gon

Flease be advised that a representative of OneWest Bank, National Association hus been provided a copy of your
CORMERL

: v 16,2015 12°13 PM
Fo. cemmments applic atinnyieg iy WE Licensing
Subject. Support for the OneWestand CIT Merger

Subject- Suppor: for the OneWesi and CIT Mérger.
Dear Chair Yellen, President Dudley and Comptvoller Curey,

1 am writing i offer-ms support for the pending OneWest and CIT mevger OneWest serves as a strong source of caputal
and banking services to the Southern California communtry. This merger will retain and create new jobs in Californiu. §
belivve the management team and OneWest have demonstrated irs ¢ i { 1o gur o v and to serving the needs

of not only their clients but the copumunity at Jarge and due to this, I do not belfeve there iy o need for a public heqring.

08
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Finnegan, David

From: Finnegan, David

Sent: nuary 20, 2015 802 AM
Too

Subject: RE: OneWest/CIT

Thank you for letting us know.

David W, Finnegan

Senior Licensing AnalystNBE
Western District
720/475-7653

, 2015 7:56 PM

To: Finnegan, Dawvid
Subject: OneWest/CIT

I am NOT the writer of the communication below - name, address & zip are wrong:
Dear Commenter,

The Gffice of the Comprroller of the Curvency {0CC) doknawledges recept of your conunents régardog the mergerof
CIT Bank, Salt Loke City, Utah with and into OneWest Bank. National Association, Pasadena, CA.

At thus time. the OCC has not made a decision as o whether it will hold public hearmgs. Should the QCC decide 1o hold
pubhic hearings, we will notify you promptiy,

For more information regardurg the OCC's practice on receipt and review of public contments Feieived in connection
with pending applications, please see Comptrofler's Licensing M F{Public Nonee and Conmenisi ot
htip:Hoce. govipublicationsipublications-by-typedicensing-manuals/PublieNChooklet pdf

We appreciate your comments and will consuder thens during our review of the appheation. If vow have gieitions, please
contact David Finnegan ar {7201 475-7650 or David finnegan® redy.gov.

Please be advised that a représentitive of Ore West Bank. National Association has been provided a copy of your
comment.

applieations@ny frhorg: WE Licensing

Sthject- Support for the OneWest and CIT Merger

Subject: Support for the OneWest and CIT Merger
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Dear Chair Yeilen, President Dudley .ad Comptrotler Curry,

T am writing to offer my. support for the pending OneWest and CIT merger. OneWest serves as a strong source of capital
and banking services to the Southern Calfornia community. This mesger will refain and create new jobs in California. 1
believe the management team and OneWest have demonstrated ts commimment to oy co tyand to serving the needs
of not only thewr clients but the community at furge and die &y this, I do not belisve there s a need for & public hearmg

Knd regards
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Finnegan, David

From: yahoo.com>
Sent: rednesday; |

To: WE Licensing

Subject: Re: Support for the OneWest and CIT Merger

| dhid not wite thes letter?

3 On Feb 18, 2015, at B:18 AM, WE Licerising <WE Licensing@occ.treas.govs wrote:

Z Dear Commenter,

>

» The Office of the Comptrolier of the Currency (OCC) scknowledges réceipt of your comments regarding the merger of
CIT Bank, Salt Leke City, UT with and nto OneWest Bank, National Association, Pasadena, CA,

ZThe QCC has decided  will hold a public meeting regarding the merger. Please refer to the following hink for mare

>
> For more information regarding the OCC's practice on receipt and review of public comments received in connection
with pending apphcations, please see Comptroller's Licensing Manual {Public Notice and Comments] at

http//oce gov/publications/ovblications-by-type flicensing-manuals/PublicNChooklet.odf
>

> Please be advised that comments are published without redaction of personally identifiable information including any
business or personal information such as name and address, e-mail addresses, or telephone numbers A representative
of OneWest Bank, National Association has been provided a copy of your comment.

>

> We appreciate your comments and will consider them during our review of the application. If you have questions,
please contact David Finnegan at {7201 475-7650 or Dovid finnegan@®occ.treas gov.

>

» <--Qriginal Message----

> Fram, 0 Byahoo.com [mailto)
> Sent: Saturday, February 14, 2015 4:36 AM
>To comments.apphcations@ny frb.ors, WE Licensing
> Subject: Support for the OneWest and CIT Merger

» Subject: Support for the GneWest and QT Merger

>

> Dear Chair Yelien, President Dudley and Comptrolfer Curry,

>

> Fam wnting to offer my support for the pending OneWsst and CIT merger. OneWast serves as a strong source of
capital and banking services to the Southern California community This merger will retainrand create new jobs in
Califarma. | believe the management team and OnaWest have demonstrated its commitment to our community and to

i
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serving the needs of not only their clients but the community at large and due 10 this, Ldo not believe there is a need for
a public hearing.

>

> Kind regards;
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Finnegan, David

From: iyahoocon-
Sent: Monday, February 23, 2015 1124 PM

Ta: WE Licensing

Subject: Re Support for the OneWest and (1T Merger

To whom it may concern<

I never send this email, | am not aware of the merge of the companies
Someone got a hold on my emafl address Sorry

Thanks,

On Wednesday, Febwuary 13, 2015 8 18 AM. WE Licensing <V L Loos wsegote

Dear Commenter,

The Office of the Comptroller of the Currency (OCC) acknowledges receipt of your comments
regarding the mergsr of CIT Bank, Salt Lake City, UT with and into OneWest Bank, National
Association, Pasadena, CA.

The QCC has decided ¢ will hold a pubbic meet mg fegard:ng the merger. Please refer to the following
fink tor more informatien hitp . vy ; swserelaases 2015 -0 15

For more information regarding the OCC's practice on receipt and review of public comments

received o connection with pendsng apphcations, please see Comptrc; ar's Licensing Manual {Public
Notice and Lommentb) at Lons s At f
§ Puby

b

Please be advised that comments are published without redaction of personally identifiable
mformation including any business or personal information such as name and addrass, e-mail
addresses, of telephone numbers. A reprasentative of OnaeWest Bank, National Assocration has
been provided a copy of your comment

We appreciate your comments and wilf consider them durng our review of the application If you
have questions, please contact David Finnegan at (720) 475-7650 or Dsvnd fiineaan 4 ovs e as.ads,

fmaitol

L2016 4.35 AM
aprnCanars ¥ oz il oy, WE Licensing

Qub]eot Suppon for the OneWest and CIT Margar
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Finnegan, David

From: Finnegan, David

Sent: Tuesday, January 2
To:
Subject: RE' Fraudulent-use of my email account {RE: Support for the OneWest and CIT Merge)

2015 804 AM

Tharik you for letting us kiiow about thus situation.

David

David W, Finnegan

Semor Licensing AnalystyNBE
Western Distnct
T20/475-7553

On Behalf Of

¥
To: Finnegan, David
Subject: Fraudulent use of my email accotint (RE: Support for the OneWest and CIT Merge)

Mr. David Finnegan
ocC

This is to bring to your attention that I rece 1 from th

1 received an email from the office of OCC veqarding a
subject I am completely unaware of. I DID NOT send the email below that you responded to.
This is 2 fraudulent use of my emall account. I will be working with my email hosting provider to

ensure that this does not happen again.

I will appreciate your reply acknowledging this very important notice. Thank you very much!

- FOrwarded message - -
Fron: WE Licensing <WE.Licensing@occ.t

a5 Z0V>
Date: Fri. Jan 16. 2015 at 11134 AM
Subject: RE: Support for the OneWest and CIT Merger



Dear Commenter,

The Office of the Comptroller of the Currency (OCC) acknowledges receipt of your comments regarding the
merger of CIT Bank, Salt Lake City, Utah with aad into OneWest Bank, National Association, Pasadena, CA.

At this time. the OCChas not made a deetsion as to whether it will hold public hearings. Should the OCC
decide to hold public hearings, we will notify you promptly.

Far more information regarding the OCC’s practice on receiptand review of public contments received in
connection with pending applications, please see Comptroller's Licensing Manual (Public Notice and
Comments) at

David.finncgan@occ.treas. gov.

Please be advised that a representative of OneWest Bank, National Association has been provided a copy of
your comment.

---Original Message
Fromg e nidilto
Sent: Friday, January 16, 42 AM
To: comrpents. applications@ny frh.org: WE Licensing
Subject: Support for the OneWest and CIT Merger

Subjeet: Support for the OneWest and CIT Merger
Dear Chair Yellen, President Dudley and Comptrolier Curry,

Tam writing to offer my support for the pending OneWest and CIT merger: OneWest serves as a strong source
of capital and banking services to the Southern Cahfornia corunugity. This merger will retain and create pew
jobs in California. I behieve the management team and OneWest have demonstrated 1ts commitment to our
community and to serving the nceds of not only their chients but the community at Jarge and dug to this, Ldo not
believe there is a need for a pubhc hearing.

ard

Kind re
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Finnegan, David

From: Finnegan, David

Sent: Tuesday, January 20, 2015 813 AM

Tao: Salley, Stephen M (Salleys@sulicrom.com}
Subject: FW OneWest/QIT

£Y1 and réview. 'We would appreciate any information you can provide regarding this submissior.

Thank you,
Dawd

David W. Finnegan

Senior Licensing Analyst/NBE
Western District
T20/475-7653

Tos Finnegan, David
Subject: OneWest/CIT

{ am NOT the writer.of the communication below ~ namie, address & up are wrong’
Dear Commenier.

The (ffice of the Compivolier of the Carrency (OCC) acknowledges recempt of your comments regurding the merger of
CIT Bank, Sedt Lake City, Utuh with and into OneWest Bank, National Associarion, Pasadena, CA

At this time, the OCC has not made a decision as 1o whether 1 will hold public hearings - Should the OCC decide 10 hold
pubhc hearmgs, we will notify you prompily

For more informaton regarding the QCCs practive on receipt und review of public eomhents recerved in connection
with pending applications, please see Comptrofler's Licensing Manual { Public Notice and Comments] at

Reipfloce gaovipublications/mublications-by-rvpeflicensing-maauals/Publi klet pdf

We appreciute your comments and will consider them durimg our review of the application. If you have guestions, please
centact David Fiegan at (7201 475-7650 or David finnegan@oee.tregs. gov

Piease be advised that o representative of One West Bunk, National Association has beewt provided a copy of your
vomment.

To! comments.applications@ny friorg, WE Livensing
Subject Support for the OneWest and CIT Merger
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E-Mail.

Stbject: Suppert for the OneWest and CIT Merger
Dear Charr Yelten, President Dudiey und Comptrolter Curry,

1§ am wruing 1o offer iy support for the pending OneWest and CIT merger. OneWest serves as a suong saurce of capital
and banking servives to the Southern California community. This merger will retamn and creete new jobs in Calfornia 1
belteve the managerent tean and OneWest have demonstrated its ¢ ftmett to onr ity and to serving the peeds
of not only their clients but the community ut large and due 1o this, ! do nat believe there is a need for a public hearing

Kind regosds,




156

Finnegan, David

From: Finnegan, David

Sent: Tuesday, January 20; 2615 8:13 AM

To: Salley, Steghen M (Salleys@suticrom comy)

Subject: FW Fraudulent use of my email account (RE Support for the OneWest and CT Merge)

FY1and review. We would apprediate any infarmation you can provide regarding this submission

Thank you,
David

David W. Finnegan

Senler Licensing AnalysUNBE
Woestern District
720/475-7653

- Ramail.com] On Behalf OF

)6

5] 7
Yo: Finnegan, David
Subject: Fraudulent use of my emall account {RE: Support for the OneWest and CIT Merge)

Mr. David Finnegan
ocC

This is to bring to your attention that X received an emaii from the office of rega
subject I am completely unaware of. I DID NOT send the email below that you responded to.

ensure that this does not happen again.

1 will appreciate your reply acknowledging this very important notice. Thank you very much!

—-eemmew Forwarded message —--------
From. WE Licensing <WE Licensing@ogcc.treas. gov>
Date: Fri, Jan 16, 2015 at 11:34 AM
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Subject: RE!
To: '}

Support for the OneWest and CIT Merger

Dear Commenter,

The Office of the Comptroller of the Currency (OCC) acknowledges receipt of your comments regarding the
merger of CIT Bank, Saly Lake City, Utah with and into OncWest Bank, National Association. Pasadena, CA

At this time, the OCC has not made a-decision as to whether it will hold public hearings. Should the OCC
decide to hold public hearings, we will notify you prompily.

For more information regarding the OCC's practice on receipt and review of public comments received in
connection with pending applications, please see Comptroller's Licensing Manual (Public Notice and
Comments) at

-b

hitp:iloce.govipublications/publications-by-typeficensing-manuals/PublicNChooklet.pdf

We appreciate your comments and will consider them during our review of the appheation. If you have
questions, please contact David Finnegan at (720) 473-7650 or

Please be advised that a representative of OneWest Bank, National Association has been provided a copy of
your comunent.

e - 1ailto;
Sent; Friday, January 16, 2015 11:42 AM
To: coments.applications@ny.frb.org; WE Licensing

Subject: Support for the OneWest and CIT Merger

Subject: Support for the OneWest and CIT Merger
Dear Chair Yellen, President Dudley and Comptroller Curry,

L arn writing to offer my support for the pending OneWest and CIT merger. OneWest serves as a strong source
of capital and bauking services to the Southern California commusity. This merger will retain and create new
jobs in California. Thelieve the management team and OneWest have demonstrated its commitment (o our
community and to serving the needs of not only their chients but the community at large and due to this, [ do pot
believe there is a need for a public hearing.

Kind regards,
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() Office of the Comptroller of the Currency

Washington, DC 20218

January 9, 2019

Ms. Paulina Gonzalez-Brito
Executive Director

California Reinvestment Coalition
474 Valencia Street, Suite 230
San Francisco, CA 94103

Dear Ms, Gonzalez-Brito:

On behalf of the Office of the Comptroller of the Currency (OCC), I am writing fo correct the
untrue assertions and mischaracterizations in the California Reinvestment Coalition’s (CRC)
recent releases about the OCC’s Community Reinvestment Act {CRA) Advance Notice of
Proposed Rulemaking (ANPR}.

In issuing its CRA ANPR, secking stakeholder input, and reviewing the many public cormments
received, the OCC is encouraging constructive public dialogue on how best to align CRA
implementation with the significant changes in the way consumers and businesses bank today.

The OCC’s goal is to strengthen the CRA to facilitate even greater community and economic
development lending by banks to low- and moderate-income areas, small businesses, and other
communities in need of financial services.

CRC’s assertion that the OCC seeks to weaken the CRA and to silence community voices is false
and negatively prejudging. Quite to the contrary, the OCC’s process is encouraging community
discourse by engaging stakeholders and transparently soliciting public comment on how best to
strengthen CRA regulations. The public comment process provides the opportunity to hear from
a broad cross section of community, consumer, and civil rights organizations.

Comptroller Joseph M. Otting, myself, and other senior OCC executives have during the past
year—and well before formulating and issuing the CRA ANPR on August 28, 2018—met
personally with and sought input from many community groups. We met with the leaders and
members of national and regional community development and consumer protection
organizations as well as national civil rights organizations. For example, the Comptroller met
with the National Community Reinvestment Coalition’s (NCRC) leadership to discuss CRA
modernization, and as a follow up to that meeting, Senior Deputy Comptroller for Compliance
and Community Affairs Grovetta Gardineer and I met with the NCRC’s Banker/Community
Collaborative Council.
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The OCC’s broad stakeholder engagement has resulted in receiving valuable feedback on the 31
questions posed in our CRA ANPR. In response, the OCC is pleased to have received more than
1,500 comment letters, including several hundred from community organizations. This response
shows that the OCC has, in fact, successfully encouraged conumunity voices, not silenced them,
and I am offended that the CRC would suggest otherwise,

The next step will also include the opportunity for broad stakeholder inclusion and public
comment, consistent with long-standing practice of the interagency rulemaking process.

In summary, the OCC’s has successfully solipited and received public comments from a broad
range of stakeholders on how best to strengthen CRA and will continue to seek to be inclusive in
our rulemaking process. Our efforts illustrate the OCC’s continuing commitment to ensuring this
goal and the original intent of the CRA amid the rapid and continuing evolution of the financial
services landscape across the United States.

Strengthening the CRA is an important public goal. I ask that you refrain from mischaracterizing
the OCC’s CRA ANPR in sny future CRC releases and other public communications.

2&@3@
Barry Wides
Deputy Comptroller for Community Affairs
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() Office of the Comptroller of the Currency
Washington, DG 20219

October 2, 2019

Ms, Paulina Gonzalez-Brito
Executive Director

California Reinvestment Coalition
474 Valencia Street, Suite 230
San Francisco, CA 94103

Subject: Correction to your Septernber 16, 2019, email regarding modernizing Cornmunity
Reinvestment Act (CRA) regulations

Dear Ms. Gonzalez-Brito:

I am writing to ask that California Reinvestment Coalition (CRC) correct the assertion in its
September 16, 2019, email communication that the OCC is seeking to “mak{e] lifc easier for
banks to get credit for CRA activity while doing less to boost our commmmities.” The statement
is misleading and unsupported by any facts that we are aware of. If you have information that
supports your position, please forward that information to the agency for review.

The OCC, and the Comptroller specifically, has repeatedly stated in various statements,
appearances, and media that the goal of CRA modernization is to strengthen CRA rules to
facilitate more community and economic development activity by banks to meet the needs of
their communities, including low- and moderate-income areas. The CRA Advance Notice of
Proposed Rulemaking, published in August of 2018, also stated that clear intent and sought input
from all stakeholders on how best to improve CRA regulations, The OCC remains committed to
preserving and strengthening the CRA regulatory framework to ensure it works better for all
stakeholders.

The OCC also remains committed to gathering constructive feedback from all interested
stakeholders about CRA modernization. OCC senior executives were pleased to have had the
opportunity to meet with you and 17 other representatives of CRC and its member organizations
to diseuss CRA modernization on March 13, 2019 and April 12, 2018, We look forward to your
feedback, and commuents from all stakeholders, on the Notice of Proposed Rulemaking that the
Comptroller hopes to issue on an interagency basis this fall.

Barry Wides
Deputy Comptroller for Community Affairs

ce: Jonathan Gould
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AMERICAN BANKER,

BankThink Setting the
record straight on CRA
reform

By Barry Wides
Published March 25 2019, 9:00am EDT

Applying an outdated regulatory framework for the Community Reinvestment Act
— written for the way customers banked in the 1970s, '80s and '90s — creates
unnecessary restrictions and burdens on what banks can do to benefit

communities in need of help.

Communities, banks and the customers they serve deserve better. Clarity is
needed about which bank activities, in which communities, should receive CRA

consideration from regulators.

To this end, the OCC issued an advance notice of proposed rulemaking in
August. The ANPR did not make any regulatory proposals. Instead, it presented

31 guestions on a variety of issues and options that could reform the CRA
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framework, including one that asked stakeholders to tell us what issues we may
have missed. The OCC solicited input from all stakeholders — on all sides of the
debate — regarding any and all ideas and opinions about how regulators might
strengthen and enhance the CRA framework.

Most important, the purpose of the OCC's ANPR was to spark a robust and
important public discussion about how, with all stakeholders working together, we
could encourage more CRA activities in communities that need them most. As
Comptroller of the Currency Joseph M. Otting said in issuing the ANPR, "l is
time for a national discussion on how we can make the CRA work better.” This
important discussion is long overdue. The OCC took a necessary step and
challenged the status quo simply by soliciting any and all opinions from

stakeholders for and against reforming the CRA framework.

“It is time for a national discussion on how we can make the CRA work better,”

said Comptrolier of the Currency Joseph Offing, right. Other regulators, including
Fed Vice Chairman for Supervision Randal Quarles, have indicated that we need
to modernize and strengthen the CRA regulatory framework.z

| am generally pleased with the discussion underway and the progress so far.
The OCC received approximately 1,500 comment letters with varied opinions and
insights that otherwise would not have been available to regulators. In the
comments about the ANPR, there was broad agreement that evaluating
assessment areas only where banks have their main offices, branches and
deposit-taking ATMs is difficult to reconcile with banking in the 21 century.

Many commenters also cited the need for regulators to address the conundrum

in many rural distressed areas (including Native American territories), which do
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not get enough CRA investment today because too few banks operate there. The
distressed communities that CRA activities currently fail to reach, so-called CRA
deserts, could and would benefit from bank regulators identifying and

implementing ways to make our CRA regulations less cumbersome and complex.

Most commenters also agreed that regulators need to provide a transparent way
of knowing what counts for CRA consideration and what does not. Bankers and
their community development partners should know in advance whether
investments or services worth millions of dollars would qualify for CRA

consideration.

Unfortunately, certain stakeholders have not contributed positively to the public
discussion. Instead, some opted to distort facts by inaccurately portraying the
purpose and content of the ANPR. They incorrectly claimed that the ANPR made
requlatory proposals, when it did not. They asserted the ANPR would lead to the
loss of billions of dollars in bank CRA activities, when this is not frue. Quite to the
contrary of such false claims, the ANPR sought suggestions for how the CRA
framework might be reformed to increase lending, investment and banking
services in low- and moderate-income communities and {o make CRA evaluation

more objective and transparent.

Fortunately, while these misleading claims hindered the constructive public
dialogue about CRA reforms, it has not derailed this important discussion. Good
progress has been made. Since November, the OCC has reviewed and analyzed
the varying views expressed in the comment letters from community groups,
academics, bankers, industry groub's, regulators and the public. There is clear
agreement on this: the CRA has proven over four decades to be a powerful tool

for community revitalization and has encouraged trillions of dollars in lending,
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investment and other banking activities in low- and moderate-income
communities across our nation. Commenters also generally agreed that the time
has come for all stakeholders to work together to update and strengthen the CRA

regulatory framework.

The time is ripe to enhance the regulations implementing the CRA. When
enacted in 1977, it was a simply worded law intended to stop “redlining” by
requiring banks to meet the credit needs of communities where they are
chartered to do business and receive deposits. From the start, the CRA had an
important objective of expanding access to financial services in areas that were
not being well served. Bank performance in achieving these goals was made

public for all to see and to create incentives for optimal performance.

Today, the CRA’s goals remain critically important. However, in the 42 years
since its enactment, the regulations and policies that implement the law have not
kept pace with changes in how consumers and businesses bank and how banks
deliver their services. These regulations require examiners to evaluate banks
according to their assessment areas, as defined by where banks have their
headquarters, branches and deposit-taking ATMs. While this approach requires
regulators to evaluate the delivery of financial services through bank branches,
the regulations do not allow us to assess bank activities outside of those areas,
including,for example, online and other non-branch-based services provided by
today’s banks. Continuing to use such outdated CRA rules has resulted in the
inconsistent application of policies and outcomes that vary from bank to bank and

region to region.

The task now before us is to develop a proposed rule that will clarify what counts

for CRA, where it counts, how much it counts and how to count it. That rule must
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address the weaknesses in the CRA framework and provide greater certainty for
everyone — regulators, banks, community developmenit practitioners and
community groups — to ensure the CRA continues to benefit and transform

distressed communities today and for future generations.

The OCC is eager to work with the other federal banking regulators {o jointly
develop and issue a proposed rule this summer. While the Federal Reserve and
the Federal Deposit insurance Corp. did not join the OCC in August in issuing the
ANPR, the document reflected their input and the valuable insights provided by
their staffs. In additidn, FDIC Chairman Jelena McWilliams, Federal Reserve
Board Chairman Jerome Powell, Fed Vice Chairman for Supervision Randal
Quarles and Fed Gov. Lael Brainard have all indicated that we need to
modernize and strengthen the CRA regulatory framework and expressed their
interest in working together to achieve this important goal.

When a reform proposal is ready, it will be released for public review as a notice
of proposed rulemaking — and once again — stakeholders on all sides will be
invited to comment before any reforms are finalized. It will continue to be a
transparent process, and one that takes the time to consider constructive and

honest public comment and discussion.

During my 35-year career, | have seen firsthand the good CRA can do by
encouraging banks to transform foreclosed condominiums into badly needed
affordable rentals, finance purchases for low- and moderate-income, first-time
homebuyers, and promote public welfare investments to bring community
development, economic vitality and jobs to distressed communities. | know much
more can be done by making our CRA implementation framework more

objective, transparent, consistent and easy o understand. By modermizing CRA
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reguiations, we will sfrengthen and enhance the CRA and ensure that it fulfills its

original, statutory purpose of encouraging banks to serve their communiﬁes.‘

Barry Wides . .
Barry Wides is the deputy complroller for community affairs at the Office of the Compirolier

of the Currency.
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RICAN BANKER

BankThink Why is
OCC scared of public
input?

By Paulina Gonzalez-Brito
Published April 08 2019, 10:27am EDT

A recent op-ed in American Banker includes a remarkable complaint, alleging
that “certain stakeholders have not contributed positively to the public
discussion.” The author, Deputy Comptroller Barry Wides, doesn’t name names,
but | believe that this public scolding is directed at my organization, the California
Reinvestment Coalition.

CRC has raised serious questions about the advance notice of proposed

rulemaking issued by the Office of the Comptroller of the Currency last August.
We continue to discuss our concerns with our members, allied organizations and
elected officials who believe that financial regulation should seek to combat

inequality and protect civil rights. And we believe that this op-ed reflects a
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political agenda driven by administration appointees. More troubling than mere
sensitivity to criticism, this agenda scorns input from groups that hold banks

accountable to their communities.

We believe it's part of an ongoing campaign that reflecis the worst tendencies of
the rest of the Trump administration: silencing the public in order to break norms

with impunity.

Why raise our hands to be named as the targets of anonymous criticism?
Because the OCC has directly reprimanded CRC for speaking out. in a bizarre
move, the OCC sent an official letter to our organization less than three months

ago that defends the ANPR’s outreach and calls our public input “false and
negatively prejudging.” (This was not prejudging — we read the whole thing and
then judged.) It asks "that you refrain from mischaracterizing the OCC’s CRA

ANPR” in public communications.

It's one thing for kindergarten teachers to ask for nice comments only. It's quite
another for a public agency in a democratic government. Using official

communications to criticize solicited public input is a chilling move.

This fear of the public is not unique to the ANPR process. Reports suggest that
the OCC has unilaterally decided to smooth the way for mergers by no longer
considering critical public comments during the merger process itself, instead
relegating them to a separate CRA examination track. A similar plan to wall off
the public has been reported for mergers that involve other regulatory agencies;

yet another would make FOIA responses harder to get.
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Why, then, would the OCC want to chill this particular input? If we're wrong about
their intentions, what would they have to hide? If the ANPR doesn't foreshadow a
threat to the important role the CRA plays in protecting working-class
communities of color and mom-and-pop businesses who have been unfairly

denied access to financial products, then the agency has nothing to worry about.

Sadly, there's more evidence that we're right. And it comes straight from the top.

Comptroller Joseph Otting's career in the private sector was the perfect audition
to be appointed to eviscerate the CRA. When Otting was CEQO of OneWest Bank,
a CRC analysis found it to be one of the poorest CRA-performing banks in
California, making inadequate reinvestments in low- and moderate-income
communities and people, failing to meet local credit needs for affordable
homeownership and rental housing, failing to make loans to small businesses

and catering to wealthy clients.

Given that track record, we worry that the "outdated regulatory framework”
described in these pages refers to policies that direct investment to working
people, or that might inhibit companies like OneWest from foreclosing on tens of
thousands of Californians, including seniors, widows and their families.

We also worry that the comptrolier's public comments reveal this agenda. As The

Wall Street Journal reported, he has publicized plans to “make it harder for

community groups to ‘pole vault in and hold [bankers] hostage,' " which is to say,
prevent communities that have been the victims of redlining from holding banks

accountable,
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More recently, a CRC FOIlA request confirmed that the OneWest-CIT merger
was supported by fabricated letters generated from a template provided by
OneWest and issued at the direction of Mr. Otting to his friends and family.
Rather than investigate this violation of the law, the OCC has approached public

comment in a similar spirit, encouraging compliments and lashing out at critics.

Many of these concerns were raised by Rep. Katie Porter, D-Calif., in an April 1

letter to the comptroller inquiring whether the CRA risks conflicts of interest and
regulatory capture in its approach to CRA. We hope the agency will respond to a

member of Congress more openly than it has received our own comments.

Avoiding sunshine and acccuhtabiﬁty may be the only way the OCC can defend
a process that, in a radical break with the norms of rulemaking, has cast aside
the traditional balanced process that includes the Federal Reserve and the FDIC

and proceeded unilaterally.

What could be more in line with the way this administration has treated ordinary
Americans? The picture is clear: They don’t want to hear criticism from the
public, and they don’t want them to see what they're doing.

It's almost like they're building a wall.

Paulina Gonzalez-Brito

Paulina Gonzalez-Brito Is executive director of the California Reinvestment Coalition.
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Chief FOIA Officer
Communications Division
Office of the Comptroller of the Currency
400 7th Street SW
Washington, DC 20219

Re: Freedom of Information Act Records Request
Dear FOIA Officer:

Pursuant to the Freedom of Information Act (“FOIA™), 5 U.S.C. § 552 et seq., and the Office of
the Comptroller of the Currency (OCC) and the Department of the Treasury regulations at 12
C.F.R: Part 4 and 31 C.F.R. Part 1, respectively, Democracy Forward Foundation and California
Reinvestment Coalition make the following request for records.

Records Requested

In an effort to understand and explain to the public how OCC is responding to community
groups’ concerns with its effort to revise the Community Reinvestment Act regulations,’
Democracy Forward Foundation and California Reinvestment Coalition request that the OCC
produce the following within twenty (20) business days:

1. All emails related to the revision of the Community Reinvestment Act regulations whose
sender and/or recipient fields include one or more email addresses with a top-level
domain “.com,” “.org,” or “.edu.” This does not include comments filed in the public
rulemaking docket namber OCC-2018-0008, “Reforming the Community Reinvestment
Act Regulatory Framework.™

=

All records containing or reflecting communications, conversations, complaints,
interpretations, decisions or actions taken relating to whether public comments related to
the Advanced Notice of Proposed Rulemaking (ANPR) “Reforming the Community
Reimnvestment Act Regulatory Framework™ were fabricated, manufactured, or otherwise
not authored by the putative signatory.

3. All records containing or reflecting communications to or from Comptroller Joseph
Otting or Deputy Comptroller for Community Affairs Barry Wides concerning or relating

! Advanced Notice of Proposed Rulemaking, Reforming Community Reinvestment Act Regulatory Framework,
QCC (Sept. 5, 2018), htips: rregulations. govidocumentTD=0CC-2018-0008-0001.

2 Docket Folder, Reforming Community Reinvesiment Act Regulatory Framewaork, OCC (last accessed Dec. 2,

2019), https:Awww regulations. gov/docket?D=0CC 201 8-0008.

1/8
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to California Reinvestment Coalition (CRC) or the American Banker articles “BankThink
Why is OCC scared of public input?”™ or “Setting the record straight on CRA reform.™

4. All records containing or reflecting communications from Deputy Comptroller for
Community Affairs Barry Wides to persons or entities outside the government seeking
corrections of or responding to statements, whether inside or outside the
ANPR/rulemaking process, by such persons or entities about the OCC effort to revise the
Community Reinvestment Act regulations.

The timeline for this search is September 5, 2018 to the date the search is completed.

Scope of Search

Please search for records regardless of format, including paper records, electronic records,
audiotapes, videotapes, photographs, data, and graphical materials. This request includes,
without limitation, all correspondence, letters, emails, text messages, calendar entries, facsimiles,
telephone messages, voice mail messages, and transcripts, notes, minutes, or audio or video
recordings of any meetings, telephone conversations, or discussions. In searching for responsive
records, however, please exclude publicly available materials such as news clips that mention
otherwise responsive search terms.

FOIA requires agencies to disclose information, with only limited exceptions for information
that would harm an interest protected by a specific exemption or where disclosure is prohibited
by law. 5 U.S.C. § 552(a)(8)(A). In the event that any of the requested documents cannot be
disclosed in their entirety, we request that you release any material that can be reasonably
segregated. See id. 5 U.S.C. § 552(b). Should any documents or portions of documents be
withheld, we further request that you state with specificity the description of the document to be
withheld and the legal and factual grounds for withholding any documents or portions thereof in
an index, as required by Vaughn v. Rosen, 484 F.2d 820 (D.C. Cir. 1973). Should any document
include both disclosable and non-disclosable material that cannot reasonably be segregated, we
request that you describe what proportion of the information in a document is non-disclosable
and how that information is dispersed throughout the document. Mead Data Cent., Inc. v. U.S.
Dep't of Air Force, 566 F.2d 242, 261 (D.C. Cir. 1977).

If requested records are located in, or originated in, another agency, department, office,
installation or bureau, please refer this request or any relevant portion of this request to the
appropriate enfity.

To the extent that the records are readily reproducible in an electronic format, we would prefer to
receive the records in that format. However, if certain records are not available in that format, we
are willing to accept the best available copy of each such record.

¥ paulina Gonzalez-Brito, BankThink: Why is OCC scared of public input?, Am. Banker (April 08, 2019,
httpsewww.amerfeanbanker. comyopinion/why-s-oce-seared-of-public-input,

* Barry Wides, BankThink: Settin ¢ the record straight on CRA reform, Am. Banker (March 25, 2019),
https://www americanhanker.comfopiniondsetting-the-record-straight-on-cra-reform.

2/8
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Please respond to this request in writing within 20 working days as required under 5 US.C. §
552¢a)(6)}(AX(). If all of the requested documents are not available within that time period, we
request that you provide us with all requested documents or portions of documents that are
available within that time period. If all relevant records are not produced within that time period,
we are entitled to a waiver of fees for searching and duplicating records under 5 U.S.C. §

S52(a) @AY viiI).

Request for Fee Waiver

Pursuant to 5 U.S.C. § 352(a)(4)A)(iii), 12 C.F.R. § 4.17, and 31 CF.R. § 1.7, Democracy
Forward Foundation (DFF) and California Reinvestment Coalition (CRC) request a waiver of all
fees associated with processing records for this request. FOIA requires documents to be
furnished to requesters at no fee or reduced fees when “if disclosure of the information is in the
public interest because it is likely to contribute significantly to public understanding of the
operations or activities of the government and is not primarily in the commercial interest of the
requester.” 5 U.S.C. § 552(a}(4)(A); see also 12 CFR. § 4.17(4), 31 CFR. § L.7(k)(1).

The disclosure of records sought by this Reguest is likely 1o contribute significantly to the
public understanding of the operations or activities of the government,

The OCC has begun the process of taking public comment on revised regulations under the
Community Reinvestment Act (CRA). The CRA is a crucial fair lending law designed to combat
redlining and encourage financial institutions to meet the credit needs of their communities. In
September 2018, the OCC published an Advanced Notice of Proposed Rulemaking to take
comment on a new CRA regulatory framework.” The ANPRM received over 1,500 public
comments in response. The OCC’s behavior toward commenters, particularly from community
groups, has raised significant flags. In January and March 2019 respectively, the OCC Deputy
Comptroller for Community Affairs Barry Wides sent a letter to CRC expressing offense at its
advocacy around the CRA and published an article that took the unusual step of criticizing
commenters that in his view “have not contributed positively to the public discussion” and
“opted to distort facts by inaccurately portraying the purpose and content of the ANPR.”® And
the following October, Wides again sent a letter to the California Reinvestment Coalition asking
CRC to alter its stance on the ANPRM.” This request seeks more information about OCC’s
views of community groups like California Reinvestment Coalition, how it decided to take these
unusual steps, and whether there are other irregularities in the ANPRM comment process.® The

3 Advanced Notice of Proposed Rulemaking, Reforming Community Reinvestment Act Regulatory Framework,
OCC (Sept. 5, 2018), htips:/Avww. regntations. gov/document? D= C-2018-0008-0001.

8 Letter from Barry Wides, Deputy Comptroller, OCC, to Paulina Gonzalex-Brito, Excentive Directar, CRC
(January 9, 2019), http://calreinvest.org/wp-content/uploads/2019/03/Wides-Letter-to-CRC.pdf; Barry Wides,
BankThink: Setting the record straight on CRA reform, An. Banker (March 25, 2019),

tus/ 1179491967308 13560075=20.

7 @CalReinvest, Twitter (Oct. 2, 2019), https:/twitter.comCaiReinyes

8 Cf. David Dayen, The Fake Public Comments Supporting o Bank Merger are Coming from Inside the House, The
Intercept (Sept. 29, 2018), hitws/theintercept.cony20 1 8/092%4osepli-otting-occ-onewest-bank-merper-cit/
(documenting “fake™ public comments in a previous OCC potice-and-comment process).

3/8
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requested records will therefore have a connection that is “direct and clear” to operations or
activities of the Federal Government, and because these records will shed new light on this
important topic, thcy also will be “meaningfully informative” about government operations or
activities, 31 CF.R. § 1.7(k)}{(2).

Democracy Forward Foundation and California Reinvestment Coalition are able to, and
regularly do, disseminate Records obtained through FOIA requests to a broad audience
of persons interested in the subject matter.

In determining whether a fee waiver s appropriate, courts consider whether a requester has a
“demonstrated . . . ability to disseminate the requested information,” Cause of Action v. F.T.C.,
799 F.3d 1108, 1116-17 (D.C. Cir. 2015), and whether the requester regularly disseminates
records obtained through FOIA to “a reasonably broad audience of persons interested in the
subject” of its work. Carney v. U.S. Dep’t of Justice, 19 F.3d 807, 814-15 (2d Cir. 1994). FOIA
does not require a requester to describe exactly how it intends to disseminate the information
requested, as that would require “pointless specificity”; all that is necessary is for a requester to
adequately demonstrate its “ability to publicize disclosed information.” Judicial Watch, Inc. v.
Rossoiti, 326 F3d 1309, 1314 (D.C. Cir. 2003). In evaluating a fee waiver request, courts
consider how a requester actually communicates information collected through FOIA to the
public, including press releases or a website where documents received are made available, see
id., or whether the requester has a history of “contacts with any major news{] companies” that
suggest an ability to disseminate materials of interest through the press. Larson v. C.1.A., 843
F.2d 1481, 1483 (D.C. Cir. 1988) (upholding a denial of a fee waiver to a requester who had
failed to identify his relationships with newspaper companies that could disseminate documents).

DFF has a demonstrated ability to disseminate information of public interest requested through
FOIA, and intends to publicize records DFF receives that contribute significantly to the public’s
understanding of the operations of government.

DFF operates a dedicated communications staff with deep relations with a wide variety of
national publications. When DFF obtains materials through FOIA requests that are of significant
public interest, DFF’s communications staff regularly works to ensure that these materials and
their contents are featured in press articles educating the public about the operation of
government; many articles feature additional commentary and analysis from DFF staff about
those materials and their relevance to policy issues of public interest.’

9 See, e.g., Alexander Nazaryan, Why did right-wing troll Charlex C‘ Iohmon mee! m‘lk Cammerm’ S‘encmn

wani-lo-meet-with-commerce-sosretary-wilbur 006
Do Is”: Emails S}xow Can‘en! FAA ClziquooJ dinaiacf H”t]z Ex

Hamid L\leam? Emaz]\ Slmw us Bozdef ()[f icials Dzdn 't Receive “Zero Toa’wamc qudcm(e Um‘d 4ffe; -
ol cv Was Enacted, Buzzfeed News (Feb. 28, 0!9)

https/Avww buzefeednews. comdartiicle/hamedale "?Lm-mi ‘&Lh t‘—\mh{.\«< mda‘uvdi i
Jonathan Cobn and Jeffrey Young, Emails Shov uld Hurt
Enrollment, Huffpost (Dec. 17, 2018), hitos://www, hufmwmn 08 acare-advertising-

cut_us Jcl15061e4b084b0821Rdba; Madison Pauly, When the Bxggext Pm(m F(}mpany Lamplamw’ Abour a
California Sanctuary Law, ICE Listened, Mother Jones (Dec. 7, 2018),
hitps://www.motherjones.com/politics/201 8/12/geo-memo-private-prison-californig-immigration/;

liza Rellman,
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Additionally, DFF regularly sends press releases and other materials to over 6,000 members of
the press and the over 7,000 members on our organization’s email list, discussing ongoing legal
developments related to executive branch policymaking. These materials often include
descriptions and analysis of information obtained by DFF through its FOIA requests.'® Tn

“Just answer the question and Kill this story’: In internal emails, Heather Nauert criticized Rex Tillerson’s refusal to
deny reports that he called Trump a “moron,” Business Insider (Nov. 2, 2018),
der.comheather-navert-rex-tillerson-trump-moron-2018-11; Rebecca Klein, Lawsuiz
nd Her Deputies Of Being Motivated By Sexiym, HuffPost (Oct 31, 2018),
itpsi/im hatfbost.comfusientry/us, Sbd9ffGeedb(labetaladdad; Nick Penzenstadier, A year after Vegas shooting,
ATF emails wvea[ blame alarm over immp Sloc}(s USA Today (Oct. 1, 2018),

‘story/y Avear-after-vesas-shooting-atf-omails-roveal-blan TOVED-
; Jessica }\wong, 1 vanka Trump was more than complicit in Obama equal pay rollback-
she hud a4 hand in it, watchdog alleges, Newsweek (Aug. 29, 2018), b Fwww. newsweek.comdivanka-
squal-pay-comphicit-obama-1093833; Vera Bergengruen, New Emails Show What Happens When The Pmmmn
Hus To Scramble To Catch Up To Trump, Buzzfeed News (July "‘i 2018),
www burzfeednews.com/article/verabergengrucn/thes
rin Dooley, Exclusive: Former for-profit college executive shaped Educarion Department policy that could
ofit former employers: Documents, ABC News (May 15, 2017), htty henew com/US/exclusive-profit:
colloge- cxccuivc-shapedwﬂ cation-department-nolicv/story?id=55 10898 1; Heidi Praybyla, Notes, emails reveal
Trump appointees ' war to end HHS teen pregnancy program, NRBC News (Mar. 20 2018),

WW. t}hwew& com mmm olilics-news/notes-em

hat-happens n-the~white-house-

il Oppmed lem Buzdeed Ncws (Mar 22, 2018) hlv

: mnmxdmldm mm;;
ddﬂ Bernard C ondon, Trump Advisor Deni

He (chered F nd o/ ?umwi F una’mv l)eal

mding-deal; Celeste Katz, Inlerior Departmenl mpped wilt{/ire
W newsweek comrvan-

ad mq«dmmwh&cheuu} end-of-tunnel
preparedness funds for Ryan Zinke helicopter tour, Newsweek {Dec. 29, 2017), https

zinke-interigr-department-helicoptors-wildfires- 757857

0 See, e, 2., BREAKING: 4t Congressional Hearing, Sec. DeVos Confronted With Records Revealing Trump
Admmzs‘na!mn s {; !m\ ful 1)@( Ision ta Permit Fedez al Funds to Apm Teae ]26’?8‘ {Apr. 10, 2019},
os-confronted-with-records-
der am‘mds»twm im-teachers’; BREAKING: New
1 titutional
(Nov. 1, 2018), bitps//democracyforward. ore/pr e-reinforces-claim-trumps-title-ix-policy-
s-bagsed-on-sexist-stereotyvpes-rendering-it-u ()n 1 )earAnniversan of Equal Pay Roll Rack,
New Documents Reveal fvanka Trump's Role in Trump Administration Decision to Roll Back Pr olectmm‘ Jor
Women and Working Families (Aug. "9 2018) mg dcmmmwinwm{d QU g/,

av-rofl-back-new-documents-
for-women-and-working-families Dwxocz'acy Forward Demands Ethics Investigation inte White House Official’s
Role in Developing Special Drug Pricing Pr()]ect With Novartis (July 11,2018),
hitps:Vdemosracyforward.ore/pre orwa X o8 tgation-into-white-house-officials
role gx‘dopinﬂ-m ! i

Suggest Ty mmp—Appom!ezf Political ()//lual 5 Dr()ve HH s De(mon To F nd Provram Grants That Have Hci'ped
Reduce Teen Pregnancy Rates To All-Time Low (Mar. 20, 2018}, democracyforward,org/press/breaking-new-
3 inted-political-officials-drove-hhs-dec
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addition, DFF operates a verified Twitter account with over 6,000 followers, and frequently uses
the account to circulate significant documents received through FOIA requests.?

DFF’s website also houses a great deal of information obtained through its FOIA requests,
accessible to the public at no cost. DFE’s website logged over 187,000 pageviews in 2018 alone.

DFF frequently incorporates documents received through FOIA into related legal actions brought
by DFF on behalf of its clients, and in doing so further publicizes documents received by
explaining their legal significance.'?

Similarly, CRC frequently submits FOIA requesta to enhance the public’s understanding of the
actions of financial regulatory agencies. 1* It publicizes the government’s responses to its
requests in its newsletter and on its website. CRC also use this information to further enhance
public discourse through comments and communications to various administrative agencies, and
through its media work to educate the public, regulatory agencies and policymakers about the
plight of vulnerable residents and communities and the need for regulators and legislators to
more closely scrutinize financial institution practices.!*

Democracy Forward Foundation and California Reinvestment Coalition are purely
noncommercial requesters.

Mo e, 2., the following tweets and tweet threads from @DemocracyFwd:
twitter.com/Ilemocracy 5/910123899035226112 (Sep. 19, 2017y,
twitter.com/DemocracyFwd 76991060680462336 (Mar. 22, 2018);
twitter.conyDemocracviwy 06480908877271042 (May 15, 2018);
twitter.conyDemocracyFwd 98986714 105483264 (May Jl, 2018);
itter.conyDemoeracyFwd A022870550769754112 (Jaly 27, 2018);
; 035144352345903105 (Aug. 30, 2018);
053294640382779392 (Oct. 19, 2018);
071105652867690496 (Dec. 7, 2018).

twitter.com/DemocracyFwdls

2 See, e.g., Seeond Amended Complaint for Injunctive Relief at 31, Swrwlustice, Inc., et al v. DeVos et al, No.
3:18-cv-00335-JSC (N.D. Cal. Oct. 31, 2018), ECF No. 86, reported on in Klein, supra n. 4; Memorandum of Law
in Support of Plaintiffs’ Motion for Preliminary and Permanent Injunction at 14-18, Healthy Teen Network and
Mayor and City Council of Baltimore v. Azar and U.S. Dep't of Health and Human Services, No. 1:18-cv-00468-
CCB (D. Md. Mar. 27, 2018), ECF No. 18-1, reported on in Przybyla, supra n. 4,

Y See, e.g., Federal Reverse Morigage Program Results In Widows Losing Their Homes After Dvath O,f S’p(mse
(March 12, 2018), hitp://ealreinvest.org/press-release/federal-reverse-mortgage-prog
iheir-homes-after-death-of-spouse-2/; Fact Sheet: CIT Group's Financial Freedom
msx hi_gp: h’cih oS m/\gﬁp-
20Freedom2Foreclosy
df; Fac’t Sheel. OI:EV! St Barz& préc ud to Recewe Over § ?2 4 billion from the FDIC, http://ca
content/uploads/2018/08/CRC-FDIC-Loss-Share-Fact-Sheet.pdf.

M See eg. David Dayen, The F. c;'ke szbitc ( ommenm Suppor tirw @ Bank Mer gfer are Comz’ng ﬁwn Imia'c thc

ity David Wharton, HUD Addrcssc*é C{)nc erns About Re've; se Mm fgagc I'oz PcZosur(’v DS News (March 14 ()18):
d SEWS, com'dmi »dose’()% 14-2018/ hud«dddrmse" COncerns-1everse-m ma }_.J.g{, foru:immm Mauhew
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Neither Democracy Forward Foundation nor California Reinvestment Coalition are filing this
request to further a commercial interest, and any information disclosed by DFF or CRC as a
result of this FOIA request will be disclosed at no cost. A fee waiver would fulfill Congress’s
legislative intent in amending FOIA. See Judicial Watch, 326 F.3d at 1312 (“Congress amended
FOIA to ensure that it be liberally construed in favor of waivers for noncommercial requesters.”
(quotation marks omiited)).

Democracy Forward is a representative of the news media.

A representative of the news media is one that “publishes or otherwise disseminates information
to the public,” and in particular one that “gathers information from a variety of sources; exercises
a significant degree of editorial discretion in deciding what documents to use and how to
organize thern; devises indices and finding aids; and distributes the resulting work to the public.”
Nat’l Sec. Archive v. US Dep’t of Defense, 880 F.2d 1381, 1387 (D.C. Cir. 1989).
Representatives of the news media qualify for a waiver of all fees except “reasonable standard
charges for document duplication™ as a representative of the news media pursuant to S U.S.C. §

5524)(ANA)GD.

As documented above, DFF extensively disseminates information gathered through FOIA
requests to the public, via sharing that information with other news outlets, publishing and
sending press releases and other updates to our website and email list, and alerting our followers
on social media to new developments in our work, including highlights from documents obtained
through FOIA. This process entails a great degree of editorial discretion in deciding which
documents to highlight and how to organize them for the public, as our team of lawyers and
policy experts carefully examine and build a thorough understanding of the documents we
receive from FOIA and their relationship to policies of interest to the public.

Beyond disseminating information to reporters for them to publish, and sharing press releases
and updates, Democracy Forward has also sought to disseminate information directly to the
public through reports and opinion pieces written by our staff.!®

13 See, e, g., 4 Blueprint for Cronyism: President Trump's lllegal Infrastructure Plan to Enrich His Friends,
Democracy Forward Foundation (Jan. 30, 2018), https://democracyforward.orglwp-
content/uploads/2018/01 /Infrastructure-Report.pdfs Elana Schor, Trump critics seize on developer lies to
infrastructure plan, Politico (Jan. 30, 2018), https://www.politice.com/storv/20 1 8/01/30/tramp-infrastructure-
developers-state-ofunion-376326 (press coverage of DFF's report on White House infrastructure policy); Airlines
and the Trump Administration, Democracy Forward Foundation (Jan. 11, 2018),
hitpsy//democracyiorward.ore/updates/airlines -and-the-trump- Qdmmmrmm Bart Yansen, Lost bags, airline fees:
Pl ()Iatu)m for lmvelcr? rights stall under Trump, USA Today (Jan. 19, 2018),

av.com/story; nu\x’?()l\ 02 -ha 14~ aﬂhnwm:s molwnmxs -rave MQ rights~ sml%nndcw

ys/fdemac mmom ard. o1/ updazes rump-done-guns-lot/; Christi Parson\ Tmmp ‘supportive of tougher gun
law, but his record suggests that may not mean much, LA Times (Feb. 20, 2018) (press coverage utilizing the
information DFF organized regarding regulatory changes); Anne Harkavy and Farhana Khera, When the Trump
administration lies, it might literally be illegal: Learn about the Information Quality 4(’1‘ NY Daily News (}'eb 14,
2019), hutpsyfwww.avdatlyoews.comdoninion/ny-oped-when-the-trump-adiming might-li
Wlegal-20196213-storv. huml {piece co-authored by DFF executive director); Meg Uzzell and Rachdcl Klarman, W!w

These Women Are Suing Trump to Help End the Gender Pay Gap, Teen Vogue (Nov. 28, 2017),
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California Reinvestment Coalition is an “other requester.”

CRC is a nonprofit institution advocating for fair and equal access to banking and other financial
services for low-income and communities of color. CRC is a 501{c)(3) non-profit corporation
and accordingly falls under the “all other requesters” category. 12 C.F.R. § 4.17(b)(2)(i1i).

For all the foregoing reasons, Democracy Forward Foundation and California Reinvestment
Coalition qualify for a fee waiver.

Conclusion

If you need clarification as to the scope of the request, have any questions, or foresee any
obstacles to releasing fully the requested records within the 20-day period, please contact
Democracy Forward as soon as possible at foia@democracyforward.org.

We appreciate your assistance and look forward to your prompt response.

Sincerely,
Nitin Shah Kevin Stein
Democracy Forward Foundation California Reinvestment Coalition

https/www.lesnvogue. com/story/womenssue-trump-gender-pay-gap (piece authored by two members of DFF's
staff).
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Good afternoon. Chairman Meeks, Ranking Member Luctkemeyer and Members of the
Subcommittee thank you for the opportunity to testify today. My name is Hope Knight and 1 am
the President and CEO of the Greater Jamaica Development Corporation (GJDC). GIDC is a
non-profit that works to plan, promote, coordinate, and advance responsible development to
revitalize Jamaica, New York and Southeast Queens.

This hearing is on the Office of the Comptroller of the Currency (OCC) and Federal
Deposit Insurance Corporation's (FDIC) Notice of Proposed Rulemaking (NPRM) on proposed
changes to the Community Reinvestment Act (CRA).

As the leader of an economic development organization in a formerly redlined
community, the CRA is foundational to my work. I have studied the NPRM in detail, and had the
honor of helping to lead a tour of Jamaica for Comptroller Otting and the OCC.

I am here today to discuss the significant concerns I have about ideas presented in the
NPRM that I believe would significantly weaken the CRA and lead to less investment, fewer
loans and banks, and less meaningful investment in the neighborhood I serve. I am also very
concerned that the OCC and FDIC are moving forward without the cooperation of the Federal
Reserve Board, which will create regulatory uncertainty. Moreover, the short, 60-day, comment
period is insufficient to collect adequate public feedback on this important but complex
regulatory change. We request that the comment period be extended to total at least 120 days.

The CRA had helped Jamaica, Queens Recover from Disinvestment

Jamaica, Queens shares a similar history with many other urban communities of color
across the United States. Redlined in the 1930s, Jamaica struggled to attract private investment
for over half a century. In the 1960s and 1970s, Jamaica’s economic base further eroded as white
flight to the suburbs drained the downtown core of residents and businesses. The culminating
disinvestment left Jamaica in a vicious economic cycle: a structural impediment to attracting
private capital prevented Jamaica’s residents from getting loans to buy homes and start
businesses, which limited opportunities to build wealth and grow jobs and, as a result, created an
additional economic barrier to attracting private capital.

Targeted federal programs, like the CRA, have helped to start a reversal of this cycle in
Jamaica. Recently, and owing in part to their interest in securing CRA credit, banks financed
transformative development in Jamaica, including projects that will bring more affordable
housing and good jobs to residents of Southeast Queens. As a Community Development
Financial Institution, GIDC has been able to tend to small businesses with help from banks’
contributions, often given to meet CRA obligations. This work on responsible development and
small business assistance has helped grow Jamaica’s economy and attract the kind of private
capital it once lacked.

However, despite this progress, Jamaica still bears the legacy of redlining, suburban
flight, and disinvestment. Many areas of Jamaica remain banking deserts. On our tour with
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Comptroller Otting, we passed miles long stretches in densely populated corridors with no bank
branches. With few bank branches, Jamaica's residents rely on expensive bank alternatives like
check cashers and high-fee ATMs at corner stores. Potentially catalytic projects—Tlike efforts to
build hotels and other businesses to support the nearby JFK International Airport—struggle to
secure financing. Low-income residents have difficulty accessing loans. Jamaica also remains
vulnerable to economic crises. For instance, community members were hit hard by the Great
Recession. If changes are made to the CRA that dilute its impact, Jamaica will struggle against
such economic headwinds and the recent progress growing Jamaica’s economy will be put at
risk.

The Proposed CRA Reform Will Hurt Jamaica, Queens and Other Similarly Situated
Communities

With regard to the NPRM, I am particularly concerned by several proposals, including
those that will broaden assessment areas, redefine what activities count for CRA credit, increase
the maximum size of the small business loans, and decrease the focus on bank branches.
Additionally, I believe that the uncertainty and lack of clarity caused by two competing sets of
CRA regulations will decrease lending activity and put a burden on the kind of financial
institutions best suited to serve communities like Jamaica: small Minority Depository Institutions
(MDIs).

Assessment areas: From my work in economic development, it has become clear that, to
be effective in spurring equitable economic development, regulations must have clear and well-
defined geographic targets. Instead of focusing on a clear geography, the proposed regulation
greatly expands where banks can get CRA credit, allowing for investment in areas outside of
local assessment areas. Without clear geographic direction, it is less likely that financial
assistance will flow to communities that need it the most.

Activities that garner CRA credit: Formerly redlined communities need more private
investment. That investment must also be targeted at effective projects. The proposed reform will
reduce the need to specifically target investment toward community-supporting projects. As one
example, under the rules in the NPRM any investment in an Opportunity Zone would be an
eligible activity without any consideration of the economic development benefits or community
needs.

Size of small business loans: The proposed regulation raises the maximum size of a small
business loan from $1 million to §2 million. For purpose of obtaining CRA credit, large deals are
likely more attractive to banks. However, in Jamaica, Queens many small businesses that need
financing would not be able to accommodate a loan of $2 million. Increasing the size of small
business loans may freeze out small businesses from financing they need to grow.

Bank branches: Retail banking is of paramount importance to neighborhoods like
Jamaica. However, and as Comptroller Otting mentioned after his tour of Jamaica, there are
areas in Jamaica served by few or no bank branches. Without branches, many Jamaica residents
depend on high cost of physical alternatives like corner sore ATMs and check cashing services.
Although there has been a proliferation of e-banking and other online fintech services, the
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nation’s persistent “digital divide” creates a barrier to accessing such e-services for those in low-
income census tracks. Additionally, low- and moderate-income (LMI) individuals benefit from
the kind of person-to-person financial services offered at banks. As such, I am very concerned by
the proposed regulatory changes that eliminate the current large bank service test and
examination of basic banking accounts for LMI customers.

Regulatory clarity: By moving ahead on proposed regulatory changes without the Federal
Reserve Board, the OCC and the FDIC would create a two-tier regulatory system that adds
complexity and confusion to an already complicated sector. While larger money center banks
may be able to navigate this added burden of complexity without too much difficulty, smaller
financial institutions may be hit hard. Small MDIs—which, in my experience, are particularly
well suited to helping LMI people and districts—tend to put a premium on local customer
service while having less internal infrastructure to handle regulatory confusion and uncertainty.

Comment period: The CRA is complex. Changes to the regulation will have far-reaching
impacts. The short, 60-day, comment period does not allow enough time reflection and
thoughtful comment on the proposed changes. We request that the comument period be extended
to total at least 120 days.

Conclusion

The banking industry has changed since the 1970s and it is reasonable that regulations
will also need to change to meet new realities. In my experience, I have been fortunate to work
with many banks on CRA eligible projects and have often found our partners to be good-faith
actors. We would be happy to support changes to CRA regulations that allow for banks to have
motre creativity in working with conmmunities to meet changing needs—such as giving CRA
credit for capitalizing MDIs or offering pre-development financing to non-profits. However, the
changes to CRA regulations currently proposed by the OCC and FDIC will hurt economic
progress in LMIs areas and undermine the anti-redlining mtent of the CRA. As such, 1 opposed
the changes described in the NPRM and ask the OCC and FDIC to reconsider their proposed
regulatory overhaul.
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Good afternoon Chairman Meeks, Ranking Member Luetkemeyer and the Members of the
House Subcommittee on Consumer Protection and Financial Institutions. Thank you for the
opportunity to testify and for convening this important hearing on the Community
Reinvestment Act (CRA) to discuss the winners and the losers in the proposed rulemaking
formally published last week by the Office of the Comptrolier of the Currency (OCC) and the
Federal Deposit Insurance Corporation (FDIC) changing the regulatory framework for the law. |
am the Director of Policy and Government Affairs of the National Community Reinvestment
Coalition {(NCRC). NCRC and its more than 600 grassroots member organizations create
opportunities for people to build wealth. NCRC members include community reinvestment
organizations; community development corporations; local and state government agencies;
faith-based institutions; community organizing and civil rights groups; minority and women-owned
business associations, as well as local and social service providers from across the nation. We work
with community leaders, policymakers and financial institutions to champion fairness and fight

discrimination in banking, housing and business.

Comptroller loseph Otting has really led this CRA regulatory reform process from the
very beginning and the agency has lived up to its promise to put forth a “transformational
approach” to the CRA regulations for the nation’s largest banks. The proposed changes are
substantial, dilutive and would weaken the effectiveness of the law. | can say, without
equivocation, the winners would be the nation’s largest banks and the losers would be low- and
moderate-income {LMI} and underserved borrowers and communities, and importantly, the
CRA ecosystem that has been built since to support economic opportunity in LIMI communities

in both urban and rural areas.

While we are certainly at odds with the Comptroller over this notice of proposed
rulemaking (NPRM), NCRC has a long history of working with both OCC and FDIC and we
recognize that a great deal of time and effort has gone into this reform framework.
Nonetheless, we could not agree more with the very apt assessment of FDIC Board Member

Martin J. Gruenberg that: “this is a deeply misconceived proposal.”
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I. Introduction

In this testimony, | will summarize concerns on both this rulemaking process as well as
the substance of this proposal, but we will provide more in the coming days. Given its
complexity, we have focused on what we believe to be the largest and most significant issues.
NCRC and our member organizations of CRA practitioners around the country are still adding to
our analyses of this proposal — its new benchmarks, thresholds, definitions, standards, data
collection, reporting and disclosure requirements — as well as how all the pieces would all fit
together in a new regulatory schema. And, importantly, how they will impact bank performance

standards and CRA ratings.

Today, about 98% of banks pass their CRA exams — a pass rate that suggests higher
fevels of lending, investment and financial services in low- and moderate-income {(LMI) and
underserved communities than actually exists.’ Despite the paucity of underlying data and
impact analyses in the proposed rule, CRA grade inflation is unmistakable in the central
features of this proposal — a single metric as the dominant determinant of the CRA rating, an
expanded list of eligible and qualifying CRA activities diluting the law’s effectiveness, and all
triggering presumptive CRA ratings that alfow banks to garner passing scores at the bank-level
even as they have failing CRA scores in nearly half of their local communities/iocal assessment
areas. importantly, under the framework, banks would appear that they are doing more in the
coming years in the dollar volume of CRA activities, but those activities would be less impactful,
less targeted to LM individuals and underserved communities, and with less effective strategies

to respond to local credit needs.

CNN Business’ Before the Bell newsletter reported this weekend, that the largest U.S.

banks made more than $120 billion in 2018, an all-time high. And, last year may have been

* For example, according to NCRC's review of FFIEC data, in 2019, 7 percent of banks received a CRA rating of
Qutstanding; 91% received a rating of Satisfactory; 2 percent received a rating of Neads to Improve; 0 received a
rating of Substantial Noncompliance. In 2018, 10% received a CRA rating of OQutstanding; 89 percent received a
rating of Satisfactory; 1 percent received a rating of Needs to Improve; 0 received a rating of Substantial
Noncompliance, See also NCRC's Grade Inflation Infographic: How Well gre Regulaters Svalugting Banks Under the
Community Reinvestment Act?
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even better. CRA standards for lending, investing and serving LMI and underserved

communities should be strengthened and not weakened, plain and simple.
i, CRA: The Law’s Origins & Purposes
A. A response to agctual redlining and on-going discrimination

The CRA was one of several landmark pieces of legislation enacted in the wake of the
civil rights movement intended to address inequities in the credit markets. By passing the CRA,
Congress aimed to reverse disinvestment associated with years of government policies and
lending discrimination that deprived lower-income areas and communities of color of credit by
redlining —using red-inked lines to separate neighborhoods deemed too risky‘2 The 1977
Congressional hearings leading to the enactment of the CRA documented conditions of
redlining and unequal access to lending in the 1970s, but the phenomenon of redlining
extended decades prior to the 1930s. The federal Home Owner’s Loan Corporation (HOLC)
drew maps of city neighborhoods and differentiated them according to risk as perceived by
industry professionals working for the federal government. The highest risk and “hazardous”
neighborhoods were overwhelmingly minority and lower income. With federal government
approval, these neighborhoods were then systematically rediined by lending institutions for
decades. In a recent report, NCRC found that the neighborhoods classified as “hazardous” have

. . Lo . 3
remained predominantly minority and lower income.

According to one study of redlining in 51 American cities, 86% of African Americans lived

in a neighborhood marked for credit redlining in 1940, despite making up just 8%of the study’s

2 see Richard Rothstein, The Color of Law: The Forgotten History of How Qur Government Segregoted

America {New York: W.W. Norton & Company, 2017). See "Mapping Inequality: Redlining in New Deal America”
{2016), for a compilation of the maps and notes created by the federal Home Owners' Loan Corporation in the
1930s that designated areas considered too risky for mortgage lending and were used to determine eligibility for

Federal Housing Administration guarantees,

? Bruce Mitchell, PhD. and Juan Franco, March 2018, HOLC “Redlining” Maps: The Persistent Structure of
Segregation and Economic Inequality, NCRC, March 2018, https://ncre.org/hole/
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population.” By contrast, only 35% of whites lived in redlined areas in 1940 despite making up
over 90% of the sample population. Today, once-redlined neighborhoods continue to lag
behind non-redlined areas on key economic indicators, such as homeownership rates and
house values. Causal studies of the effects of HOLC redlining are few, but the literature is
growing, finding: redlining maps increased racial segregation, while depressing
homeownership, house values, and rents;S redlining maps had significant and persistent
negative effects on new construction and population density.6 Both of these studies do find,
however, that the negative effects of redlining—particularly with respect to lower
homeownership rates and higher levels of racial segregation—have become more muted since
1980. This is consistent with the effectiveness of the CRA as anti-redlining legislation and raises

the broader question as to why and how the CRA has been effective.
B. Aresponse to market failures

In economic terms, the CRA can also be seen as a response to what are known as
“market failures”, including negative and informational externalities associated with a lack of
lending and investment in LMI,7 underserved communities and communities of color. For
example, if lenders fear that other lenders will not lend to areas that are perceived to be risky
whether they are or not, other lenders will withhold lending due to this fear, resuiting in
“self-fulfilling prophecy redlining.” The inability to borrow to buy and improve homes consigns

neighborhoods to continuing disinvestment. The absence of home sales makes neighborhoods

* Krimmel, Jacob and Wachter, Susan, The Future of the Community Reinvestment Act, PENN IUR Brief, (September
2019); Krimmel, Jacob. "Persistence of Prejudice: Estimating the Long Term Effects of Redlining.” Working Paper,
University of Pennsylvania, 2018.

% Aaranson, D., Hartley, D. A, & Mazumder, B. The Effects of the 1930s HOLC “Redlining” Maps. Chicago Fed
Working Paper {2017},

¢ Krimmel, at footnote 4.

7 Robert E. Litan, Nicolas P. Retsinas, Eric $. Belsky, Susan White Haag, The Community Reinvestment Act After
Financial Modernization: A Baseline Report, U.S. Treasury Dept., April 2000 {see p. 46, Economic Rationales); also,
Ling, David C. and Susan M, Wachter. “Information Externalities in Home Mortgage Underwriting,” 44 lournal of
Urban Economics {1998): 317-332 {provides evidence of information externalities in neighborhood decline).
Guttentag, Jack M. and Susan M. Wachter. “Redlining and Public Policy.” Salomon Brothers Center for the Study of
Financial Institutions Monograph Series in Finance and Economics, eds. Edwin Elton and Martin 1. Gruber {New
York University Graduate Schoat of Business, 1980), 1-50.
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riskier because appraisers rely on sales to provide information on the value of homes in order
to determine appropriate loan amounts. Information externalities and asymmetries can result
in delays, caution about perceived risk, and banks charging higher interest rates. Lender
expectations of this sort can cause a potentially viable market to suffocate from lack of credit. In
the process, borrowers who may otherwise be credit-worthy will be denied credit because of the

absence of entry by competitive lenders.

The CRA can be understood as a vehicle for facilitating coordination and for assuring
banks that they will not be the lone participants in thinly-traded markets.” The Act and its
regulations have produced positive information externalities that allow all lenders — both those
covered by the CRA and those not covered by the CRA — to better assess and price for risk. By
conferring an affirmative and continuing obligation on banks to help meet the credit needs in
all of the neighborhoods they serve, the CRA has not only prompted banks to be more active
lenders in LM areas, but also important participants in multisector efforts to revitalize

communities across the country.
C. CRA gt the heart of a vibrant ecosystem

Due to the CRA’s statutory design and the existing regulatory framework, banks have

made good strides in LMl markets and communities of color.” They have taken numerous steps,

® ibid.

“A sample of research about the CRA and its effectiveness. Lei Ding and Leonard Nakamura, Don’t Know What You
Got Till t'’s Gone: The Fffects of the Community Reinvestment Act {CRA) on Mortgage Lending in the Philadeiphia
Market, Workmg Paper No. 17-15, June 18,

2017 s

gt Lex Dmg, Raphaei Bost;c and Hyojung Lee, Effects of CRA on Smail Busmess tending, Federal Reserve Bank of
Ph»!adeiphxa WP 18-27 December
AL

; 2038/ wnis-27.0
Governor Randall S. Kroszner, The CRA and Recent Mortgage (r sis, speech de evered at the Confrontmg
Concentrated Poverty Forum, Board of Governors of the Federal Reserve System, December

Lei Dmg and Carohna Reid; NCRC, Access to Capita;' and Cred:t in Appa!acma and the Impact
of the Financial Crisis and Recession on Commercial Lending and Finance in the Region, prepared for the
Appalachian Regional Commission, fuly 2013,

httpsinereorg/wo-content/uploads/2013/1 faccesstocapitalandoreditinanpalachia.pdf
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including establishing loan products geared towards LMI borrowers, entering loan pooling
arrangements, undertaking lending consortiums, partnering with local groups, community
development corporations and community development financial institutions {CDFls) to break
down the barriers that impede the efficient flow of capital into LMI communities. One
accounting and tax advisory firm estimated that the banking sector was the source of 85% of
the $10 billion in capital committed to housing tax credit investments in 2012.”° When bank
investors were surveyed about why they were so attracted to housing tax credit investments,
they said the principal motivation were their obligations under the CRA investment test. The
OCC and FDIC's proposed general performance standards for the nation’s largest banks
undermine these important benefits of the law — the incentive for banks to develop
partnerships with local community organizations and other stakeholders to address community
needs - because the banks can satisfy their CRA obligations by simply hitting the metric. And,

they could hit the metric with an expanded list of eligible and qualifying activities.
. The OCC and FDIC’s Proposed Rule — On the Process
A. A patently unfair 60-day comment period

At the outset, we believe there have been critical missteps in the rulemaking process,
including the 60-day length of the public comment period. The agencies must extend it. The
OCC and FDIC should heed Chairwoman Maxine Brown and Ranking Member Sherrod Brown

and the Members of this Committee and Senate Banking calling for and extension of the

% The Community Reinvestment Act and Its Effect on Housing Tax Credit Pricing, CohnReznick Report.
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comment period. The 240-page proposal is dense, complex and has many interlocking pieces —
in terms of how all the new benchmarks, thresholds and definitions fit together. Neither the
60-day timeframe nor the information provided in the notice of proposed rulemaking (NPRM)

offer a meaningful opportunity to comment.

The NPRM is a fundamental rewrite of the CRA regulatory framework. An entire retail
lending, community development and affordable housing infrastructure for low- and
moderate-income individuals and communities is built around and reliant upon it working. On
last Friday, the OCC released a request for information (RFI) related to deposit and other bank
data limitations acknowledged by the agencies in the NPRM. That comment period closes one
day after that of the NPR. As described above, the CRA ecosystem is vast. It has benefited LM
and minority home buyers, small farms, credit starved sole-proprietors, small- and
minority-owned and women-owned businesses in low- and moderate-income communities and
the incubators and cooperatives that provide technical and other assistance to them, housing
tax credit investors and syndicators, non-profit and mission affordable single-family and
multifamily housing developers, state and local housing finance agencies, community and
economic development corporations, CDFis and Indian country to name a few. The existing CRA
regulatory structure which examines the nation’s largest banks under a retail lending test,
investment test and service test.™ The stakeholder community is vast, the proposal is
multi-layered and connected with other public and private programs and incentives and
multisector efforts. A 60-day comment period is simply unfair to the community of stakeholders
that are tasked with understanding the various aspects of the proposal and how it would
impact their work and their communities. The proposal cannot be understood, digested and

analyzed in 60 days, plain and simple.

B. Missing data, analysis referenced in the proposed rule and impact on bank ratings of

the various new empirical benchmarks and thresholds

Commenting on the proposal in the 60-day window is further hampered by the lack of

data and impact analysis in the proposal. While the agencies have provided an illustrative list of

" See A Banker's Quick Reference Guide 1o CRA (see also attached)
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bank activities that qualify and they have provided some cursory descriptions of their methods,
they have provided very little of the underlying data or referenced analyses supporting their

various empirical benchmarks and thresholds and virtually no impact analysis,

1. The Federal Reserve’s data and analysis

The contrast is best illustrated by some of the charts and graphs provided last week by Federal
Reserve Governor Lael Brainard at the Urban Institute® in describing that agency’s approach of
creating multiple metrics that would be more familiar to the organizations that are in the CRA
space based on public data sources. The agency built a CRA database based on 6,000 written
public CRA performance evaluations since 2005 from a sample of 3,700 banks of varying asset
sizes, business models, geographic areas and bank regulators. It also spans economic cycles.
Based on that database, Governor Brainard was able to illustrate how their proposed retail

lending metrics, for example, correlate well with past ratings of bank performance.

Figure 3: Retail Lending Melric Correlates Well with Ratings
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The specific thresholds that would establish a presumption of satisfactory performance could
be informed, Governor Brainard said, by current evaluation procedures but need not be set at
the same level as today. Proposed metrics with the kinds of outcomes the law mandates
combined with the data and underlying analyses would allow the public to understand what

metrics would replicate past CRA ratings and examiner expectations. The public could then

B Strengthening the Comymunity Reipvestment Act by Stoving True to Its Core Purpose, Governor Lael Brainard,
January 8, 2020.
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have an informed discussion and provide public comment about how those metrics could be
adjusted to reflect the law, goals and priorities going forward. It is a better starting point for an
informed discussion about how proposed metrics in terms of transparency, clarity and impact

and a basis for meaningful public comment.

2. The OCC's methods

The OCC relied on a sample of over 200 CRA performance evaluations completed since
2011 for banks above the small bank asset threshold of $1.284 billion in 2019. They analyzed
Home Mortgage Disclosure Act {HMDA) data, Call Report data and credit bureau data,
information about community development investments and made some assumptions to
estimate what banks’ average CRA evaluation measures would have been from 2011 — 2017.
Based on their analyses, they developed “empirical’ benchmarks and various threshoid levels of
bank activities that would correspond with an Outstanding CRA rating (11%), Satisfactory {6%)
and Needs to Improve (3%); set a 2% community development minimum at the local
assessment area and bank-level; included a .01 credit for bank branches located in LMl and
other underserved areas; set new retail lending test demographic or peer comparators at 55%
and 65%, respectively, that the bank either meet, exceed or fail; new deposit-based assessment
area requirements for banks that collect more than 50% of their deposits outside their branch

network, in markets where they collect 5%.

The ability to provide informed comment on the proposal is frustrated by a lack of the
agencies’ referenced analyses around the empirical benchmarks and other thresholds or a
distributional analysis of the impact on bank ratings. They all appear to be arbitrary. For
example, based on the agencies’ review of historical data, does a 2% community development
minimum correlate well with CRA ratings today? Based on historical data, what do the agencies
know about the distribution of banks above, below and around a 2% minimum today? What do
the agencies know or estimate about how much essential infrastructure, for example, banks are
financing today that would qualify towards that minimum that does not today? Do the retail

lending metrics correlate well with today’s CRA ratings? What do the agencies know or

10
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estimate about how many more bank assessment areas would be designated under the new

deposit-based thresholds?"™

Quite frankly, the agencies have failed to “show their work” and without having a better
understanding or at least the agencies referenced analyses, the agencies estimates about how
these benchmarks and thresholds compare with past ratings as well as distributions across the
various scoring ranges, the public cannot provide informed input about the general
performance standards, where these various markers should be set to reflect the laws,
mandates and Congressional objectives as well as larger public policy and societal goals. The

ability to meaningfully comment is truly frustrated.
C. The agencies must complete the data RFI first

On Friday, the OCC also released a RFl on the data that will supplement their historical data
and assumptions related to retail domestic deposit activities, CRA qualifying activities and
various retail loan data, including those originated and sold in 90 days. How the agency will
supplement the existing historical data and assumptions is a critical piece that will inform bank
capacity as measured by the base/the denominator of the OCC’s single metric ~ the CRA
avaluation measure, the designation of new deposit-hased assessment areas and well as other
benchmarks, thresholds, information collection, reporting and disclosure requirements
underlying these new small bank and general performance CRA standards. It would also inform
how the regulators propose to verify a bank’s sample data used to determine compliance with
the presumptive CRA ratings. It must be completed and a final rule published before the public
comment period for the NPRM closes. Without knowing and understanding critical data and
verification pieces around bank capacity and existing and new assessment areas, as just two
examples, the ability to provide informed and meaningful comment would be frustrated for the

hundreds of CRA practitioners we represent.

V. The Proposed Rule — On the substance

banks currently designated as wholesale or limited purpose banks may have increased data classification
requirements.”

11
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Attached is a powerpoint which reflects what the OCC and FDIC are proposing and some of our

concerns. This is a brief summary of some of our concerns, as well:

CRA Evaluation Measure — an overly determinative single metric; rationing of CRA credit
The CRA evaluation measure that would apply to all of the nation’s largest banks and small

banks that opt into the new general performance standards relies on a numerator inflated by
an expanded list of CRA qualifying activities and a denominator of retail domestic deposits that
is data limited and finite. Particularly in the case of community development activities, a
rationing of CRA credit would occur as large and easy projects across the nation become the

enemy of smaller, more complex but impactful local projects.

Presumptive CRA Ratings - arbitrary benchmarks; missing agency impact analysis; undermines

the economic rationales for CRA

The proposed presumptive CRA ratings for Outstanding, Satisfactory and Needs to improve
appear to be arbitrary. The agencies have provided a cursory overview of data sources and
assumptions they used to arrive at these empirical benchmarks, but they have failed to provide
what they know about how banks would perform under them. Are more banks estimated to
achieve Outstanding CRA ratings under these benchmarks than today, for example? The
presumptive ratings, within this overall single metric framework, undermine what CRA has
done very well: encourage the various kinds of community partnerships and loan pooling
arrangements that help overcome the various market failures, negative and informational
externalities that can be major roadblocks to attracting bank investment in low-income,

distressed and underserved communities.

Expansion of CRA Qualifying Activities ~ extends CRA credit to bank activities done in the
ordinary course of business; upends exam incentives that keep LM considerations at the heart

of the law.

12
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The proposal broadens categories of CRA credit, including infrastructure and community
facilities and volunteer activities by bank employees, for which banks are now proposed to get
partial CRA credit all across the country. Banks would no longer have to have a “primary
purpose” of community development targeted on LMl individuals and areas, small businesses
or small farms, or underserved distressed rural areas. Even more of the smallest businesses and
farms, for example, will be frustrated in their efforts to get bank credit and smaller dollar credit
since key dollar loan size and gross annual revenue thresholds would be doubled and more for

farms.

Facility-Based and New Deposit-Based Assessment Areas {AAs) - serjous deposit data
limitations; arbitrary deposit-based thresholds; no estimates of how many credit deserts would

be served.

Though updates are certainly needed for internet and online banking, the regulators
acknowledge the inadequacy of today’s depasit data to designate new areas or to develop a
CRA evaluation meésure based on local deposits. The regulators also assume that
the thresholds they are proposing for when banks designate deposit-based AAs will encompass
banking deserts, but they don’t explain why they assume it. The general CRA performance
standards will also mean the nation’s largest banks will get a lot more credit for bank activities
outside of AAs without any certainty they are qualitatively meeting local credit needs before
then racking up a lot of partial credit around the nation for projects that really don't need a CRA

credit to get done.

Retail Lending Distribution Test - arbitrary demographic and peer thresholds; weaker incentive
for banks to provide homeownership opportunities, small business and smali farm loans to LM/

borrowers and areas.

The agencies do not provide estimated pass rates for how banks would perform under their

lending distribution benchmarks when compared to either the local demographics or the bank’s

13
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peers. It could set a low “pass” bar in those instances where the LMI population is high, but peer
lending is low. The pass-fail retail lending test also does not consider the quality of the lending
{e.g. high-cost consumer loans; how many small dollar mortgages are being made} and drops all
place-based review of home mortgages in LMl neighborhoods. The retail lending test is
weakened on the exam — it would have far less weight and banks could fail in half of their local
AAs and still achieve a bank-level passing CRA grade. National policy efforts and the role of the
nation’s banks in closing homeownership gaps and related racial and other wealth gaps get

harder.

The Service Test — proposal virtually eliminates it; minimal recognition of bank branches in LM}

areas; no consideration of affordable financial services and products.

The proposal has expanded CRA credit for general volunteer work of bank employees, including
for financial literacy regardless of income, but eliminates consideration of bank’s efforts to
provide affordable products, low-cost transaction and savings accounts and services intended
to expand access to the banking system to low- and moderate-income individuals who are
currently unbanked. Importantly, the percentage point credit for the number of bank branches
in LMI and other underserved areas is not enough of an incentive and there would be no review

of banks openings and closings.

V. Conclusion

Thank you for the opportunity to testify on the CRA. The OCC’s and FDIC's proposal is deeply
flawed. We urge the Members of this Committee to join us in opposing this framework and
facilitating interagency coordination by all three of the prudential regulators around a common
but far better approach that will clarify but strengthen the CRA’s regulatory framework for LMI

people, underserved communities and communities of color.

14
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Attachments:

1. NCRC powerpoint slides of the OCC/FDIC proposal and topline concerns

2. NCRC examples of absurd CRA qualifying activities in the NPRM

3. A Step-by-Step Summary of the OCC's Proposed Ratings Mechanics
{Covington)

4. The Banker’s Quick Reference Guide to CRA {today’s exam for large banks)
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Absurd Examples of CRA Qualifiying Activities Thanks to the NPRM
Family Farm

An illustrative example of a of CRA qualifying activities under proposed §§ 25.04{c}{7)(i) and
345.04{c){7)(i) is a loan to a family farm with gross annual revenues of $10 million.* According
to the U.S. Department of Agriculture, only 1% of farms had sales of $5 million or more. About
76% of farms had sales of $50,000 or less.? This change in CRA qualifying activities would divert
lending away from the smallest farms.

Stadiums in Opportunity Zones

The NPRMwould allow financing of improvements to athletic stadiums in low-income census
tracts located in Opportunity Zones.® Recently, the City of Jacksonville borrowed $45 million to
pay for upgrades, a new outdoor amphitheater and indoor practice facility, next to the stadium
in which the Jacksonville Jaguars play.

One of the two largest banks in terms of deposit market share in Jacksonville had community
development lending ($15 million) that was of a lower dollar amount than the loan for the
stadium. The community development lending of this bank supported 72 units of affordable
housing and economic development.® If financing for stadiums is allowed, banks would have an
incentive to eliminate important community development lending directly benefiting LI
households and neighborhoods.

Another bank, which is also one of the two largest banks in terms of deposit market share,
made $21 million in community development lending that supported over 200 units of
affordable housing.® Again, would this bank continue to do this if large scale financing and other
infrastructure is promoted by a new CRA rule.

Small Business

The agencies proposed to revise the definition of a small business as one with revenues of up to
$2 million and annually adjusted for inflation, which would be an increase from the $1 million
limit currently.” The CFPB estimated that 95% of small businesses had revenues of $1 million or
less.? The agencies’ change in the small business revenue size that qualifies a loan as CRA-
eligible would divert CRA-qualified lending away from the smallest businesses.

*NPRM, p. 97, §§ 25.04{c}(7) and 345.04(c}{7)
2 hizps:/fwww.nass.usda.gov/Publications/Highlights/2019/2017Census Farm_Economics.pdf
3 NPRM, p. 100. §825.04{c}{11) and 345.04(c){11}

improvement-everbank-fisld

5 hittps/ A Www.000. 80 tic/oraforaeval/oct 19713044 ndf

SIWWWL00C.00 % Jeraevaloct 1 H 715115 pdf
7 NPRM, p. 26, §§ 25.03 and 345.03
# Consumer Financial Protection Bureau {CFPB), Key Dimensions of the Small Business Lending Landscape, p. 10,
May 2017, https://www.consumerfinance.gov/data-research/research-reports/key-dimensions-small-business-

lending-landscape/
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Middle- and Upper-Income Housing

The NPRM could facilitate mixed income housing as defined by middle- and upper-income
housing. Current CRA guidelines provide partial CRA credit to mixed income housing that is low-
income and middle/upper income, but the creditis “based on the percentage of units set-aside
for affordable housing for low- or moderate- income individuals.” 1 The NPRM proposes to also
provide CRA credit for the portion of units set aside for those that are middle income in high
cost areas. As one example, §§ 25.04{c){1){(i}{D) and 345.04(c){1){i}{D) of NPRM defines
affordable housing as rental housing “that partially or primarily benefits middle-income
individuals or families in high-cost areas as demonstrated by an affordable housing set-aside
required by a federal, state, local, or tribal government.”2l Affordable housing for low-income
households is far more difficult to finance and, if these provisions are implemented, it could
make up a shrinking share of the affordable rental housing promoted by CRA.

Financial Education for All Incomes

The NPRM would allow banks to offer financial education to people of all income levels.®
Currently, this community development service is targeted to fow- and moderate-income
people. Thus under the NPRM, banks could offer financial education to the Comptroller of the
Currency and the Chairman of the FDIC and receive CRA credit. The provision of financial
education must be consistent with the statutory purpose of CRA, that is, combating redlining
and increasing access to credit and banking services to low- and moderate-income populations
and neighborhoods.

The Dominant Single Metric and Three Large Credit Card Lenders

The CRA evaluation measure would likely be ineffective in stimulating increases in community
development financing by large credit card lenders. We did a back-of-the-envelope calculation.
NCRC approximated the CRA evaluation measure of three large credit card lenders. We made a
conservative estimate of credit card lending to LMI borrowers (no data on this lending is
publicly available). Even with a conservative estimate of credit card lending to LMI borrowers,
the three large credit card lenders had ratios with just qualified credit card lending in the
numerator that already exceeded the benchmark of 11% needed for an Qutstanding rating.

in addition, one of the three large lenders had an overall community development minimum
that today exceeds 2% of deposits. In other words, this large lender likely would not have to
increase its community development financing in order to keep receiving Outstanding ratings.
For this lender, stagnant performance would earn it Outstanding. The other two lenders would
have to increase their community development financing but once they hit the 2% minimum
required ratio, their performance would stagnate. The proposal would be likely to lead to
lackluster CRA performance (that does not continually and affirmatively respond to needs} in
the long term for these three large lenders.

2 NRPM, p. 28, §§ 25.04{c}{9) and 345.04{c)(9)
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Appendix A: Step-by-Step Summary of Proposed Ratings Mechanics

Step 1: Designation of Assessment Area(s)

The scope of a bank’s area(s}is ined through two tests:

FEagllity-Based Assessment Area: Every bank must delineate an assessment area encompassing each location where it maintains its main
office, a branch, or a non-branch deposit-taking facility, as well as the surrounding locations in which the bank has originated or purchased a
substantial portion of its qualifying retail loans,

Deposit-Based Area: A bank that receives 50 percent or more of its retail domestic deposits from outside of its facility-based
assessment area must delineate separate, non-overlapping assessment areas in the smallest geographic area where it receives 5 percent or
more of its retail domestic deposits.

Step 2: Determination of Assessment Area-Level Presumptive Rating

The bank's presumptive assessment area-level rating is determined by its CRA Evaluation Measure, and a Satisfactory or better rating also
requires passing the Retail Lending Distribution Measure and satisfying the CD Minimum.

CRA Evaluation Measure: The bank’s assessment area-level CRA Evaluation Measure is the sum of: (1) the dollar value of qualifying activities,
divided by the average guarterly vatue of the bank’s Wt area retall domestic deposits; and {2} the percentage of branches in the
assessment area that are located in LMl census tracts, multiplied by 0.01. The value of certain CD activities is multiplied by two for the
purposes of this measure. This measure must meet or exceed 11 parcent for an Outstanding rating, 6 percent for a Satisfactory rating, and 3
percem for a Needs to Improve rating in the assessment area.

bank has of orrgmated 4 20 or more Ioans in the assessment area during the evaluation period, and (2} when making small loans to busmessas or
farms is & major retail Jending product line and the bank has originated 20 or more such loans in the assessment area during the evaluation
periad, pass the geographic distribution test for such loans. These tests measure the number of loans that the bank has made, rather than the
doltar value of thase loans.

+  Under the borrower distribution test, the percentage of the bank’s loans in a given category int the assessment area that the bark has
made to LM individuals, small businesses, or small farms (as applicable} must exceed either (a) 55 percent of the percentage of
individuals in the assessment area wha are LM, or percentage of businesses or farms in the assessment area that are small
businesses or small farms {as applicable), or {b) 65 percent of the percentage of peer banks’ loans in the category in the assessment

area that peer banks have made to LMI individuals, small businesses, or small farms {as applicable).

+  Under the gepgraphic distril 1 fest, the percentage of the bank’s small loans to businesses or farms in the assessment area that
the bank has made in LM! census tracts must meet or exceed either {a) 55 percent of the percentage of businesses or farms in the
assessment area that are in LMI census tracts, or (b) 65 percent of the percentage of peer banks’ loans to businesses or farms in the
assessment area that peer banks have made in LMI census fracts.

CD Minimum: The value of the bank's CD loans and investments in the assessment area divided by the average quarterly vaiue of the bank’s
assessment area retail domestic deposits must meet or exceed 2 percent.

Step 3: Determination of Bank-Level Presumptive Rating

The bank’s presumptive bank-level rating is determined by its bank-level CRA Evaluation Measure and its assessment area ratings, and a
Satisfactory or better bank-level rating also requires satisfving the bank-fevel CD Mini

CRA Evaluation Measure: The CRA Evaluation Measure described in Stap 2 is also used to evaluate the bank’s total qualifying activities both
within and outside of its assessment areas to calculate the bank-level CRA Evaluati The average of the annual banik-devel CRA
Evaluation Measures during the evaluation period must meet or exceed 11 percent for an Quistanding rating, 6 percent for a Satisfactory
rating, and 3 percent for a Needs to Improve rating.

Assessment Areg Ratings: The bank must receive a given rating in a “significant portion” of its assessment areas (which the preambte
suggests is 50 percent or more) to receive that same rating at the bank level.

n: The vailue of the bank’s total CD loans and investments {both within and outside its assessment areas) divided by the average
quarterty vaiue of the bank’s retail domestic deposits must meet or exceed 2 percent.

Step 4: Application of Performance Context Factors

The bank's primary federal regulator may adjust its presumptive e fevel and bank-level ratings based on a series of
performance context factors. These factors include the bank’s explanation of its product offerings, business strategy, financiat constraints,
economic factors, and assessment area needs.

Ewvidence that the bank has engaged in discriminatory or other illegal credit practices may also provide grounds for a downward ratings
adjustment.

COVINGTON
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Performance Standards

Number and amount of Joans in the
AA

Geographic distribution of loans

— proportion of joans in AA

-~ dispersion of lending in
AA

~ number and amount of loans by
geography classification {low-,
moderate-, middle- and upper-
income) in AA

Distribution based on borrower charac-

teristics

- number and amount of home
mortgage loans to low-, moderate-,
middle- and upper-income
individuals

- number and amount of small busi-
nigss and small farm loans by loan
amount at origination and to small
businesses and small farms with
gross annual revenves of
$1 million or less

- {optional} number and amount of
consumer loans to low-, moderate-,
middle- and upper-income indi-
viduals

D loans

- number and amount
~ complexity and innavativeness

inpovative or flexible lending practices to
address the ngeds of LMl individuals
or geegraphies

{Optianal} Atfiliate lending, if not claimed
by any other institution, and lending
by a consortium or third party will be
considered.

g Test
Examiner Review

Hdentify Joans to be evaluated by reviewing
~ most recent HMOA and CBA disclosure statements.
~ interim HMDA and CRA data collected,
- sample of loans lif a ial majority of b
-~ other loan information provided by the bank.

Verify accuracy of loan data collected and/or reporied.
~ Affiliate loans may be claimed by only one affiliate.
- (D foans meet definition.
- The amount of third party, consortia or affiliate lending may not account for more than the
percentage share of the bank’s participation or investment.
- If reported, consumer loans mustinclude all foans in a particulsr category {e.g. motor
vehicle).

Evaluate lending volume both in number and doffar amount of loans within the AA for each type
of loan, giving consideration 1o the performance context.

Analyze the geographic distribution of lending.
- Review information provided by the bank for insight into the reasonableness of its
geographic distribution.
— Perform independent analysis as necessary. The analysis should consider:
» number, dollar volurse and percentage of loans made:
~inside and outside AA.
~in each geography and each income category of geography.
number of geographies penetrated in each income category,
number and doffar volume of housing loans in each geography compared with the
number of housing units in each geography.
number and dollar volume of small business or farm feans in each geography compared
with the number of small businesses or farms in each geography,
whether any gaps exist in landing activity for each income category, by identifying
groups of contiguous geographies that have no or low loan penetration relative to the
other geographies.
— If contiguous geographies have abnormally low penetration, the examiner may
compare the bank’s performance with that of other area lenders. Note: Banks are not
required Yo lend in every geography.

Analyze distribution of lending by borrower charactaristics.
- Review information provided by the bank for insight into the reasonableness of its lending
distribution.
— Supplement with independent analysis of lending distribution by barrower characteristics
as necessary and applicable, giving consideration to the:

» number, dofiar volume and percentage of home mortgages made to low-, moderate-,
middle- and upper-income borrowers and make a percentage comparison of total home
mortgage loans with the population in each income category,
number and dollar volume of small loans to businesses or farms by foan size of $100,000
of less, more than $100,000 but less than or equal to $250,000, and more than $250,000.
number and doliar amount of small loans to businesses or farms that had annual
revenuss of less than §1 million, and compars with total reported number and amount of
small loans to businesses or farms.
loans made outside the AA if borrowers within the AA are adequately served and it
would enhance the assessment of the bank’s performance.

Review CD lending to determine the CD lending opportunities, the bank’s responsiveness and the
extent of its leadership.

Determine whether lending performance is enhanced by offering innovative or more flexible foan
products by considering:
~ if LMt borrowers are served in new ways or the foans serve ereditworthy borrowers not
previously served.
- the success of each product, including number and dollar volume of ariginations.

o



General

Collect and maintain data on loans 1o small businesses or farms
captured in Schedule RC-C of the Call Report {loans originated or
purchased}.

-~ unique lean number or alphanumeric symbol

- dollar amount of the foan at origination

~ location of the loan

~ Indicate whether the gross annual revenues of the business or
farm are §1 million or less.

Submit annually by March 1 the following data;
— for each geography, toans to small businesses and farms {loans
ofiginated or purchased), including
» aggregate number and dollar amoaunt of foans at erigination
i loan size categories of §100,000 ot less, more than $100,000
but less than or equal to $250,000, and more than $250,000.
= aggregate number and doflar amount of loans to businesses
and farms with gross revenues of $1 million or less,
- aggregate number and dollar amount of CD loans {originated or
purchased).
~ hame martgage loans as required under Regulation C (HMDAL
- alistfor each assessment area showing the geographies
within the area.
~ affiligte lending if affiliate lending is being considered.
- consortium or third-party landing i consortium or third-party
tending is being considered,

Optional

Callgot and maintain data for consumer loans {originated and
purchased).
- ynique loan number or alphanumeric symbol
~ dollar amount of the loan at erigination
- location of the loan
- gross annual income of the borrower that is considered in
making the credit decision

Any other information concerning fending performance the bank
chooses o provide

Substantial

High Low
Characteristic Qutstanding Satisfactory | Satisfactory | Improve | Noncompliance
Lending Activity Lending tevels reflect
EXCELLENT responsiveness G300 ADEQUATE POOR VERY POOR
to AA credit needs.
Assessment Areals) A SUBSTANTIAL MAJOR. HIGH ADEQUATE SMALL VERY SMALL
Conzentration i1 of loans are made in the PERCENTAGE PERCENTABE PERCENTAGE PERCENTABE
bank's AA
g The phic distributior
of Leans of loans reflects EXCELLENT {000 ADEQUATE POOR VERY POOR
panetration throughout the
Borrower's Profile The distribution of horrowers
reflects, given the product.
fines offered, EXCELLENT QOO0 ADEQUATE POOR VERY POOR
penetration among customers
of different income tevels and
businesses of different sizes,
Rasponsiveness o Credit Exhibits an EXCELLENT BOGD ADEGUATE POOR VERY PODR
Neads of Low-Income record of serving the credit
vi and nesds of fow-i
and Very Small Businesses individuals end areas and
very smali businesses.
Gommunity Development ALEADER IN MAKING MAKES A MAKES AN MAKES A MAKES FEW,
Lending Activities L0 toans. RELATIVELY HIGH ADEQUATE LEVEL LOW LEVEL iF ANY
LEVEL
Product Innovation Makes EXTENSIVE USE of Lk LIMITED USE LITTLE USE N USE
innovative andfor flexible
{ending practises i serving
AA ereditneeds.




Performance Standards

Dollar amount of qualified investments

{nnovativeness and complexity of qualified
investments

of qualified §
to credit and €O needs

Begree to which qualified investments
are not routinely provided by private
investors

Qyatified investments must benefit the
AA or a broader statewide or regional
area thatincludes the AA.

{Optional) Qualified investments made by
an affiliate bank will be considered if
not claimed by any other institution.

 Large Banks - Investment Performance Ratings

Examiner Review

Identify qualified investments,
— Review investment partfolio,
- At bani's option, review affifiate’s investment portfolio.
— Include qualified investments made since previcus examination and qualified investments
made prior to last examination stil} outstanding.
- Include qualifying grants, donations or in-kind contributions of property made since last
examination that have a primary purpose of CD.

Evaluate investment performance.

~ henefit to assessment area or broader statewide or regional area that includes AA

- has not been considered under lending or service test

- if reported, that affiliate investments have not been claimed by another institution

- dofiar volume of investments made considering performance context

~ use of i or complex particularly those not routinely provided by
ather investors

~ responsiveness to available opportunities and degree to which they serve LM| areas or
individuals

High Low Needs to Substantial
Characteristic Outstanding Satisfactory | Satisfactory | Improve | Noncompliance
3,
fnvestment and Grant An EXCELLENT tevel of SIGMIFICANT ADEQUATE POOR FEW, IF ANY
Activity qualified CD investments and
grants, particularly those not
cautinely provided by private
investors, OFTEN in a leader- GECASIONALLY RARELY
ship position,
Community Makes EXTENSIVE USE of SIGNIFICANTUSE | OCCASIONAL RARE LISE NOUSE
oy i and/jor complex USE
nvestments to support CO
initiathves.
Responsiveness ta Credit Exhibits EXCELLENT respon- 6000 ADEQUATE POOR VERY PGOR
and Community Development | siveness to credit and
Needs CD nepds.




Performance Standards

Retall Banking Services

{istribution of branches among each
geography classification

Becard of apening and closing branches,
particularly those located in LMI
geographies oy primarily serving LM}
individuals

Availability and effectiveness of alter-
native systems for delivering retail
banking services in LM geographies
and ta LMI individuals

Range of services provided in each geog-
raphy classification and the degree
the services are tailored to meet the
needs of those geographies

e e B, Lt

Extent of CD services provided

and r of CD

Examiner Review

Retail Banking Services

Determine from the bank’s public file the distribution of branches among sach geography
classification in the AA and the banking services provided, including hours
and available products.

dently any material differences in hours or services available at each branch.

Evaluate the record of opening and closing branch offices and its effect, particularly on 1M1
geographies or individuals.

Eval the ihitity and use of alt
LMt areas and to LMl individuals.

systems for defivering retail banking services in

Assess the guantity, quality and of service-deli ided in each
geography classification.
— Consider the degree to which services are tailored to the convenience and needs of each

geography.

1y systems p

P e Fauad,

identify CD services of the bank and, at its option, services through affiliates.

Ensuve CD services meet the definition of CD service,

services

CD services using performance context information and consider:

~ innovativeness and whether they serve LMI customers in new ways or serve groups of
customers nat previously served.

-~ the degree to which they serve LM! areas or LMI
available service opportunities.

and their responsi i)

5 —Service Performance Ratings.

High Low Needs to Substantial
Characteristic Outstanding Satisfactery | Satisfactory | Improve | Noncompliance

Aecessibility of Delivery Detivery systems are READILY | ACCESSIBLE REASONABLY UNREASONABLY | UNREASONABLY
Systems AGL BLE to the hank's ACCESSIBLE INACCESSIBLE TG | INACCESSIBLE T

geographies and individuals PORTIONS OF SIGNIFICANT PORTIONS

of different income lavels in oF

its AA.
Changes in Branch Recerd of opening and
Logations closing of branches has

{MPROVED the aceessibifity NOT ADVERSELY GENERALLY NOT ADVERSELY SIGNIFICANTLY

ot its delivery systems, par- AFFECTED ADVERSELY AFFECTED ADVERSELY AFFECTER

ticularly to LM geographies AFFECTED

andjor LM} individuals.
Reasonsbleness of Business Services ARE TAILORED 10 BONQT VARYIN 00 NOT VARY IN VARYIN AWAY | VARY IN A WAY THAT
Hours and Services in CONVENIENCE AND NEEDS AWAY THAT £ WRY THAT THAT SHGNIFICANTLY
Mesgting AA Neads OF its AA, particularly LM INCONVENIENCES INCONVENIENCES [ INCONVENIENCES | INCONVENIENCES

geographies and/or LMI
Community Development ALEADER IN PROVIDING CD PROVIDES A PROVIDES AN PROVIDES A PROVIDES FEW, IF ANY
Services services. RELATIVELY HIGH ADEQUATE LIMITED

LEVEL OF LEVEL OF LEVEL OF




Small Banks

Gutstanding

- if the bank meets the rating descriptions and standards for
Satisfactory for each of the five core criteria and materially
exceeds the standards for Satisfactory in some or all of the
criteria to the extent that an cutstanding rating is warranted
or

~ if the bank's performance with respect to the five core criteria
genarally exceeds Satisfactory and its performance in making
gualified investments and providing branches and other ser-
vices and delivery systems in the AA supplements its perfor-
mance under the five core criteria sufficiently to warrant an
overall rating of Outstanding

Satistactory
~if the bank meets each of the standards for a Satisfactory
rating
or
~ if exceptionally strong performance with respect to some of
the standards for weak perf: in others

Needs to huprove or Substantial Noncompliance
- depending on the deqree to which a bank's performance
has failed to meet the standards for a Satisfactory rating

Intermediate Small Banks

Gutstanding
- if the hank is rated Qutstanding on both the lending and
CD tests or if the bank is rated Outstanding on one test and
atleast Satisfactory on the other test

Satistactory
- if the bank receives at least a Satisfactory rating on both the
tending and CD tests

Meeds to lmprove or Substantial Noncompliance
- depending on the degree to which a bank’s performance has
faited to meet the standards for a Satisfactory rating on a test

Large Banks

Component test ratings that reflect the bank’s fending, investments
and services are assigned.

Component Test Ratings Lending Investment Service
Qutstanding 12 6 3
High Satisfactory 3 4
Low Satisfactory 8 3 3
Needs to Improve 3 1 1
Substantial Noncompliance 1] a ]

¥ rating is assi by ing the
test ratings for lending, investment and service tests and referring
to the chart below,

¥

Peints Composite Assigned Rating
20+ Dutstanding

HESL] Satisfactory
510 Neads to Improve
8-4 Substantial Noncomphiance

No bank may receive a } gned rating of Sati yor
higher unless it receives at least Low Satisfactory on the
tending test. The assigned rating can be no more than three times
the score on the lending test.

Strategic Plan

Bank must identify satisfactory measurable goals and, to be consid-
ered for an Ouistanding rating, must identify a separate group
of outstanding measurable goals that substantially exceed the
Satisfactory level.

An Dutstanding rating will be assigned if the bank exceeds its plan
goals for a Satisfactory rating and substantially achieves its plan
goals for an Outstanding rating.

& Satisfactory rating will be assigned if the bank substantially
achieves its plan goals for a Satisfactory rating.

A Needs to Improve ar Substantial Noncomplianee rating will be
assigned if the bank fails to substantially mest its plan goals for
a Satisfactory rating, unless the bank elects in its plan to be
evaluated under the appropriate alternative large or small bank
assessment mathod.

All Banks

Evidence of discriminatory or other illegal credit practices adversely affects the evaluation of a bank’s CRA performance.

A final overall CRA rating is assigned.

- Banks with branches in just one state will receive ane set of component ratings, Banks with branches in two or

more states and banks with branches in two or more states of a

ratings for each state or multistate MSA.

MSA will be assigned




Assessment &raals)— One or more of the geographic area{s) that
is defineated by the bank and used by the regulatory agency in
evaluating the bank’s record of helping to meet the credit needs of
its community. it must, in general, consist of ane or more MSAs or
metropolitan divisions or one or more contiguous political subdivi-
sions, such as counties, cities or towns. it must include geographies
in which the bark has its main office, branches and deposit-taking
ATMs, as well as the surrounding geographies in which the bank has
originated or purchased a substantial portien of its loans. A bank may
adjust the boundaries of its AA to include only the portion of a political
bdivision that it r. bly can be d to serve. An AA must
consist only of whole geographies, may not reflect ilfegal discrimina-
tion, may not arbitrarily exclude LMI geagraphies and may not extend
substantially beyond an MSA boundary or beyond a state boundary,
unless the AA s located in a multistate MSA.

& i : ~E P affardahle housing
{includi ttifamily rental housing) for LMI individuat
services targeted to LMl individuals; activities that promote
development by financing businesses or farms that meet the size efi-
gibility lards of the Smal Busi Administration’s Develop
Company or Small Business lnvestment Company programs or have
gross annual revenues of §1 million ar less; or activities that revitalize
or stabilize LMI geographies, designated disaster areas or distressed
or underserved non-metropolitan middle-income geographies desig-
nated by the Board of Governors, FDIC and 0CC.

Lommunity Development Loan — A loan that has as its primary
purpese devel ; {except for wholesale or fimited
purpose banks} has not been reported or collected by the bank or
an affiliate for consideration in the bank’s assessment as a home
mortgage, small b small farm or foan, unlessitis
a multifamily dwefling loan; and benefits the bank's AA or a broader
statewide or regional area that includes the bank's AA,

Community Development Service ~— A service that has as its primary
purpose community development, is related to the provision of finan-
cial services, has not been considered in the evaluation of the hank's
retail banking setvices, benefits the bank’s AA or a broader statewide
or regional area that includes the bank’s AA and has not heen claimed
by other affiliated institutions.

Diseriminatory or Other Hlegal Cradit Practices — Activities that
result in violations of an applicable faw, rule or lation, includi

but not limited to, the Equal Credit Opportunity Act; the Fair Housing
Act; the Home Ownarship and Equity Protection Act; section 5 of the
Federat Trade Commission Act; section 8 of the Real Estate Settlement
Procedures Act; and the Truth in Lending Act provisions regarding a
consumar's right of rescission,

Geography — A census tract delineated by the U.S. Bureau of the
Census in the most recent decennial census.

fncome Level - Geography
Low-Income — Median family income less than 50 percent of the
area median income
Kodarate-Income — Median family income atleast 50 percent
and less than 80 percent of the area median income
Middle-Income — Median family income at Jeast 8 percent and
less than 120 percent of the area median income
Upper-Income — Median family income at least 120 percent of the
arga median income

Income Level — Individual
Low-income — Less than 50 percent of the area median income
Moderata-Income — At least 50 percent and less than 80 percent
of the area median income
Middle-Income — At least 80 percent and less than 120 percent
of the area median income
Upper-Income — At least 120 percent of area median income

Limited Parpoese Bank — A bank that offers only a narrow product
fine, such as credit eard or mater vehicle loans, to a regional or
broader market and has received designation as a limited purpose
hank from its supervisory agency.

Performance Gontext — A bank’s performance is judged in the con-
text of information about the bank and its AA, including
~ demographic data on median income levels, distribution of
household income, nature of housing stock, housing costs and
other relevant data
~ lending, investment and service opportunities
-~ the bank’s product offerings and business strategy, capacity
and constraints, past perf and the per of
similarly situated lenders
~ the bank's public file and any written comments about the
bank's CRA performance
~ any other relevant information

Cualified iovastment — A lawful investment, deposit, membership
share or grant that has as its primary purpese community develop-
ment.

Small Bank - A bank that, as of December 31 of either of the prior
wo calendar years, had total assets of fess than §1 bitlion. Isterme-
diate Small Bank means a small bank with assets of at least §250
mitlion as of Decembar 31 of hoth of the prior two calendar years and
tess than $1 billion as of December 31 of either of the prior twa calen-
dar years. Asset size designation wifl be adjusted annually based on
the yesr-to-year change in the average of the consumer price index
for urban wage earners and clerical workers,

Whalesale Bank — A hank that is net in the business of extending
home mortgage, small business, small farm or consumer loans to
retail customers and has received designation as a wholesale bank
from its supervisary agency.
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INTRODUCTION

Good afternoon. My name is Eric Rodriguez and | am the Senior Vice President of Policy and
Advocacy for UnidosUS, formerly the National Council of La Raza, which is the largest Hispanic”
civil rights and advocacy organization in the United States. For more than 50 years, we have
worked to advance opportunities for low- and moderate-income (LM!) Latino families so that
they can achieve economic security and build wealth. In this capacity, UnidosUS, with its network
of nearly 300 Affiliates—local, community-based organizations across the U.S. and in Puerto
Rico—provides education, health care, housing counseling, workforce development, and
financial coaching programs to millions of citizens and immigrants.

For more than two decades, UnidosUS has published reports, provided testimony, and engaged
in advocacy for strong fair housing and fair lending laws, increased access to financial services for
LMt individuals, and expanded homeownership opportunities in the Latino community. UnidosUS
has conducted original research on the experiences of LMI communities of color in using
financial services and has authored numerous reports, including Latino Financial Access and
inclusion in California {2013}; Banking in Color: New Findings on Financial Access for Low- and
Moderate-Income Communities (2014); Small Dollars for Big Change (2017); The Future of
Banking {2019); and Latino Homeownership 2007-2017: A Decade of Decline for Latinos {2019).

In addition, the UnidosUS Wealth and Housing Alliance (UWHA) is the nation’s largest network of
community-based organizations working to empower Latino wealth-building through
homeownership. Established in 1993 as “Home to Own” in partnership with First Interstate
Bank-—a bank seeking to improve its Community Reinvestment Act (CRA) rating—the program
was created to provide culturally competent, linguistically appropriate, one-to-one counseling to
prospective Latino homeowners and was designed to overcome the widespread lack of
knowledge in the Hispanic community about the mortgage financing process. Following a
positive evaluation by the Morrison Institute for Public Policy at Arizona State University, and
subsequently confirmed by a substantial body of independent research, the program expanded
to 10 sites in a number of states. Around the same time, we played a major role in creating and
supporting appropriations to fund the Department of Housing and Urban Development’s (HUD)
Housing Counseling Program. Twenty-seven years later, Home to Own—now UWHA—has grown
to a nationally recognized housing counseling intermediary designated by HUD to train and
credential other housing counseling networks. It includes 50 independent community-based
organizations and supports more than 60,000 families a year in their journey to homeownership
and the American Dream.

Furthermore, our subsidiary, the Raza Development Fund {RDF}, is the nation’s largest Latino
Community Development Financial institution (CDF1). Since 1999, RDF has provided more than

" The terms “Hispanic” and “Latino” are used interchangeably by the U.S. Census Bureau and throughout this
document to refer to persons of Mexican, Puerto Rican, Cuban, Central and South American, Dominican, Spanish,
and other Hispanic descent; they may be of any race.

2 1 UnidosUS
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half a billion dollars in financing to locally based development projects throughout the country.
This work has substantively increased UnidosUS’s institutional knowledge of how Latinos interact
with the mortgage market, their credit and capital needs, and the impact of government
regulations on financial services markets.

Due to its requirement for banks to meet the credit needs of their communities and intent to
combat redlining, CRA has become one of the most important tools that LM households and
communities of color have to access mainstream banking services, credit, and investments. CRA
has helped to revitalize neighborhoods and enable non-traditional borrowers—including many
Latinos—to gain access to financial services and benefit directly from investments made by large
mainstream banks that may otherwise have left the community underserved. CRA has also been
an important tool—albeit indirectly—in mitigating the effects of discrimination and disparate
treatment of individuals of color and immigrants within mainstream financial markets.!
Specifically, CRA has led to $1.7 trillion in lending to economically distressed areas since its
enactment and has partially been responsible for the gains in credit in low and moderate income
(LMI) communities and communities of color.? Another 2017 study found that CRA increased
credit activity by 9% from 2004 to 2012 and the number of credit visible individuals in the
community by 7%.3 Still another study found that between 2010 and 2016, the CRA expanded
the number of small business loans in LMi neighborhoods by 38%. Finally, our own research has
found that the CRA has bolstered home lending for Latinos and facilitated between 15% and 35%
of home loans to Latinos in LMI census tracts. This was about two to three times the share of
loans facilitated to Whites in LMI census tracts.*

This written statement briefly summarizes the history of the Community Reinvestment Act (CRA)
and explains how this landmark legislation has been instrumental in expanding access to
affordable credit for Latinos and communities of color. The statement also focuses on how the
Office of the Comptroller of the Currency {OCC) and the Federal Deposit insurance Corporation’s
(FDIC) proposed rule to “modernize” the CRA could significantly harm Latinos living in LM
communities by decreasing their access to financial institutions and credit. Finally, this statement
recommends alternative courses of action for the OCC and the FDIC to consider in addressing
the need for increased financial institutions’ investments in Latino LMI communities and
expanded access to affordable credit.®

BACKGROUND

“You realize pretty fast that if there isn't money flowing into a community, it’lt die.”
—@Gail Cincotta, Chairperson of the National Pecple’s Action, a Chicago community organization®

Bias in banking and issuance of credit by financial institutions has been persistent in the
American financial system since the creation of our nation. After its founding in 1781, the first
“modern” bank—the Bank of North America—was criticized in 1784 for favoring city merchants
over farmers. This was the first, but certainly not the last, recorded case of bias in lending
policies by an American bank.” Nearly 150 years later, the Home Owners Loan Corporation

3 | UnidosUs
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(HOLC)—formed by the federal government as part of the New Deal to refinance mortgage
loans—established a universal “risk” appraisal method that color-coded neighborhoods. The
appraisal classified communities by age, type of construction, price range, and state of repair of
the housing stock. Most importantly, it assigned risk to neighborhoods based on the occupation,
income, race, and ethnicity of the residents.® Green neighborhoods were new, homogenous, and
White; blue neighborhoods had “peaked,” but expected to still remain White; yellow
neighborhoods were “declining” and were not racially homogenous; and red neighbarhoods had
“fully declined” —that is, they were neighborhoods where people of color constituted the
majority.?

The HOLC color-coding appraisal method was adopted by other federal government lenders, the
private mortgage market, and the American financial system generally, The Federal Housing
Administration’s {FHA) chief economist, Homer Hoyt, sought to “improve” the accuracy of the
HOLC model by overlaying it with a pseudoscientific racial and ethnic hierarchy. Hoyt ranked
Anglo-Saxons and Northern Europeans as the “most desirable,” followed by Northern italians,
Czechs, Poles, Lithuanians, and Greeks, while “Russian Jews of the lower class,” South lItalians,
and “Negroes and Mexicans” ranked as the lowest class.? Simultaneously, the chief underwriter
for FHA—Frederick Babcock—sent letters to field offices warning “against mixing income classes
and incompatible racial and social groups” when making home loans.*! The federal government
gave its considerable authority to the practice of redlining, withholding credit to neighborhoods
based on their racial and ethnic composition.

Redlining was, and remains, a “self-fulfilling prophecy” that destroys neighborhoods. The loss of
access to credit reduced property values in non-White neighborhoods and harmed the small
businesses that served those communities.*? Bankers, real estate agents, and mortgage lenders
worked to convince prospective buyers that a community with people of color was not desirable,
that loans were not available, and that the buyer ar businessowner would be better off in an all-
White suburb. Upwardly mobile residents found other neighborhoods to live in. Home
improvement loans were unavailable to property owners who wanted to make repairs, which led
to neighborhood decay.’® By the late 1950s, pervasive redlining left many cities trapped in a
spiral of “White flight” and ghettoization, a process that was aided and abetted by federal
banking regulators.

While many communities throughout the natien pushed back against redfining, Chicago
established itself as the center of the movement against redlining and for community
reinvestment. In 1969, the West Side Coalition, a community organization in West Town—a
Polish neighborhood with a growing Puerto Rican population—began to take direct action
against discrimination by local banks. When members of the community found that they had
been denied loans despite good credit histories, coalition members visited the bank branch and
demanded an immediate processing of the denied loan, a say in where their savings would be
used, and a right to review future rejected applications. When the bank refused their demands,
the West Side Coalition visited the bank to hand out fliers to current and potential customers
explaining that the bank was practicing redlining. Then, coalition members divided into small
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groups, entered the bank, and clogged teller lines until the group secured a meeting with the
bank’s president and the chairperson of their board of directors.

In 1971, the Center for Community Change and the National Urban League built on the activism
of the West Side Coalition and examined the problems of lending discrimination and
neighborhood disinvestment in New York City, St. Louis, Cleveland, and Chicago. Their study
found that redlining was present in all the cities they examined.* In 1974, the Federal Home
Loan Bank Board surveyed 189 of its federally insured associations in Cook County, Hlinois by the
amount of savings deposits and the number of home loans by ZIP Code. The survey showed that
inner-city neighborhoods were redlined; neighborhood bank branches invested as little as one
penny’s worth of loans into their local community for every dollar deposited by residents,’®

These two studies led to the Chicago City Council legally prohibiting redlining by financial
institutions that did business in the city. To support this prohibition, Chicago mandated that the
city’s banks disclose, by Census tract, all of their residential, commercial, and consumer loans, as
well as savings and checking accounts, In 1975, following continuing pressure from the
community groups, the lllinois State Legislature passed two laws, identical to the Chicago City
Council's."”

Spurred by community activism, Congress and the executive branch began to investigate the
community organizations’ claims of redlining. In March 1972, for example, the Federal Home
Loan Bank Board released a survey of savings and loan associations in which 30% volunteered
that they “disqualif{ied] some neighborhoods from lending because they [were] low-income or
minarity-group areas.”*® Two months later, HUD released a survey in which 1,000 lending
institutions, located in 5Q cities, admitted that they used the racial and ethnic characteristics of a
neighborhood as a factor in evaluating loan applications—just as Homer Hoyt had intended.*?

The problem of lending discrimination was too pervasive to be resolved by state and local
legislation alone. In 1975, Senator William Proxmire {D-W1) introduced S. 1281, the Home
Mortgage Disclosure Act (HMDA). He held a series of hearings on community reinvestment, and
community groups from all over the country presented information on discriminatory lending
patterns and the lack of loans for local needs. Gail Cincotta, the Chairperson of the People’s
Action Committee from Chicago, testified that:

In one week, Chicago newspapers reported about a Harris Bank of Chicago office
in Beirut, Lebanon; a $25 miltion loan by Continental Bank in Chicago for building
a road in Spain; a $30 million loan by First National Bank to South Korea to buy
Boeing 747s. But we can’t get a $3,000 loan to rehabilitate our homes. We are
not asking for handouts. All we are asking for is a fair return on our savings into
communities.

The bill passed the Senate 45-37 and in the House 177-147, and President Gerald Ford signed it

into law on December 31, 1975.7° HMDA became the source for community groups to confirm
lending patterns in their neighborhoods, fueling calls for a piece of legislation that would require
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banks to reinvest in their communities. It was premised on the idea that since banks were
chartered, regulated, and insured by the federal government to serve the public’s interests, they
also had an “affirmative obligation” to serve local credit needs.?!

Following extensive meetings with community groups, including a two-and-a-half-day meeting
held by HUD in Philadelphia with 58 witnesses, in 1977 Senator Proxmire introduced the
Community Reinvestment Act (CRA) as a complement to HMDA, to “encourage financial
institutions to help meet the credit needs of the communities in which they are chartered.” In
his floor remarks introducing the bill, the Senator plainly stated that:

[Dlepository institutions—including commaercial banks, mutual savings banks],]
and savings and loan associations—play a strategic role in allocating the public’s
savings. Their collective decisions help to shape the communities we live in, our
economic well-being, and have a profound impact on our daily fives . . . The bank
regulatory agencies have considerable influence over financial institutions, with
the authority to approve or deny applications for deposit facilities . . . Successful
applicants pay nothing for the right to operate a new deposit facility[,] even
though they convey a substantial economic benefit . . . In return for these
benefits financial institutions are required by law and regulatory policy to serve
the convenience and needs of their communities, including the credit needs of
their communities . . . In practice the regulators have tended to ignore credit
needs and {have instead] focused on deposit needs. [Currently] the regulators do
not require any analysis of the community’s needs for credit and how the
applicant proposed to meet that need.??

CRA's IMPACT NATIONWIDE AND ON LATINOS

Today, CRA promotes the goal of fair and equal distribution of banking services in all
neighborhoods, regardless of the racial, ethnic, or income composition of their residents. Since
its passage in 1977, CRA has emerged as a critical tool to promote investment and affordable
lending in underserved communities. Fair housing and equal credit laws prohibit discrimination
against individuals and families, but CRA is unique in that it places an affirmative obligation on
private financial institutions to meet the credit needs of the communities where they do
business.

In its four decades of existence, CRA has served as the catalyst for encouraging regulated banks
to lend to LMI communities of color. Specifically, CRA has helped to revitalize neighborhoods,
increased mortgage and small business lending to LMI communities of color, and enabled
nontraditional borrowers—including many Latinos—to access mainstream financial products
and receive credit.

Overall, CRA has made significant nationwide improvements in access to credit. The law has led
to an estimated $1.7 trillion in lending to economically distressed areas since its enactment and
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strengthened gains in access to credit and financial services in LMi communities of color.?® The
Philadelphia Federal Reserve {Philly Fed) reported in two different papers that the CRA has
increased mortgage lending and the extension of credit to small businesses.?* In a 2017 paper,
the Philly Fed found that the loss of CRA-eligibility status in a neighborhood leads to a decrease
of between 10% and 20% in the volume of mortgage purchase originations by CRA-regulated
lenders. The paper also found that the CRA has made mortgage credit more accessible for
households in LMl communities.® Specifically it states that:

The CRA effects are more pronounced among minority borrowers . . . Without the
incentive of CRA, it seems depository institutions are less likely to keep up or
expand their supply of mortgage credit in [LMI] neighborhoods; instead they tend
to scale back their lending from these neighborhoods by reducing the supply of
mortgage credit to minority borrowers . . .

The Federal Reserve Bank of Boston reported in a 2013 paper that CRA expanded access
to credit in LMI neighborhoods by 9% and that this expanded access to credit did not
result in worse credit outcomes after the financial crisis. ?®

CRA has beer an important tool in mitigating the effects of discrimination and disparate
treatment of Latinos within mainstream financial markets, especially in terms of mortgage
lending. UnidosUS, in its statistical brief analyzing National Survey of Mortgage Origination Data
from 2014 to 2018 (Attachment A}, found that the CRA has bolstered home lending for Latinos
and facilitated between 15% and 35% of home loans to Latinos in LMI census tracts. This was
about two to three times the share of loans facilitated to Whites in LMI census tracts.?” Notably,
Latinos represent 18% of the population; as the Latino community grows, especially in rural
America where the Hispanic population has doubled since 1990, CRA remains a critical tool for
ensuring that the financial system serves our communities in a fair and inclusive manner.?

Leveraging private investment toward the public goal of ensuring that minority and LMI
communities have equal access to bank services has produced benefits for communities of color,
the banks themselves, and all Americans. Without the CRA, Latinos and other LMI communities
nationwide would face widespread barriers accessing mainstream financial products. This would
inhibit their progress toward financial security and the empowerment that comes from owning
homes and businesses.

HOW THE PROPOSED RULEMAKING COULD HURT LATINOS

The OCC and FDIC's proposal reiterates concerns that the current CRA framework has not kept
pace with the dramatic changes that have occurred in the banking industry since 2005, when the
CRA regulations were last revised. As such, the proposal would establish a new framework for
measuring insured banks’ CRA performance. It focuses on redefining assessment areas,
expanding the type of activities eligible for CRA credit, addressing digital banking challenges, and
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encouraging lending to LM! borrowers in underserved communities, such as communities
located in rural areas and on tribal fands.

As thoroughly addressed in our November 2018 response to the OCC’s Advanced Notice of
Proposed Rulemaking (ANPRM) (Attachment B), we urged the OCC and its fellow prudential
regulators, including the FDIC, to consider a rulemaking process to modernize CRA which would:
1) do no harm; 2) increase the size and impact of investment in Latino LMI communities; and 3)
expand access to affordable credit for Latino LMI communities. After meeting with the OCC and
the FDIC, along with other civil rights and economic justice organizations to reiterate our
concerns, we note that the issues we raised have not been fully addressed by the OCC and FDIC's
Notice of Proposed Rulemaking (NPRM) issued in January 2020.

Even though we and other civil rights organizations have a number of issues with the OCC and
FDIC's NPRM, this statement will address only three of those concerns: 1) how the proposal will
diminish the importance of branch banking; 2) how the current list of credit-receiving activites
under the proposal will have little-to-no-impact on the communities in which banks are located;
and 3) the absence of a clear mechanism for essential community input in CRA examinations.

Limited Consideration of Bank Branches

The underlying theory of the CRA is that banks have public duties because they are essentially
public institutions. {n passing the CRA in 1977, Senator William Proxmire, alluded to the
dependent nature of the bank-state relationship. He stated that the CRA was based on a “widely
shared assumption” that “a [bank’s] public charter conveys numerous economic benefits and in
return it is legitimate for public policy and regulatory practice to require some public purpose . .
. The Senator claimed that banks are “a franchise to serve local convenience and needs” and
therefore “it is fair for the public to ask something in return.” Senator Proxmire explained
“financial institutions are required by law and regulatory policy to serve the ‘convenience and
needs’ of their communities. The ‘needs’ of a community clearly include the need for credit
services as well as deposit services . . . . The proposed legislation directs the bank regulatory
agencies to use their influence to award applications for deposit facilities in a way that will
benefit local communities as well as bankers.”?°

In order to enforce the CRA, regulators currently look at a bank’s “assessment areas,” defined in
the regulations regarding where a bank has its branches or some other physical presence, to
gauge whether the bank is in fact meeting the credit needs of the community in which it does
business. The current CRA regulations explicitly recognize the importance of bank branches and
financial services as part of the “service” test of the CRA examination, which primarily examines
the geographic distributions of banks’ branches, as well as how many banks have opened and
closed—particularly those that serve LMI communities.

With the advent of internet banking and the proliferation of smart devices, the current approach

for delineating assessment areas should be expanded, but not at the expense of physical bank
branches. Yet, the OCC and FDIC proposed revising the service test to devalue bank branches.
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Specifically, the NPRM proposes that “the number of the bank’s branches located in LMl census
tracts . . . during the same annual period used to calculate the qualifying activities value would
be divided by the bank’s total number of branches in that annual period and multiplied by 0.01.”
This proposal would greatly diminish the importance of bank branches in meeting the test for
CRA compliance, which could lead to significant branch closures in LMl communities. This would
lead to a corresponding decrease in lending in these communities” and reduced access to
mainstream financial products.

Branch banking is extremely important in providing access to financial services and credit to LMI
communities and communities of color. As discussed in our 2019 Future of Banking report
coauthored by Policylink {Attachment C), physical presence still has an impact on whether
residents of LMI communities of color are banked, including in their decision on whether or
where to open an account and resolving issues with a bank. Research also shows that thereis a
direct correlation between the number of bank branches and ATMs located in a neighborhood
and the credit opportunities available to the surrounding community.*®

The Federal Reserve Bank of Philadelphia found in a 2019 paper that CRA has “motivated banks
to keep their branches open in LMI communities in the aftermath of the Great Recession.” More
importantly, it states that “[als banks increasingly seek ways to reduce costs, it is likely that more
of them will substitute technology such as ATMs or online and maobile banking for in-bank
interactions. Understanding ‘what matters’ about a branch could help identify alternative
approaches to ensuring that technological shifts do not leave lower-income communities and
borrowers behind.”*!

Creditworthy Activities Should Benefit the Communities in which Banks Are
Located

Congress enacted the CRA with the belief that financial institutions have a responsibility to meet
the credit needs of the entire community that they serve, including meeting the needs of low-
and maoderate income {LMI) neighborhoods, as well as inner city, older, and predominantly
minority neighborhoods.? This is clear from the remarks of Senator William Proxmire, on the
Senate floor clarifying the intent of the law. He articulated:

The committee included title IV to reaffirm that [banks] are indeed chartered to
serve the convenience and needs of their community, and as the bill makes clear,
convenience and needs does not just mean drive-in teller windows and Christmas
Club accounts. It means loans. .. . Mr, President],] the solution to housing and
economic development needs is not simply a Federal program, a Federal charge .
... What it takes is the kind of resources that the local financial institutions have,
and they have plenty. . .. The private sector has the capital, the know-how, and
the efficiency to do the job. And the banking industry must be encouraged to
reinvest in local needs . . .\We need to encourage bankers to get out of the office
and walk around the block and find loan opportunities here at home.3?
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The OCC and FDIC's NPRM would allow for community development activities that are outside of
the original intent of the CRA. These activities neither assist in meeting the credit needs of the
communities in which they are chartered, nor serve the convenience and needs of their
communities.

The OCC and FDIC's NPRM proposes a number of new activities that can earn CRA credit. Even
though the most egregious of these activities is the well-publicized ability for banks to earn
credit for financing upgrades to sports stadiums,>* we still are bothered by a list of financial
literacy programs that receive credit, among other activities. We are bothered by the fact that
the OCC and FDIC sought to include financial education or literacy curricula at local community
centers, “train the trainer” programs designed to train teachers to provide financial literacy
education to their students, and bank employees providing financial education in connection
with a school savings program, over financial coaching programs or a combination of the two.

Financial literacy programs, especially in low-income populations—the target communities of the
CRA—are not best served by financial education. As summarized by Hastings, Madrian and
Skinnyhorn in their 2013 article, there is mixed evidence about the efficacy of financial
education,® especially for low-income populations.®® Rather, as displayed in the Urban
Institute’s 2015 seminal study comparing financial education with financial coaching,?” a well-
structured financial coaching program can increase savings amounts and the number of
deposits, paying bills on time, credit scores and familiarity with a credit report, and the likelihood
of having a budget; while reducing debts, the likelihood of borrowing money from family and
friends, the use of payday loans, and financial stress levels 38

While any increased engagement in financial education is welcome, this approach would have
too few controls, and there would be inadequate oversight of the activities to ensure the
achievement of the CRA goals. Furthermore, bank-designed curricula are often aligned with the
bank’s business goals, rather than consumer needs, and deploying these throughout the
communities that CRA aims to serve would function as a new marketing stream for businesses
rather than fulfilling the law’s intent, as shown in this testimony, of ensuring equal access to
banking services.

Community Input Is Essential

As discussed in our 2018 response to the ANPRM and in our meeting with the OCC and the FDIC
in anticipation of the proposed NPRM, we urged the OCC and the FDIC to preserve community
feedback to meet the needs of their entire communities, especially LMI communities. Otherwise,
we argued that this would essentially strip the “community” out of the Community Reinvestment
Act.

Even though the NPRM explicitly states that it would preserve community voices, it does not

articulate how this is actually the case. It does not specify how the regulatory agencies would
solicit, review, or weigh public comments from community organizations or individuals about the
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performance of banks or their contribution to helping meet the credit needs of the local
communities in which they are chartered.

The histary of the enactment of HMDA and CRA underscores the essential role of community
groups in diagnosing the causes af and offering effective solutions to community disinvestment.
Furthermore, prior to every major policy advance to expand access to credit to minority and
disadvantaged people, many in the financial services industry and regulatory community either
denied the existence of a problem or predicted that fair housing and fair lending laws, HMDA,
and CRA would have dire consequences. In virtually every case, community-based advocates
have been proven right, and the so-called experts were wrong. In this connection it's worth
noting that the financial crisis of a decade ago was driven largely by unregulated financial
institutions that were not covered by CRA, which should give pause to those who advocate for
weakening a regulatory regime that has withstood the test of time.

CONCLUSION

“Major updates to the CRA regulations happen once every few decades. So, it is much more
important to get reform right than do it quickly. If we only have one opportunity for a few
decades, | want to make sure CRA reform is based on the best analysis and ideas and the
broadest input available.”

—Dr. Lael Brainard, Board of Governors of the Federal Reserve System, January 8§, 2020

In the four-decades since CRA was proposed, the law has increased bank lending in LMI
communities, increased the share of loan portfolios with CRA-covered loans, and outpaced
similar growth in lending to LMI communities among non-CRA-covered institutions. CRA has
helped to spur mainstream regulated financial institutions to innovate in ways that have been
helpful to minority LM! borrowers. Moreover, it has encouraged regulated banks to establish and
strengthen relationships with local community-based organizations (CBOs) which help advance
banks’ goal of lending safely and affordably to LM residents. One of the most important
outcomes of these activities is the creation of Community Development Corporations (CDCs) and
CDFls that have assisted in ensuring that capital and credit flow into LMI neighborhoods from
banks in ways that are prudent and affordable.

Yet, the CRA is not perfect. Currently, 98% of banks pass their CRA exams, while many families
and communities of color remain locked out of meaningful financial services including 16.9% of
Black households and 14.0% of Latino households, according to the FDIC.3? As the Latino
community grows, especially in rural America where the Hispanic population has doubled since
1990, CRA remains a critical tool for ensuring that the financial system serve 18% of the
population in a fair and inclusive manner.*®

We hope this testimony provides the Committee with information on the ways in which the

prudential regulators can improve the CRA through regulations that can be more effective in
promoting responsible lending to the diverse populations of the U.S. In moving forward with
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their NPRM, we urge the OCC and FDIC to withdraw their current NPRM and work with the
Federal Reserve to propose a new NPRM. In proposing a new, revised NPRM, we urge all three
prudential regulators—together—to further consult with civil rights, economic justice, and
community organizations about how best to modernize the regulations under this important law
to serve all communities—especially those it was designed to protect. We look forward to
further discussions on strengthening the CRA and will be happy to respond to any questions
raised by this testimony.
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Lating Homeownership 2007-2017: A Decade of Decline for Latinos

Appendix A, Latino Households in High-Cost Metropolitan Areas in 2017

Santa Cruz-Watsonville, CA 10.7 95,536 21,458 22.40%
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o - HEADQUARTERS L. 2027851670
S Raut Yz 2 Ruilding & 2027763782
W26 16 et NW, Suite 600

STRONGER COMMUNITIES, STRONGER AMERICA, Washington, DC 2003648458 @  unidosus.org

November 14, 2018

SUBMITTED VIA REGULATIONS.GOV
Legislative and Regulatory Activities Division
Office of the Comptroller of the Currency {OCC)
400 7 Street, SW

Suite 3E-218

Washington, DC 20219

Re:  ANPRM on Reforming the Community Reinvestment Act’s Regulatory
Framework, Docket ID: OCC-2018-0008

Dear Chairman Otting and members of the Legislative and Regulatory Activities Division,

On behalf of UnidosUS (formerly the National Council of La Raza), we are writing to express
our concerns regarding the Office of the Comptroller of the Currency’s (OCC) advanced notice
of proposed rulemaking (ANPRM) on Reforming the Community Reinvestment Act (CRA)
Regulatory Framework (RIN 1557-AE34). Specifically, we ask that the OCC and its fellow
regulators (the Federal Deposit Insurance Corporation (FDIC) and the Board of Governors of the
Federal Reserve System (the Fed)) proceed in a way that not only improves and strengthens the
CRA-—without violating the original intent of the law or related civil rights laws.

UnidosUS is the largest Latino civil rights organization dedicated to improving life opportunities
for the nation’s 58 million Hispanics.! Through a network of nearly 300 affiliated community-
based organizations, UnidosUS reaches millions of Latinos each year in 37 states, Puerto Rico,
and the District of Columbia. To achieve its mission, UnidosUS expands opportunities for
Latinos through capacity-building assistance to a national network of multi-service affiliate
organizations rooted in Latino communities; robust and tested program models; applied research,
policy analysis, and advocacy; and civic engagement efforts, providing a Latino perspective in
five key areas: assets/investments; civil rights/immigration; education; employment and
economic status; and health. For almost three decades, UnidosUS has conducted research and
analysis and has testified in front of Congress on issues related to improving the financial
standing of Latinos; including strengthening the CRA and the Home Ownership and Equity
Protection Act (HOEPA), supporting strong fair housing and lending laws, and expanding access
to affordable credit. In addition, UnidosUS manages a network of over 50 community-based,
HUD-approved housing counseling agencies in more than 20 states across the country. Since its
inception in 1997, the UnidosUS Housing and Wealth Alliance has helped over 590,000 families
with their housing counseling needs.

In short, we have experience as both consumers and lenders. Our subsidiary, the Raza
Development Fund (RDF), is the nation’s largest Latino community development financial
institution (CDFI). Since 1999, RDF has provided $400 million in financing to locally based
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development projects throughout the country. This work has not only supported the Latino
community through pre-development loans, organizational assessments and a range of
unconventional lending products, but has substantially increased UnidosUS’s institutional
knowledge of how Latinos interact with the mortgage and real estate markets, their credit and
capital needs, and the impact of government regulation on lenders.

Given the significant impact that CRA has had on access to credit since its enactment, many of
the proposals or examples contained in the ANPRM are troubling and potentially harmful for
low-income consumers. Additionally, many of the proposals as articulated or contemplated
within the ANPRM may have an adverse, disparate impact on Latinos and other individuals of
color—which could violate the Equal Credit Opportunity Act (ECOA)' or Title VIII of the Civil
Rights Act of 1968 (Fair Housing Act of 1968)—and should not be adopted.? Accordingly, we
urge the OCC and fellow prudential banking regulators (the FDIC and the Fed) to consider a
proposed rulemaking process that would: 1) do no harm; 2) increase the size and impact of
investment in LMI communities; and 3) expand access to affordable credit for communities.

Background

Congress enacted the CRA with the belief that financial institutions have a responsibility to meet
the credit needs of the entire community that they serve, including meeting the needs of low-and
moderate income (LMI) neighborhoods, as well as inner city, older, and predominantly minority
neighborhoods.® This is clear from the remarks of Senator William Proxmire (D-WT), the
principal sponsor of the Act, on the Senate floor clarifying the intent of the law. He articulated:

The committee included title IV to reaffirm that [banks] are indeed chartered to
serve the convenience and needs of their community, and as the bill makes clear,
convenience and needs does not just mean drive-in teller windows and
Christmas Club accounts. It means loans. . . . Mr. President][,] the solution to
housing and economic development needs is not simply a Federal program, a
Federal charge . . . . What it takes is the kind of resources that the local financial
institutions have, and they have plenty. . . . The private sector has the capital, the
know-how, and the efficiency to do the job. And the banking industry must be
encouraged to reinvest in local needs . . . We need to encourage bankers to get out
of the office and walk around the block and find loan opportunities here at home.*

P15U.8.C. §8 1691-1691£(1976).

242 U.S.C. §§3601-3619, 3632 (1982 & Supp. 111 1985).

3 Marscio, Richard D. “Fighting Poverty Through Community Empowerment and Economic Developruent: The
Role of the Community Reinvestment and Home Mortgage Disclosure Acts.” New York Law School Journal of
Human Rights12 (1995): 281-89. Accessed October 10, 2018. Fighting Poverty Through Community Empowerment
and Economic Development: The Role of the Community Reinvestment and Home Mortgage Disclosure Acts.

4123 Cong. Rec. 17,630 (1977) (emphasis added).
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In addition to meeting the credit needs of communities, CRA was also enacted to combat
“redlining,” the discriminatory practice of marking off areas on maps where banks avoided
investments based on community demographics.’ Neighborhoods that were considered high risk,
or deemed “hazardous” were often redlined, denying occupants or potential occupants’ access to
capital investment which could have improved the housing and economic opportunities of
residents.® Additionally, the purportedly “hazardous™ neighborhoods were often comprised
primarily of LMI consumers and communities of color. Even today, two-thirds of neighborhoods
that the Home Owners’ Loan Corporation (HOLC) classified as “hazardous” in 1935 to 1939
remain inhabited disproportionally by individuals of color.’

Due to its requirement for banks to meet the credit needs of their communities and intent to
combat redlining, CRA has become one of the most important tools that LMI households and
communities of color have to access mainstream banking services, credit, and investments. CRA
has helped to revitalize neighborhoods and enable non-traditional borrowers—including many
Latinos—to gain access to financial services and benefit directly from investments made by large
mainstream banks that may have otherwise have left the community underserved. CRA has also
been an important tool—albeit indirectly—in mitigating the effects of discrimination and
disparate treatment of individuals of color and immigrants within mainstream financial markets.®
Specifically, CRA has led to $1.7 trillion in lending to economically distressed areas since its
enactment and has partially been responsible for the gains in credit in low and moderate income
(LMI) communities and communities of color.® Another 2017 study found that CRA increased
credit activity by 9% from 2004 to 2012 and the number of credit visible individuals in the
community by 7%.'9 Still another study found that between 2010 and 2016, the CRA expanded
the number of small business loans in LMI neighborhoods by 38%.!1

With this legal and substantive background in mind, below we address some of the specific
questions raised in the ANPRM.

* Sen. William Proxmire stated that “the CRA responds to nationwide demands that Congress do something about
redlining.” 123 Cong. Rec. 17,604 (1977).

¢ “Redlining Was Banned 50 Years Ago. It's Still Hurting Minorities Today.” Washington Post. March 28, 2018.
Accessed October 10, 2018, https://www.washingtonpost.com/news/wonk/wp/2018/03/28/redlining-was-banned-50-
years-ago-its-still-hurting-minorities-today/?noredirect=on&utm_terme=.019bbd88d58a.

T ihid.

§ See infra at note 14.

¢ “Banking on Local Communities.” New York Times, April 15, 2004, Accessed October 10, 2018.

19 Federal Reserve Bank of Boston. “Using Credit Reporting Agency Data to Assess the Link between the
Community Reinvestment Act and Consumer Credit Outcomes.” Federal Reserve Bank of Boston, March 04, 2014,
Accessed October 10, 2018, hitps://www.bostonfed.org/publications/community-development-discussion-
paper/2013using-creditreporting-agency-data-to-assess-the-link-between-the-community-reinvestment-act-and-
constumer-credit-outcomes.aspx.

! Dore, Tim and Traci Mach. “Recent Trends in Small Business Lending and the Community Reinvestment Act.”
FEDS Notes (2018). Accessed October 12, 2018, hitps://www. federalreserve. govieconres/notes/Teds-notes/recent-
trends-in-small-business-lending-and-the-community-reinvestment-act-20 180102 htm.
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Revising or Transforming the Current Regulatory Approach

Question 7:

We urge the OCC to continue using the current general framework of rating banks based on their
lending, investments, services, and other factors, including the number of complaints and
responses, a bank’s public file, evidence of discriminatory practices, and a bank’s assessment
area. We are troubled that, in 2 memorandum released by the Department of the Treasury in May
of 2018, Treasury proposed switching its rating process to one ratio composed of the dollar
amount of a bank’s CRA activities (loans, investments, and services to LMI individuals) divided
by the bank’s assets.!?

The clear language of the CRA states that banks “have a continuing and affirmative obligation to
help meet the credit needs of the local communities in which they are chartered.”*® The key word
in this language is the word “local.” A single ratio or metric—as proposed in the Treasury
memorandum—derived from a banks’ CRA activities divided by its’ total assets cannot tell an
examiner, a bank, or a member of the public how responsive a bank is to its various service areas
or different needs in a particular assessment area.

In particular, some banks may be tempted to find the lowest risk loans with the highest vields in
just one or two LMI neighborhoods—without regard to the broader needs of diverse groups in
their community. Similarly, some banks may seek out a small number of large dollar loans and
investments only marginally benefitting LMI residents to boost their numerator in the one ratio.
Either option would be problematic. The first clearly disregards the stated intent of the CRA to
“help meet the credit needs of the local communities in which they are chartered.” Both options
could result in a disparate impact upon racial and ethnic minorities—in violation of ECOA
and/or the Fair Housing Act of 1968.* Even though CRA ratings have not been as effective in

12w,

Community Reinvestment Act - Findings and Recormmendations.” U.S. Department of the Treasury. April 3,
2018. Accessed October 10, 2018. https://home.treasury.gov/sites/default/files/2018-04/4-3-18 CRA memo.pdf.
B 12 U.8.C. §§ 2901(a)(1)-(3) (2006).
Tt is well known that individuals of color have historically had difficulty accessing credit, and when they are able
to do so, obtain lower dollar amousts. For example, the overall rate of mortgage denials for individuals of color was
between 13.5% and 18.4%, while the denial rate was only 8.8% for Whites. In 2017, the average value of home
purchase foans for individuals of color ranged from $224,000 to $230,000, while the average value for Whites was
$254,000. Similarly, access to credits for minority-owned businesses is still a challenge, as approval rates for credit
for individuals of color is 6% to 19% lower than that of Whites. In 2006, the average loan amount for high-sales
minority firms was $149,000, while the non-minority average was more than twice this amount at $310,000. “Large
Numbers of Loan Applications Get Denied. But for Blacks, Hispanics and Asians, the Rejection Rate Is Even
Higher.” Washington Post. May 23, 2018. Accessed October 10, 2018.

1

research/hmda/explore; “2016 Small Business Credit Survey: Report on Minority-Owned Firms.” Fed Small
Business. Accessed October 10, 2018. https://www.fedsmallbusiness.org/survey/201 7/report-on-minority-owned-
firms; '* “The State of Minority Business Enterprises: An Overview of the 2007 Survey of Business Owners.”
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driving investment as we had hoped, a single ratio or metric would do nothing to strengthen
CRA’s effectiveness.

Therefore, we urge the OCC and its fellow regulafors to continue their ratings and examinations
using the current framework that includes lending, investment, and services tests—to avoid
running afoul of the original intent of the law and prevent disparate impacts upon minority
communities. If the OCC wishes to revise this standard, they should work with Congress in
order to amend the law, rather than attempt to change the law through regulations.

Question 11:

12 U.S.C. §§ 2901(a)(1)-(3) requires banks to help meet the credit needs of the local
communities in which they are chartered and serve the convenience and needs of the
communities in which they are chartered to do business.!® In order to determine whether banks
are meeting this requirement, bank examiners are currently required to consider community
comments on local needs and how well banks are responding to these needs.

Sole reliance on a single metric devalues community input on community needs or the bank’s
performance not adequately captured by the metric, effectively remove the “community” from
the Community Reinvestment Act. This would clearly violate the intent and purpose of the CRA,
specifically a bank’s requirement to “serve the convenience and needs of the communities in
which they are chartered.”™® As such, we strongly disagree with any proposals that would adopt
one ratio to measure a bank’s CRA activities.

There may be ways to more effectively capture the quality as well as quantity of community
involvement beyond the often “process-focused” listing of meetings or events that banks offer to
demonstrate consultation, and we and our partners would be happy to discuss these in the context
of the current regulatory framework.

Question 12:

The CRA is focused on the outcome of the banks’ activities—namely, meeting the credit needs
of their communities. Quantitative measures are surely helpful as one of several criteria against
which to assess effectiveness, but qualitative judgments are also crucial. Sole reliance on average
rates and dollar amounts, would allow some banks to focus on the amount of money that was
provided to a community, rather than actual outcomes of the dollars in a community.

As articulated by the ANPRM, how community development services are quantified is not
specified by the text of the CRA or its regulations. The ANPRM suggests that these community
development services might be quantified using average rates to calculate a specific dollar
amount or value for these services. By attempting to quantify community development services

Minority Business Development Agency. April 19, 2017. Accessed October 10, 2018,
https://www.mbda.gov/page/state-minority-business-enterprises-overview-2007-survey-business-owners-0.
512 1U.8.C §§ 2901(a)(1)-(3) (2006).

16 Thid.
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using a dollar amount or average rates runs the risk of banks utilizing the rates most favorable to
them, regardless of the actual impact on LMI neighborhoods or individuals.

Thus, a more appropriate measure would be to measure through standardized methods how many
LMI individuals were assisted—and to what degree—Dby community development services,
investments or grants, rather than how much money was spent on facilitating these services.

Redefining Communities and Assessment Areas

Question 13:

A financial institution’s first step in complying with the CRA is to delineate the community it
serves. The regulations mandate that a map be used and that the delineated area may not exclude
LMI neighborhoods.!? Additionally, the regulations provide specific methods for delineating a
community in one of three ways including: 1) a Standard Metropolitan Statistical Area (SMSA),
2) an institutions effective lending territory or the local area around each office that makes a
substantial portion of its loans, or 3) any other reasonably delineated area that meets the purpose
of the CRA and does not exclude LMI areas.'®

With the advent of internet banking and the changing nature of technology, the current approach
for delineating assessment areas should be expanded—but not at the expense of weighing
physical branches. Our research demonstrates that bank branches remain extremely important in
providing access to financial services and credit to LMI communities and communities of
color.!? According to the FDIC’s National Survey of Unbanked and Underbanked Households,
71.6% of Latinos visited a bank branch in 2017, with more than 25% visiting a branch 10 or
more times in 2017.%° Research also shows that there is a direct correlation between the number
of bank branches and ATM’s located in a neighborhood and the credit opportunities available to
the surrounding community.?! Unless full-service branches remain included in a bank’s CRA
rating and are prioritized in that rating, full-service branches within LMI communities and
communities of color may be targeted for branch closures that would disproportionately and
disparately reduce the quantity and quality of the financial products and services available to
them.

712 C.FR. §228.41

18 Thid.

19 “Profiles on Latino Banking: Technology.” Accessed October 10, 2018.
http://publications.unidosus.org/bitstream/handle/123456789/1401/1b_technology.pdf?sequence=1&isAllowed=y
202017 FDIC National Survey of Unbanked and Underbanked Households.” October 23, 2018. Accessed October
26, 2018. https:/fwww. fdic.gov/householdsurvey/2017/201 Treport.pdf.

3 Ozgur Emre Ergungor, Bank Branch Presence and Access to Credit in Low- fo Moderate-Income Neighborhoods,
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Question 14:

12 U.8.C 2901 (a)(1)-(3) requires that banks must serve the convenience and needs of the
communities in which they are chartered to do business.?? Similarly, agency guidelines state
assessments areas must include “the geographies where the institution has its main office,
branches, and deposit-taking ATMs, as well as the surrounding geographies in which the
institution originated or purchased a substantial portion of its loans.”?

Full-service bank branches are the most common way households access their finances,
according to the FDIC.** UnidosUS research shows that Latinos” most common savings method
is depositing funds into a savings account at a bank.”® Activities made from full branches, staffed
by customer service personnel, should continue to be weighted heavily in comparison to other
activities. Areas beyond or outside of bank branches, including remote investments and deposit-
taking ATMs, should be considered in the “aggregate,” and not weighted as heavily as activities
from fully-staffed bank branches. Otherwise, the importance of branches will be diluted. The
single exception to this standard might be city- or MSA-wide activities—such as an affordable
housing or small dollar lending program—that is limited or targeted specifically to LMI
individuals and families. Otherwise, affording CRA credit for MSA-wide activities that may
serve predominantly affluent populations, especially under the “one ratio” standard contemplated
by the ANPRM, would actually encourage the divestment of bank branches in LMI areas,
resulting in disparate impact upon comumunities of color—including Latinos~— as articulated in
the response to question 13.

Question 15:

We oppose the suggestion of automatically categorizing certain community and economic
development loans or investments by banks under the CRA. Community and economic
development activities, as well as revitalization and stabilization activities, are clearly defined in
current agency guidance documents.” CRA guidance documents encourage lenders to target
activities in Neighborhood Stabilization Program areas as designated by U.S. Department of
Housing and Urban Development, as well as, disaster areas designated by U.S Federal

1 12U.8.C 2901(a)(1)-(3) (2006).

3 “Large Institution CRA Examination Procedures.” Board of Governors of the Federal Reserve System, April
2014. Accessed October 2018, https://www.federalreserve. gov/supervisionreg/caletters/CA_14-
2_attachment_1_Revised Large Institution_CRA_Examination_Procedures.pdf.

* FDIC, “Brick and Mortar Banking Remains Prevalent in an Increasingly Virtual World,” FDIC Quarterly, 2015,
Volume 9, No. 1, https://www.{dic.gov/bank/analvtical/quarterly/2015-vol9-1/fdic-4q2014-v9n [ -brickandmortar.pdf
3 “Banking in Color: New Findings on Financial Access for Low- and Moderate-Income Communities,” Accessed
October 10, 2018,

httpr//publications.unidosus.org/bitstream/handle/1 23436789/1203/bankingincolor_web.pdf?sequence=] &isAllowe
d=y,

2 “CRA: Community Development Loans, Investments, and Services.” Office of the Comptroller of the Currency.
March 2014. Accessed September 2018. hitps://oce.gov/.

2.
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Emergency Management Agency—giving them further guidance on where and how to respond
to underserved and LMI geographies.”’

Implementing a definition or a categorization of loans and investments could create an overly
prescriptive framework that actually discourages banks from responding to local consumer
needs. This designation could also result in many banks ignoring the unique needs of LMI
communities or communities of color if they fall outside of the pre-designated categories.
Similarly, limiting activities to those that are pre-defined by the government would prevent local
community groups from prioritizing their own needs, precludes their ability to articulate
concerns to local banks, and would discourage innovation. Such effects may well violate the
language and intent of the CRA, as articulated i response to ANPRM question 11.

Additionally, these activities could have a disparate impact on communities of color.

If the OCC and its fellow regulators would like to expand the current definition of community
and economic development activities, they should consider the following lending activities,
services, and investments:

« Investments in community-based organizations, such as community development
finance institutions {CDFIs). A bank can better targef its investment in LMI
individuals and neighborhoods through community-based organizations located
within its assessment areas that are trusted by and currently serving LMI borrowers.
CDFIs often offer economically disadvantaged individuals and communities
experiencing historical disinvestment a range of financial services and credit
products, including student loans, small business loans, personal loans or home loans,
or other innovative products.?®

« Investments in nonprofit housing counseling agencies and programs. Decades of
research, including our own, has shown that housing counseling helps improve
outcomes for LMI mortgage borrowers, from gaining an affordable mortgage and
obtaining sustainable homeownership.”

» Foreclosure prevention programs. A bank has a variety of tools that it can use to help
a homeowner struggling to make their mortgage payments, including modifying
mortgage payments, reducing interest rates and reducing the principal mortgage
amount to allow homeowners to sustain homeownership.

*7“CRA 101: An Introduction to the Community Reinvestment Act.” Federal Reserve Bank of Richmond. Accessed
October 9, 2018.
https://www.richmondfed.org/~/media/richmondfedorg/conferences_and_events/community_development/2012/cra
_intro_050212.pdf

2% “CDFI Products and Services.” CDFI Coalition. 2018, Accessed October 9, 2018, http://edfi.org/cdfi-products-
and-services/.

2 Abdighani Hirad, and Peter Zorn. “A Little Knowledge Is a Good Thing: Empirical Evidence of the Effectiveness
of Pre-Purchase Homeownership Counseling.” Harvard Joint Center for Housing Studies. August 2001, Accessed
October 9, 2018, http://www jehs. harvard edw/sites/default/files/liho01-4.pdf. and Erika Hizel, Charles Kamasaki,
and Geraldine Schafer. “Increasing Hispanic Homeownership: Strategies for Prograros and Public Policy.”
UnidosUS. June 9, 2002. Accessed October 9, 2018. hittp://publications.unidosus.org/handle/123456789/1082.
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e FinTech investments for LMI consumers. LMI households and communities of color
have long been precluded from formal banking institutions. FinTech could be utilized
by banks in order to better assist these communities and provide access to financial
services to all Americans.

In sum, we believe that instead of attempting to presumptively assume that certain kinds of loans
or investments effectively further the purposes of CRA—an exercise that seems both
unnecessary and dangerous—regulators should assess the actual impact of such services on LMI
families.

Question 16:

The plain language of the CRA clearly states that banks must “demonstrate that their deposit
facilities serve the convenience and needs to of the communities in which they are chartered to
do business.”*® Allowing banks to count a large amount of loans or services outside the
communities in with they are chartered toward CRA credit—as contemplated in question 16—
could violate the clear language of the CRA.

Allowing banks to provide a large number of loans or services outside of the communities in
which they are chartered could have a devastating and discriminatory impact on LMI
communities and communities of color. Since 1996, banks covered by the CRA have invested
more than $980 billion in historically underserved zip codes through loans, investments, and
philanthropy.?! Local institutions lending in the communities they know best make
homeownership, entrepreneurship and even basic banking services more accessible—especially
in LMI communities and communities of color.

Therefore, the OCC and its fellow regulators should ensure that if banks seek CRA credit for
services to areas or populations outside that bank’s CRA agsessment area(s), such services
should receive significantly less consideration than a bank’s activities in the communities in
which they are chartered. The sole potential exception to this standard, as noted above, might be
a city-or MSA-wide program exclusively targeted to and benefitting LMI individuals, such as an
affordable mortgage program.

Question 17:

As a general rule, expanding community development activities to include ancillary workforce
development and social service activities, as proposed in this question, are outside the original
intent of CRA. In most cases, these activities neither assist in meeting the credit needs of the
local communities, nor do they serve the convenience and needs of their communities. As

3012 U.S.C. §§ 2901(a)(1)~(3) (2006).

31 Velasquez, Sharon. “CRA ‘Refornt’ Is an Attack on Communities of Color.”” Common Dreams. March 01, 2018,
Accessed October 09, 2018. hitps/Awww.commaondreams.org/views/2018/03/01 /era-reform-attack-communities-
color.
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Senator Proximire clearly stated from the Senate floor as the CRA was debated: “convenience
and needs of their community, and as the bill makes clear, convenience and needs does not just
mean drive-in teller windows and Christmas Club accounts. It means loans, . . .".2

One might imagine circumstances in which a bank’s investment might support workforce
development activities—e.g., financing a child care center that trains local residents for the jobs
created—but such an investment would receive full CRA credit under rules. It is difficult to
imagine when social services or apprenticeships unrelated to the purposes of CRA should be
awarded CRA credit equal to that of meeting the credit needs of local communities. Thus, these
ancillary activities should not receive equal weight to lending or investments that directly benefit
LMI residents, and the extent to which they are counted at all should depend on the extent to
which their principal beneficiaries are LMI residents.

Question 18:

Senator Proxmire made it clear that banks should be investing in their local communities
principally through direct loans, not through other kinds of investments. He stated from the floor
of the Senate that “the private sector has the capital, the know-how, and the efficiency to do the
job. And the banking industry must be encouraged to invest in local needs, rather than continuing
to favor speculative loans to shaky foreign regimes, to REITS, to unnecessary supertanker fleets,
to bank insiders, and all of the other questionable ventures that have managed to get credit while
our local communities starve.”*

The regulations for the CRA define community development activities as loans, investments, and
services that have a primary purpose of “community development.”* Certain activities such as a
bank’s investment in loan-backed securities are considered a qualified investment under current
CRA examination and regulatory guidance, and a bank may receive credit for these activities that
“benefit its assessment area(s) or a broader statewide or regional areas that includes the bank’s
assessment area(s).”>

However, this type of activity should not receive significant CRA consideration, especially in
light of Senator Proximire’s statements. Purchasing a loan-backed security is a financial
transaction that does not itself provide or facilitate financing to an LMI borrower since the very
existence of the security demonstrates that loan already was originated by another entity.
Through a loan origination, the bank is issuing credit to an LMI borrower and, therefore,
internalizing its affirmative obligation to lend to LMI borrowers. This activity disavows the
bank’s obligation to lend to LMI borrowers, gives the bank credit for an activity that it

32123 Cong. Rec. 17,630 (1977).

33123 Cong. Rec. 17,630 (1977).

312 CFR 25.12(g) and 195.12(g).

35 “CRA Investment Handbook.” Federal Reserve Board of San Francisco. March 2010, Accessed October 2018,
https:/Awww. frbsf.org/community-development/files/fCR AHandhook. pdf.
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participates in for its own profit and convenience, and may result in disparate and discriminatory
impacts on persons of color.*®

Question 21:

Senator Proxmire made it clear in 1977, under their charters, banks should be granting loans and
extending credit in their local communities.’” Thus, under the clear intent of the CRA, mortgage
and consumer lending should continue to be considered as CRA activities, provided their
principal beneficiaries are LMI families in the bank’s service area(s).

Limiting loans to certain areas or borrowers, as suggested by this question, would enable banks
to cherry pick their investments to select the loans that are most favorable or are the most
profitable—at the convenience of the bank—rather than responding to local needs. Therefore,
banks should receive credit for consumer lending when they can demonstrate that their products
are responding to local needs and are affordable and not predatory.

Question 22:

Consumer credit is often an important stepping stone to larger lines of credit, such as mortgages
and business loans, and a common need for LMI households.?® As such, banks should receive
CRA credit for consumer lending when they can demonstrate that their products are responding
to inadequately served local needs and are affordable—meaning they are offered to LMI
borrowers at or below market interest rates. This will ensure that LMI communities have access
to financial services that meet their needs as intended by CRA legislation.

A prime example of this would be offering affordable small dollar, consumer loans. Affordable
consumer lending options would benefit LMI consumers who are more inclined to experience
income volatility, and have trouble weathering unexpected expenses. Specifically, Latinos are
more likely to experience a 50% drop in income than their white counterparts,® and need small
dollar credit to assist in weathering unexpected expenses. This is confirmed by the 2017 Federal
Reserve’s Survey of Household Economics and Decisionmaking (SHED), which shows that 53%
of Latinos would not be able to afford a $400 emergency, compared to 33.97% of Whites.*®
Without access to safe and affordable consumer loans, LMI communities and communities of
color often are forced to resort to predatory alternative lenders. Under the CRA, banks should be

6 Ibid.

#7123 Cong. Rec. 17,630 (1977).

* “Small Dollar Consumer Loans: Nonprofit Lenders Making A Difference.” Credit Builders Alliance. 2013,
Accessed October 2018. https:/fwww.creditbuildersalliance.org/download/6399/.

* Loprest, Pamela, Aust Nichols, and Gregory Acs. “Risk and Recovery: Understanding the Changing Risks to
Family Income.” Urban Institute. October 2009. Accessed September 2018,
https://www.urban.org/sites/default/files/publication/32996/41 1971 -risk-and-recovery-understanding-the-changing-
risks-to-family-incomes.pdf.

4 “Board of Governors of the Federal Reserve System,” The Fed - Money Stock and Debt Measures - H.6 Release -
April 26, 2018. June 19, 2018. Accessed October 09, 2018. htips://www.federalreserve.gov/publications/2018~
economic-well-being-of-us-households-in-201 7-dealing-with-unexpected-expenses. htm.
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rewarded for offering or otherwise investing in these products, as they would be responsive to
community needs in a modern economy. Affordable consumer lending, however, should not be a
substitute for offering the other loan products, such as mortgages and small business loans
clearly envisioned by the drafters of the legislation.

Question 25:

As Senator Proximire clearly stated from the Senate floor as the CRA was debated: “convenience
and needs of their community, and as the bill makes clear, convenience and needs does not just
mean drive-in teller windows and Christmas Club accounts. It means loans. . . . ™! Under current
CRA examination guidelines, a bank’s loan originations qualify for more credit on the lending
test than its loan purchases, which currently receive consideration as a qualifying activity on the
investment test.*?

As contemplated by question 25, a bank’s loan originations and loan purchases should not
receive equal consideration when evaluating that bank’s lending performance. Purchasing a loan
does not have the same effect as directly issuing a loan. Only loan origination requires the
proactive and affirmative outreach activities to underserved members of the banks” community
as envisioned by the drafters of CRA. Therefore, any proposal to give equal consideration for
loan purchases would, we believe, violate the original intent of the law.

Additionally, giving equal consideration to a bank’s loan purchases runs the risk of further
exacerbating disparities in home lending to LMI borrowers. According to 2017 HMDA data,
Latinos received less than 9% of all home purchase loans, while 65% of loans issued to Whites.*
And, Latinos were about twice as likely as Whites to be denied mortgage credit.** Since the
financial crisis of 2007, the largest bank lenders have decreased home lending to LMI
borrowers.*> Scaling back of LMI lending has a disparate impact on Latinos, who are more likely
than Whites to be LMI borrowers.*

41123 Cong. Rec. 17,630 (1977).

“2 Darry! E. Getter. “The Effectiveness of the Comumunity Reinvestment Act.” Federal Reserve Bank of New York.
January 7, 2015. Accessed September 2018, htips://www.newyorkfed.org/medialibrary/media/outreach-and-
education/era/reports/CRS-The-Effectiveness-of-the-Community-Reinvestment-Act.pdf.

43 “Data Point: 2017 Mortgage Market Activity and Trends.” May 2018, Accessed October 10, 2018,
https://s3.amazonaws.com/files.consumerfinance.gov/f/documents/befp_hmda_2017-mortgage-market-activity-
trends_report.pdf.

“ Thid.

45 “The Decline in Lending to Lower-Income Borrowers by the Biggest Banks.” Accessed October 10, 2018.
https://www.federalreserve. gov/econres/notes/feds-notes/the-decline-in-lending-to-lower-income-borrowers-by-the-
biggest-banks-20170928 htm.

6 DeSilver, Drew, and Kristen Bialik. “Blacks, Hispanics Face Mortgage Challenges.” January 10, 2017. Accessed
October 10, 2018, hitp://www.pewresearch.org/fact-tank/2017/01/10/blacks-and-hispanics-face-extra-challenges-in-
getting-home-loans/.
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Question 27:

The text of the CRA clearly states that regulated banks are required “to demonstrate that their
deposit facilities serve the convenience and needs of the communities in which they are chartered
to do business.™” Therefore, bank delivery channels, branching patterns and branches in LMI
areas should remain a part of CRA evaluations as they fulfill the true intent of the law.

Full-service bank branches are the most common way households access their finances,
according to the FDIC.* Similarly, research also shows that there is a direct correlation between
the number of bank branches and ATM’s located in a neighborhood and the credit opportunities
available to the surrounding community.*® Branch closures create a negative ripple effect on
local lending, concentrating in LMI communities and communities of color.*® Research has not
demonstrated that ATMs (deposit-taking or otherwise), telephone banking, internet banking, or
banking services delivered through mobile device applications is an adequate substitute for full-
service branch banking in meeting the needs of underserved communities—especially Latinos.
Despite the shift to financial technology, branches remain the more effective delivery channel for
helping LMI consumers access personal, home and business loans, as well as other banking
services. While bankers should be encouraged to offer low-cost financial technology products to
underserved communities, until such time as research demonstrates definitively that tech-based
systems equally serve LMI and minority communities, such encouragement should not come at
the expense of branch banking. The omission of branches in CRA exams would have
disproportionate and disparate impact on LMI communities as banks continue to close full-
service branches and shift their services to mobile platforms, and thus should not be considered.

Recordkeeping and Reporting

Question 31:

The intent of CRA was not to minimize the record keeping burden on banks, nor have we seen
convincing evidence that CRA compliance is inherently burdensome. In fact, to the extent that
some banks complain about excessive paperwork, our impression i$ that such paperwork is often
generated as an attempt to substitute for actual lending to LMI communities. The economic
impact of CRA-related data collection, recordkeeping, and reporting should not guide CRA
regulations or modernizations efforts, and in any event current evaluation policies are
accommodating to CRA-regulated banks by accounting for their size and scope. Such
accommodations include: reporting timelines based on banks” size as measured by assets,

T2 USC § 2901

8 FDIC, “Brick and Mortar Banking Remains Prevalent in an Increasingly Virtual World,” FDIC Quarterly, 2015,
Volume 9, No. 1, https://www. gov/bank/analvtical/quarterly/2015-vol9-1/fdic-4q20 14-vIn | -brickandmortar pdf’
* Ozgar Fore Ergungor, “Bank Branch Presence and Access to Cradit in Low- to Moderate-Income
Neighborhoods,” Journal of Money, Credit, and Banking, September 2011,

hitps://onlinelibrary. wiley.com/doi/pdf/10.1111/1.1538-4616.2010.00343 x

* Nguyen, Hoai-Luu Q. “Do Bank Branches Still Matter? The Effect of Closings on Local Economic Outcomes.”
MIT Economics. December 2014. Accessed September 2018. http:/feconomics.mit.edu/files/10143.
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tailored start dates per institution and the ability to request short-term delayed start date. !
Moreover, given advances in technology, we believe that tracking the demographic and other
characteristics associated with loans to LMI individuals or communities is far less expensive
than at any time in the history of the Act. Efforts to undermine reporting requirements are thus
unnecessary, and would weaken examiners’ and advocates’ ability to ensure that banks are
meeting local needs. Examiners should instead consider examining banks more frequently,
allowing for yearly examinations, for all large institutions regardless of their previous score so
that examiners can evaluate and respond adequately; otherwise, examiuers are assessing outdated
activities that may have already been addressed by banks.

Conclusion

A strong CRA continues to be needed. While CRA has had a positive impact on communities—
especially communities of color—homeownership rates, and small business lending rates to LMI
individuals and individuoals of color are still significantly lower than high-worth individuals and
Whites, while minorities” loan denial rates invariably are higher. For example, the overall rate of
mortgage denials for individuals of color was between 13.5% and 18.4%, while the denial rate
was only 8.8% for Whites.” And access to credits for minority-owned businesses is still a
challenge, as approval rates for credit for individuals of color is 6% to 19% lower than that of
Whites.*?

Given the significant impact that CRA has had on access to credit—especially to LMI
communities and communities of color—since its enactment, many of the proposals or examples
contained in the ANPRM are troubling and potentially harmful. Specifically, many of the
proposals may have an adverse, disparate impact on Latinos and other individuals of color-—
which could violate the Equal Credit Opportunity Act (ECOAY™ or Title VIII of the Civil Rights
Act of 1968 (Fair Housing Act of 1968).%5 Accordingly, we urge the OCC and its fellow
regulators (the FDIC and the Fed) to consider a proposed rulemaking process that would: 1) do
no harm; 2) increase the size and impact of investment in LMI communities; and 3) expand
access to affordable credit for communities.

31 “Community Reinvestment Act: Supervisory Policy and Processes for Community Reinvestment Act
Performance Evaluations.” OCC: Bank Secrecy Act (BSA). June 15, 2018. Accessed October 09, 2018.
https:/www.oce.tréas. gov/news-issuances/bulleting/2018/bulletin-2018-17.htmal.

52+ arge Numbers of Loan Applications Get Denied. But for Blacks, Hispanics and Asians, the Rejection Rate Ts
Even Higher.” May 23, 2018. Accessed October 10, 2018, hitps://www. washingtonpost.com/realestate/large-
numbers-of-loan-applications-get-denied-but-for-blacks-hispanics-and-asians-the-rejection-rate-is-even-
higher/2018/05/22/dac19ffc-5d1b-1 1e8-%ee3-49d6d48 1 4ede_story.html?utm_termy=.0d4073abd 5%,

522016 Small Business Credit Survey: Report on Minority-Owned Firms.” Fed Small Business. Accessed October
10, 2018, hitps:fwww. fedsmallbusiness.org/survey/201 7/report-on-minority-owned-firms,

M 15U.S.C. §§ 1691-1691F(1976).

42 U.8.C. §§3601-3619, 3632 (1982 & Supp. 11 1985).
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Thank you for your consideration. Please contact Jennifer Brown, Esq., Senior Policy Advisor
for Economic Policy at UnidosUS (jbrown@unidosus.org) if you should have any questions.

With regards,

U

Eric Rodriguez, Vice President of Policy & Advocacy
UnidosUS
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/

ort is dedicated to the 96 million people™ in the United States who a
the most with poverty and financial insecurity. We hope It flumi

path to forward progress.

raifion

UNIDQS US { v



272

The Future of Banking: Overcoming Barriers to Financial Inclusion for Communities of Color

PREFACE

Whaen we talk about barking, we may not immediately make the connectio
opportunity, However, the financial services system impacts many parts of ow Y hves’.
Whether the most vuinerable have access to financial tools to make the economy work
for them and whether the systermn is responsive to their financial needs are questions of
economic justice and opport uwty tany of the nearly 100 million people living in or near
poverty lack full access to financ vices, w v styr opportunities for economic
well-being and upward mobility, T% port, The Future of Banking, investigates barriers
fow- and moderate-incomae {LMD consumers of color face i engaging with the
changing fnancial system.

al
ai

=

dsne Pois\j Nety ) 2014 Banking in
COO low-income ind i Wou* their interactions
stream. T hm chﬁ,a% ng lock into the experiences within LMI
s5 of color with financial § utions shed light onto some of the challenges
nithon underbanked and unbanked peopls face svery dav.

commur
approximately &

we ook deeper and wider into those expeariences, anc
m bhanking and reg
s of LMI consumers of
~loymakers, this report seeks
nt fina nu%! system and identify areas
n help paint a picture of what
vrrently un- or

r\d i 1e limitations of ¢
v hope that this h
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EXECUTIVE SUMMARY

As currently structured, the financial services industry makes financial inclusion—access
useful and af’f@v’dabim financial products and services that meaet people’s needs'—
very difficult for low-~ and moderate-income (LMD people of color. Financial exclusion
exacerbates other economic challenges such as low wages and unaffordable housing
and creates barriers to economic opportunity and mobility. This r based on focus
groups and interviews with community leaders and msideﬁtsﬁ E V exDert@
describes the barriers to financlal inclusion faced by lower-income people of color and
shares ideas and solutions that can enhance full financial access and sndua

ate

e, regulated financial services include:

= Prohibitive identification requirements to open bank accounts.

« High interest loans, fees, and costs for accounts.
» Language barriers and lack of culturally relevant services available
« Lack of access and inclusion within the credit system.

« Checking account reporting practices that bar populations from becoming banked.

» Scarcity of bank branches in low-income communities of color.
These barriers often compel LMl popu s to rely on high-cost alternative financial

ser S Sy, which hold a virtual monopoly of the financial marketplace for people
who are underbanked and unbanked. Thase services have hctonca ly left many
households in perpetual cycles of debt and fr;nm at ruin. This underscores the need
for more financial protections, but recent federal action has draﬁt ically weakerned
the Consumer Financial Protection Bureau (CFPEB). the pri mdfy agency tasked with
informing consumers about thelr rights and reining in potentially dangerous financi
service practices,

rsome xqrre“f% financial technology firms, or “fintechs” have developed soiuti@ns
to barriers outlined above. However, de e their promise, fintech products and
generally cﬁo not mt er to the needs of LM consumers. There are r““any data pre te pals
s, and an mf‘er*om regulatory clim
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Innovation and technology can play an important role in advancing financial inclusion
d equity. Our intarview and focus group re<pondem< identified and helped to
hod light on several innovative steps, such as alternative credit ratings factors, new
business models for financial institutions, and new types of loan products, Based on
e conversations, we offer recommendations to expand access to financial services,
hefp LMl consumers of color bulld wealth, and reach full financial inclusion, Qur
recommendations include:

thes

« Crealing a nationwide network of financial system "navigators” for the underbanked
and unbanked.

« ingreasing the accessibility, accountab
LMI consumers’ needs,

bility, and utility of financial institutions to meet

= Adopting a more inclusive credit rating system that works for all,
« increasing transparency, and reforming the checking account reporting system,
« Increasing credit availability to LMl consumers.

= Strengthening federal consumer protections and safeguards for financial products,
while fostering innovations for fin onal banking products to enhance

financial inclusion,

Given that the financial services industry is essential to the nation’s economy,™ we r
e that the most vulnerable populations are brought into the economic mair

h, public policy, and regulations continue o evolve within a
ging global eco is essential to continuously focus on the goal of financial
nclusion for all, An economically just society cannot be achieved without ensuring
meaningful access t Q"fb, affordable, and closely regulated financial services for LM}
consumers of coi@r and others who have historically been excluded.

en

As financial services, finte
o4

Sy,

ices indl
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in 2014, Uni

sUS, the National Urban League (NUL), and the National Coalition
American Comm v Development (CAPACD), who wers workinq

in partnarship as the Alllance for Stabllizing Qur Communities’ network, published
Banking in Color, & groundbreaking ook into how the mainstream fmancra industry
was underserving LMl consumars of color. Banking in Color reve >E i key insights from
over 5,000 survey participants across several US. cities ar d ghborhoods of Es%ac,k}
Latino, and Asia A narican Pacific Islander (AAPD heritage, tured detai

how LMl households of color were managing their finances and how they :m@%‘ctec‘
with the financial services industry—from banks and financial technotogy (Fintech), to
payday lenders and check-cashing services. The report offered recommendations for
policy ers and the financial services industry to meet some of the financial service
neads of LM communities of color

un

Since Banking in Color was published, there have been advancas in fechnology, and
several efforts and policies have helped to Incrementally expand access to affordable
financial services for LMI communities, including many of the 63 million adults who are
u *mar\kﬂ or underbanked.® Consumer protections have also changed dramatically

ng this time period. For instance, the fed Consumer Financial Protection

B CFPRY installed several protections in the financial market, including rules

for pre-paid debit card products and regulations to protect consumers from ruinous
=\ endtﬁg practices. Many cities made strides from 2014 to 2016, such as New
York’s move to permit t al identification cards to help undocumented
immigrants and others gain easiar access to bank accounts. While these changes weare
hard won and championed by consumer advocates, recent politica under the
Trump administration have threatened these gains and put future advances for financial
inclusion and enhanced consumer protections in great jeopardy.

e use of mu
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Financial and economic data for LMI consumers today remain bleak:

« Of the approximately 96 million people living on household incomes less than 200% of

the federal poverty guideling, more than half (54%) are people of color”

» Those with low- and moderate-incomes fa ce numercus barriers Lo accessing
regulated, low-cost, financial services tha uld improve their financial footing.

» 63 million adults in the United States ars unbanked—with no membaer of the
household having a Checkmg or savings account—or underbanked—where someone
has an account, but they still relied on high-cost AFS in the past year®

®

These barriers particularly impact communities of color; near!v half of all Black (47%)
and Latino (43%) households are unbanked or underbanked

Being disconnected from mainstrearn financial services carries major costs for LM

onsumers. in 20‘(7, the unbanked and underbanked LMI populations, and those wit

ittle or no ¢ t history, spent more than $172 billion in fees and interast for alternative
pawn shop loans, and

=0

fmanc:at services \A FS) such as check cashing, payday lending,
rent-to-own stores that notoriously charge upwards of 400% APR

recommendations on
pers of the Ass

To understand these barriers to financial inclusion and to of
solutions, PolicyLink and UnidosUS coordinated with other me
Building Policy Network (ABPN)* to
face in their interactions with ‘m@ financial sector, considering evolving technology,
public policy shifts, and decreased consumer protecti awing on focus groups with
LMI consumers anc erviews with experts from across relevant sectors, we highlight
persistent barriers to financial inclusion, note opportunities for innovation, and make
recommendations for public policy, regulation, and financial product development that
hance financial inclusion for all. This report focuses on the financial services sector
ating a more equitable economy that

cane
as a key lever within a broader context of cr

enables all people to fully participate, prosper, and reach their potential,

& s

e corporate sup
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WHY FINANCIAL INCLUSION MATTERS:
THE FINANCIAL CASE FOR EQUITY

he end of this decade, more than half o
~oior. By ) 30, the majority of the your
United States will be a majority paople-o
strength v-/n% de d on peopie of color oc
ors, workears,
tous demoegraph
nd inequities remain
nant to wealth

o

and

Financial inclusion is an imp
ity included in

JINGS BCCOUNTS,

ces offer banked ,}“‘.C‘V

nmnen

ments, prevent U

al decision-making

or LM consumers of color,

come by Janneke &

4§ UNE

enty

f the children in the United S
ng workforce wilt be of color!
color nation.® and Amarica’s econor

ontributing full

gualities

from

thy

63 .«.Hl\ovA pe op
tern. The bene

.i pfodvc{s 5
ion ‘rS




279

The Future of Banking: Overcoming Barriers to Financial Inclusion for Communities of Color

"“Mainstream [financial service] providers have little interest in competing for this high
frequency/low-balance business, forcing lower-income families to rely on [AFS likal
chack CdsherS, payday lenders, pawn shops, automobile-title lenders, high-priced
credit cards, tax refund advance lenders, and predatory mortgage lenders™ Thase

co not all to build credit histories, accumulate savhg% or 10 take
steps toward . . Worse, these AFS strip massive amounts of weaalth from
LM communities, i"ach vﬂa*' Tor -profit tw preparers collect $2 billion from the Earned
Income Tax Credit for w 3 s, and AFS charge more than $173 billion

in interest and fees® AFS are not only extremely costly; they tend to be unregulated

or underregulated, and they often prey upon LM communities of color, mxpioi
the precariousness and lower financial capability of consumers** Black and La
consumers disproportionately fall prey to high-cost AFS®7 Such services stand in the
way of full financial inclusio—access to affordable rvices, cradit, and capitab—
which is critical to facilitate economic mobility for LM farifies and communities.

At
A

Consumers are increasingly aware of the high costs associated with payday lending
and other AFS, and are interested In more affordable ways to meet their financial
neads through mainsiream 'nabciai institutions.” However, mainstream financial
institutions also charge fees that strip wealth from LMI consumers. Most banks
charge substantial fees for covering purchases when consumers overdraw their
accounts, called “court services.” Such fees earned banks and credit

25y ov’ﬂrofaﬁ‘
nions between $12.6 and $32 billion in 2012—a substantial source of revenue® The
median debit purchase amount that incurs an averdraft is just $24.00, and median
overdraft fee is $21.61 for those enrolled in overdraft protection. Since most overdrafts
are repaid within three days, this is the equivalent of a 10.955% APR.

ing figures illustrate both the harm done by a two-tier financial sy
alue of safe financial inclusion for vulnerable populations. The harms must

sed across industry, while ensuring safe access and inclusion for those who
k storically excluded.

cal role in the economic well-being of
fr\ahc“‘i S€ ior daes not O{)ﬂ!’oub

economic o;.stcome‘) f‘ox th
ularly the 63 a
fon, tax, and financial
ng LMI househalds” abi
omic mobility?® Each of these sysze.,,
rms to improve economic outcomes at

whio are unbanked or underbanked. The !mai
services sectors each play critical, specific

lity to achieve financial security and, in
requires sign wam' and comprehensive
scale for people living in or near poverty, and
ocuses on just one of them-—the financial services sector.
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Expert interviews

PolicyLink conducted r
four categories:

d leaders from

arch intery

inancial

s institutions; Executive staff at mainstream banking and
jons and community development financial institutions (CDFIs)

« Fintech: Executive staff of current and former fintech companies

v Chdl rights and advocacy organi.
expanding civil rights and/or economic opportunities
communities of color

ions: Senior leadership at organizations focused on
for LM communities, particularly

ials and staff

f of federal elected offi

St Senior

vzad thematically, ant Bt were
commaon across respondent categories were identi he interview and focus group
respondents’ views shared in this report reflect their experience as leaders within their
respective fields and/or as consumers. To protect our respondents’ privacy and maintain
confidentiality, we have omitted identifyving details from the report.

interviews we
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FINDINGS

A. Barriers to Financial Inclusion

Interview and focus group respaon
f unts
~ount reporting, the
and identification reguirements

“They're living
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is worse than
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While many consumers are aware that they ¢an bypass monthly account
maintenance fees by utilizing services like direct deposit, consurmers whose
employers do not offer direct deposit—approximately 18% of the U.S. workforce in
primarily low-wage jobs—are left out of this benefit.*® Discrepancies in account costs
at different financial i utions also requires vigilance on the part of consumers to
e they are accessing the most affordable accounts and ser . Consumars
often change banks 1o avold high fees, as one focus group participant noted:
T th low fees and higher interest, I'm there,” Participants in San Diego
said tmt he high cost of living in thelr community made banking s an additional
burden to factor into their budget. Across alf nine focus groups, high account fees
were identified as a common challenge in banking. In Los Angeles, a focus group
participant said that s charged on her savings account made her feel as
though “you're pur v trying to save

Language harriers

The lack of language access services at mainstream banks, both in terms of their staff
and written materials, is an impediment to accessing financial services, particularly for
low-income consumers whose first language is not English. Languags barriers were
prevalent for non-English speaking participants in the Asian American Pacific Islander
(AAPD focus groups from Chinese and Thal communities. In the Philadelphia focus
group conducted in Canton participants noted that to access financial serv
or help in-lang - in parson or over the phone, they were limited 1o the few
financial in jons in their immediate community. A Chinese respondent said that she
opened an account at a Cantonese-speaking bank near her but did not believe they
provided access to the same services as larger banks, Participants from the Chinese and
Thai focus groups in Los Angeles described challenges conducting banking transactions
online and on phones because services in their languages were simply not available. In
the Los Angeles focus group, a participant said, “Language barriers keap people fro
knowing delphia, Chme\e community mambers
said that be thw enerally watch television broadeast in Cantonese, they are
busineases advartise on these channels, and that tt

informed of |
cid not see many f s through this medium.,

'S aven available to them.” in Pt

on-English speaking consumers, there can also be cultural and generational
king. In the Thal community in Los Angeles, older non-English speaking

community members who need banking assistance must overcome a cultural stigma to
seek help from younger commu

;s members who speak English.

a5 that reflect the language needs of their
hanking experienc m to improve, in contrast to the experiences
d Cantonese-speaking focus groups, Spanish-speaking Latino focus group
pants in Chicago were able to access more banking services in-language in their
nmunities. They felt confident that they could speak to bank branch staff in person if
scled and access services online, However, participants from this focus group who only

Cor
nee
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ad when going into an unfamiliar financial
er there would be Spanish-speaking staff available

spoke Spanish said that they were intimidat
H - b
£

2y did not know wi

A respondent from an advocacy organization noted that language inaccessibility
Cor tributes to the "credit invisibility” of migrant populations, where individuals have no
LS, credit records. One Cantonese-spe ai ing participant in Philadelphia wanted to buy
a car when she first moved to the United States but was denied a car loan. She said she

was not given the reason for the denial, nor was she given resources to help her along.
s in this focus group reported that language barriers make it hard for them to
cradit, credit guidance, or financial advice in general,

Diaptie
Farudt

i addition to language barriers, other issuss of cultural capability and sensitivity withi
financial services were a notable theme for respondents, who regorted an overall lack
m‘" ir Stwg onal and culturat acce ﬂtaiﬂce Some regarded this as an f\vavaii 'moea:ment to

. ed by their religion. Partfc'm"‘ﬂts from ?h
unity s o:d that rh@re was nof enough information provided by financial institutions
t alternative long-term savings produ and as a result they knew members of
thelr community would avoid savings accounts altogather.

Credit barriers

Poor credit and the lack of established credit are significant barriers for LM!
consumers attempting to access mainstream banking and/or credit products and
ervices. Nearly 30% of consumers in low-income nwohbemeod% are cradit invisible,
ng they have no record with the three ﬂd”Oﬂ\MdG credit reporting agencies —
an, TransUnion, and Equifax. An ¢ 15% have records that are deemed
~orabie” due to insuffic story. Black and Latino consumers are also
sre likely to be credit inv med unscorable than White consumers.™ in
aHA one in 10 US. sdln;‘ 26 million people) are credit invisible, and an additional 18

: A leader from a national policy organiz

56

i

axpl ;\med t e prob

Aot of people, mostly low-income, mostly people of color, don't have an
é}:ﬂtryway into the financial system, and the credit score is your ticket into
accessing the financ e, Without either a strong credit score or a prime
credit score, or some people don't have a score at all, you can’t get access. The
dit system as iUs set up is really meant 1o reward people who part u}:}SL

e mainstream cradit market.. 5o, if you're a young pearson out of colleg

and you're Mble agel a good credit card, vou're able to part re if vuu

get student loans and pay those back, you're able to participate. if you cant
BCCEss U‘OS@ things, you basically can't get inte the system. The credit system
recognize those folks,

CF
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Lack of credit history directly excludes vuin@rab%e consumers “When you
frorm the financial and economic mainstream. This exclusion

leads LM populations GH’@CU\’ tnware more predatory, have g‘OOd
alternative financial services (AFS). One focus group Credit, they

participant described It this way, "When you have good crad {)pen the dOOf
they open the door, When you have bad credit, they take )
away the key." A financial institution executive highlighted When you have
the value of good credit, saying, “Credit is an asset. Credit bad Cf&dft,

n be your best assat, Paople say poverty is expensive; bad

ca
credit can be red!w expensive. It you ralse your credit, this can they také away
literally generate hundreds of extra [dollars] each month.” the key.”

Knowledge about credit, and the factors impacting credit

scores, vary across LMl communities. Focus group respondents who enrolled in financial
counseling or prospective homebuyer eclucation classes said they learned the most
abhout thair credit in these sattings. They were also seen as experts in thelr own networks
and were often the people who thelr friends and family went to for financial information

While most focus group participants understood the importance of having good

and the opportunities that came with having a good score, there was often
misunderstanding about how much control consumers had over their score and the
iscretion a lender had in offering a line of credit. A woman in Philadelphia described an
mpt she mad a foan from her financial institution to help pay bills unti she
received her payc later. She was denied the loan and was told by her bank that
she did not have s cradit history, She believed that her relationship with the bank
as a long-time account % 0l should have been encugh for her o be a cragitworthy
borrower, since they knew she had regular deposits into her account from her job.

W

Another particivant in Philadelphia was denied a car loan and did nc‘( realize it
heca the student loan she co-signed with her daughter impacted her debt-to-income

ratio and her credit score.

Across the focus groups, a number of participants shared experiences with attempting

> access oradit, Several participants who had qualified for loans for lower amounts t

they originally sought believed that banks offered them the smaller loan amounts due

to thelr low incomaes, From these axperiences, many myvihs and misconceptions exist

among LM consumers who are arbanked, Several focus group respondents noted
that if they had a iow credit scor ey would avoid applying for new credit, even though

doing so could ultimately improve their score. In Chicago, several African American

focus group participants believed that income and race were weighted heavily into a

persen's credit score. A woman P’h%iade%phia described credit bur@aus as “the original

gangsters, because they have ir own systern,” that was not transparent or logical to

L in her community
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Focus group participants in Philadelphia said they believed cred
were related to race;

nd lending decisions

White people don't have perfect credit but because they want certain properties
near the city of Philadelphia, or any othar malor city. they're preventing [non-
White] people who want to fix thelr homes and who have ownead their homes..
they're rejecting those people.. there's a big banking issue with red-lining.

Another participant echoed this, saving, “They're not lending Black people money to fix
up their houses.”

Checking sccount reporting Issues

Another critical barrier to banking relates to the lesser-known system of checking
account ¢ eporf ing that banks utilize to determine customer eligibility to open or
maintain ordinary checking accounts, Two private companies, ChexSystems and
Farly Warning Services, create files on consumers who have had an unpaid negative
balance or were suspectad of fraud on previous checking accounts.® Banks pay a
fee to access these databases. Although these systems were originally intended to
detect fraud, in practice, they exclude more than a million people from accessing

tail banking accounts, often due to relatively small infractions like bouncing a check
or incurring a checking overdraft fe

A g
A8 one

inancial institution executive stated, A ck one or two strikes, and you end
up with a Chex report.” This “Chex report,’ remains on the consumer’s file for
up to seven years,” serves as a banking blackiist prohibiting LMI consumers from
ente the financial mainstream. A federal regulator stated that although "70% [of
those wit F‘ raports] are paople who made mistakes and couldn’t afford to pay,” staff
at financial institutions tend to "see someone on ChexSystems as a fraudster” who
intentionally cheated the system. U mke cradit scores, most consumers are unaware
of the checking account reporting systermn and have little knowledge of how to
identify or correct errors that may be on record. Similarly, staff at financial institutions
1d to be unaware of how to help clients remedy their checking account reporting
histories. Ultimately, these systems are "a much bigger barrier to financial inclusion
than most people realize ity advocate observed adding, “i¥

pe

fwe want to
get 70 million people 52‘”‘(\1«@0‘ a large portion of that is due to them being barred due
to [checking account reporting issues].”

1

"85 @ Commu

Limited access fo bank branches

A barrier to accessing financial services and products is the relative scarcity of bank
brar ches in many low- and moderate-income neighborhoods™ and most markedly in
ahborhoods.® Tbe trend points even fewer bank branc nthe ?ufu re

ic L as many banks close physical bfawms in favor of
GO;‘Q nore bu&‘ 2 Hadelphia, a focus group participant stated -J\at in
her community, “.banks are sing up and moving further out.” When describing how
she had kapt an account for decades, though her bank had been acquired by larger

pa
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banks more than once, another participant noted that, “All the banks have left me, |
never left my bank” In the same vein, a financial institution leader observed that financial
education for LM individuals can be beneficial, “but if the individual doasn't have access
to a financial product, then it doesn't do any good. We tell them they should save, but
there are no bank branches in their neighborhood.”

Though there are more account services available online, and many institutions no
longer require a customer to be at a branch localion to open an account, physical
presence still has an impact on whether LMl communities of color are banked.
Conventence is often citad as one of the major factors that determine where psople
bank. Focus group participants noted that a bank’s proximity to home or work was
an important factor when choosing where to open an account. Not all respondents
regularly used a physical branch location to deposit or withdraw funds, but nearly all
respondents had opened their accounts in person at a financial institution. Most of
the focus group participants had used online or mobile services, but when asked how
they resolved questions or problems with an account, the majority said they preferred
to resolve ies in person at a branch. The next most popular option was to handle
concerns over the phone. A participant who preferred going in person to her bank
said she preferred i to online banking because “computers make so many mistakes.”
Access to conveniently located ATMs to access cash was also important across focus
group participants, regardiess of whether people preferred to use a branch or did
most of their banking online or via mobiie phones. Bank branches bring benefits to
LMI communities which are lost when branches close. One important way that bank
hes benefit communities is through their obligations to provide credit in their
locat neighborhoods under the Community Reinvestment Act (CRA). Passed in 1977
to remedy some banks’ refusal to lend in lower-income areas and communities of
color, the CRA created "a continuing and affirmative obligation on banks to help meet
the credit needs of the local communities in which they operate [branches].* Banks
no fonger have CRA obligations in communities once branches close their doors
resulting in diminished credit access for those . A federal policymak
described the various ways that physical banks benefit communities: "There still are
benefits to banks because they have to comply with the CRA, so something has to
go back into the community. There are also consumer protections that you have with
a bank that vou don't have with [non-bank online payment services

bran

v

Importantly, bank closures have a prolonged negative effect on the credit supply to
small businesses, and these s are concentrated in areas with low-income and high
proportions of residents of color™

identification requiremenis

identification requirements to establish or access bank accounts pose a significant
barrier for LM consurr particutarly immigrants and those with very fow incomes,
Many financial institutions do not accommodate alternative forms of identificatio

as matricula consular IDs or municipal IDs, While other banks formally accept alternative
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forms of identification, participants indicated “!D iSSUGS
that individual branches still refuse to accept

them as valid. This is one example of the dssproportlonately
inconsistent requirements across the industry, affect LMI consumers,
V»." i i b ; .‘A“E C 3 Q Ti0 f= T

bm}r:‘g'b@cixira‘,e om“ n. Qme‘kainc“ “ﬂagﬁn based on what PPve
populations from engaging with mainstream
banks. One regulator stated that their team observed. Those who
had investigat ;j bamk‘:’ Vi ';us ef ' t can afford the ieast
and discovered that often, “if you had two
bankers from the sa itution, there was get the most hassie. It
ne agreemeant about what the rule required... shatters the confidence
The problem isn't regulation, but consistent we're trying to build

interpretation” and enforcermeant. .
with the customer.”

y hanks accept alternative iDs. As a result,
institutions out of fear of being turned away.

Fear in the community is 50 great that it's hard to convince folks that they can
open an account with the identity documents they have, Holding a training 1o tell
people which identity documents they need is complex in itself, People both need
to understand which documents they need and be convinced that a bank is a safe
and affordable way to keep vour money.

A fintech leader rmfe\d‘ "I issues disproportionately affect LMl consumers, based on
ha . Those who can afford the least get the most hassle. It shatters the
o bulld with the custome

identification Iss.
ich makes it ¢
sted that financial institu
consumers because the\/ live in h-risk” ahborhoods. In order to verify thei
identity, the systern would generate questions based on the consumer’s credit h*story,
such as, “You had an auto loan in 2008, what type of car was 17?7 When consumers
have a limited cradit his‘mry, the system cannot generate those verification questions,
and instead, consumers are asked to go through the onerous steps of ling, faxing,
and-delivering copies of utility bills, Social Security cards, or other identifying
ments. This time consuming and inconvenient pro often a prohibi |
to establishing accounts at mainstream financial institutions, excluding many LM]
consumers from the rest of the financial and economic mainstream as well,

is that low-income consumers tend to have a smaller digital
ify their identity e‘@gtromw v, A fintech expert
g protocols © flag low-income

B. The Role of Fintech

Given the numerous barriers to accessing and utilizing mainstream financial institutions,
many are foaking to the financial technology sector, or fintech, to meet the financial

14 | UNIDOS US
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servicing needs of LMI consumers. Referring to fintech's promise, a regulator stated,
“‘v\f’ays to disrupt the usefulness that people find in payday lending are very welcome.”

Indead, fintech has great potential to provide services to LMl consumers in an affordable
way, because of thelr reduced physical footprint and online business model. Since
they waork almost exclusively online or through mobile applications or "apps,” fintech
companies are not limited by brick and mortar locations or branches like traditional
banks. While they offer convenience and accessibility to unbanked and underbanke
individuals, the maj of whom have access to smart phones,™ the lack of physical
branches also means that fintechs have lower costs™ and can pass along these savings
to customers. investments pouring into fintech have grown more than tenfold in recent
vears, reaching $19 billion in 20153 indicating a thriving fisld with potential to fill many of
the barriers and service gaps within traditional banks,

According to interview and focus group respondents, despite the promise of fintech
products r:md services, most do not s ntechs centering on the neads of LM
consumers; data security remains an issue, and the lack of regulations leaves ample room
for predatory practices.

>

COne financial institution executive observed how mamy fintech firms “get a lot of money
behind them, but then they don't know how to reach the consumers.” As a result, several
fintechs have turned to this respondent’s organization, which specializes in serving LM}
consumers, for advice on how to reach this population. When financial products ara not
designed with LMI consumers in mind at the outset, gaps in usability and access can

glish speaki r\g consumers in the focus groups, having apps developed in their
1w fintech, The Spanish-speaking community in Chicago

rep Ld havmq maore experience i 1g technology in their banking than the Thai or
Cantonese-speaking focus groups. Latinos in Chicago satd they saw am\i@rtzsements for
fintech companias on Spanish language television, and some had learned how to us

specific apps by watching videos online, In San Diego, younger E:r -speaking Latinos
sere generally comfortable in trying new online banking services and in using features
uch as fingerprint identification to acces ‘! em on their phones.

Data security is also an important concern. Several focus group participants noted
that there is no clear process for LMl consurmers to identify trustworthy digital
financial services among \houcmds of chorces. A fintech leader noted that fintech

o5 are not catering 1o the needs of nexperienced Users, SO CONSUMErs
instead opt for the store on the cormner ?mt 5 doing payday lending.” Foous group
respondents shared that though many had adopted mobiie banking apps, they weare
skeptical about newer fintech products that were not tied to traditional banks because
of concerns about data security and identity theft. For the Cantonese-speaking
community in P !adelphia, the lack of apps available in their language made them
skeptical of the overall usefulness of banking apps.

UNIDOSUS|IS
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Compounding the data security concerns “Technoiogy COU'd

of focus group participants were recent

examples of data breaches at large he*p make ﬁerUCtS
corporations like Target and Equifax. This more affordable, but
sgemed to fuel distrust among respondents, !t asso opens the dOQT
evoking fears from those who did not

regularly use apps to conduct financial to predatory pi’OdUCtS.
transa

ons. One focus Group member in San We must find a way to
t

Diego sald she used apps for banking desp I hi R
her doubts about thelr security, because everage tech innovation

alternatives to send while also protecting
08y PT‘G*‘W"‘ among many in her [
erve pey vulnerable consumers.
network, There were generational differences

t lar use of fintech across focus .
t respondents in every discussion described privacy and security concerns
e apps. People were concerned t if they lost their mobile phones,
dng apps would tead to security breaches and loss of their funds.

d concerns about consumer protections and fintech. Thay
intech mroc“ctQ do no* come with the same decree

Respondentis
vctx nowledg

=

fintech ;}roda;uv hat dyd not help consumers ou;id cradit. A

§>’3Qp§e mu cards or fonline payment services] and think that
f

f ot l hese prodmt% can open up doors,

";mﬂch nq rwfef b nay not be betier for them crr;détwvwge aﬂd "nuy not be
i <dng” with an entity that doesn’t
2 Insurance, so vou could lose yvour investment or be taken advantage of.

on
e

While many fintech firms have embarked on innovative, cutting-edge approaches to
address the needs of LMI consumers, they are not subject to the same regulations
as fn anciat institutions, Respondents noted that fintechs often thir the line betwe
mainstream and non-mainstream financial services, leaving room for high-tech predatory
dudc targeting LML consumaers, such as newer, online vearsions of payday !@raders‘ A
respcndem from an advocacy organization expressed the concern this way: “Technology
could help make products more a ffordah‘: but it also opens the door to predatory
products. We must fnd a way to leverage tech innovation while also protecting

vulnerable consumers.”

Re gui ating fintech is one way o hold firms accountable to the needs and

abilities of LM! consumers, and to address concerns about data security and
rworthiness of new kinds of non-bank financia 5. One fintech leader
advocatad for “principles-based regulations that can evolve with technology” State
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consumer protection laws play an important role in regulating the fintech space, and
in July 2018, the federal Office of the Comptroller of the Currency (OCC) announced
that it will issue special-purpose national bank charters to non-depository fintach
"ﬁr\hpan es.® Many in the consumer advocacy arena have argued that by creating

new class of "national bank,” the OCC would allow fintechs to circumvent state
consumer protection laws like interest rate caps and limits on fees for loans and
services. ™ Ta prevent widespread, predatory, high-tach AFS, it is essential that the
special-purpose charters for fint s to ensure meaningful, enforceable,
and consistent consumer protection standards,

C. Alternative Financial Services Fill a Dangerous Void

P
H

As manti Nwed pmv'ouﬁty: the high barriers to utilizing mainstream financial services and
limitad fintech options drive many LMI consumers to turn to high-cost AFS like payday
lending, pawn shop loans, check-cashing, and auto title loans. ﬁdercewﬂd communities
paid more than $173 billion in fees and interest for AFS in 20178 One financial executive
mentioned that pawn shops are of particular concern, noting th t The largest revenue
stream comes from lenamg in many states, there aren’t usury laws around lending in
pawn shops, so you can get $300 loans at 300% interest rate.” Since pawn shaps do not

i

require established credit, a bank account, or a job, loans through pawn shops are one of

Lt

faw opt ns avallable to the most vuinerable low-income consumers®™

interview and fouu» groun raspondents pointed out that rent-to-own stores that sell
items such as furniture, computers, and even car tires specifically target LMl consumaers,
Where middle- and upper-income consumers can often rely on reasonably priced credit
cards or cash to make certain purchases, LM| consumers who lack the creditworthiness
or reliable financing options ¢ ft turn to rent-to-own services that can legally charge
exorbitant rates and g. In one example, a computer priced at $851 would
cost a borrower $4,459 if e full duration of 2 rent-to-own store’s 21-month

! ?uthar if borrowers default on rent-to-own payments, severe consequences can
ssion of cars~—the primary maode of transportation for many
LM workers and those seeking emplovment.

1 reposs

AFS prov}d“

t LMl consumers need, including small~-dollar and short-term
foans, M comes at hig t. These products tend 1o be unaffordabl
exploit , d rutnous for L czmal ] ¢
ms:g,xwmm rket-based competition by more regulated financial institutions,

When asked if they had used an AFS in th few | N\mt%*, the majority of focus
aroup participants said they had not and spf»uff&tiy cited the high fees associated
with products like payday loans as reasons to avoid m\mg to use them His
important to note, however, that focus group respondents were recruited from
community-bDased service prov admz that specialize in financial literacy and education
services for low-income residen

/
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D. Weakening of the Consumer Financial Protection Bureau

; often be unaware

of their rights, are vulnerable 1o unscrupulous
G al Protection Bureau gCFPB> haJ a critical
mission and purpose to inform consumers of

hts and promote consumer protections  “Prmy very concerned
al products. One regulator explained that some of the

‘w CFPB's charge was to help the
who may not understand headway that the
the smn’\r*; it rofe that consumer p ions CFPB has made in
@ir ﬁr‘\ﬁ“cia% condition. However, several .
s expressed concern that Lhe lives of consumers
PR has beew mgmf Cat"‘f ty weakened is really being

ur d@}’ the current federal administration. diSfUptéd Signiﬁcaﬂﬂy 1]

roten

For instance, H 2; 8 reomawmrxor of t

powers of the unit responsible for purs
new focus of address “outdated, uny
-utive described the

(5]

o unc_;ui\y burdensome

regu One banking &
N ematic « -égmamt%irg of the C a dire t t 1o the future of banking for LM

umers. A regul a{m statad, “I'm very concerned that some of the headway that
s made in the lives of consumers is really being disrupted significant
As a result of recent federal actions, the CEFPR has decreased its focus on several
threats to LMl consumer financial protections, such as the adoption of alternative
credit-scoring models and tighter regulations on payday lending serviges.

E. Opportunities for innovation

of color face within the
le. Interview and foo

opportunities ior nnovation, indus
ons that would lower barriers to effective f
suggested innovations in several a , including reforms to
) ew business models for financia t;rut ons, and ideas for

Y more \/uir“waoi@ consumers to existing safe, :ﬂorc able financial products
hal are more fd'k‘»rﬂd to &pﬁ—?mf ¢ needs of LMl consumers and the most vulnerable ¢ \f

siatory
inclusion for LMI people of

The barriers related to poor credit and %in‘\(tﬂfd credi ’t-m iding opp 3?’*%;
rs, immigrants, and of the financia

many raspondents to discuss g xodwi«. Uﬁ'ﬁ

scoring system, public utilit

delinquencies to ore

CONSUYr

e
ecommunications co
t bureaus that often harm credit
on-time payments that could improve credit

jes for Lw CONSUMErs.
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Adding on-time payments from these sources could open the credit market to a
larger segment of the 45 million responsible consumers and borrowers who are
currently cradit invisible and/or un-scarable ® This change would unleash the full
financial market potential of those who have historically been excluded by increasing
credit access to LMI householids, non-native English speakers, immigrants, and other
segmeants of the unbanked ® A community leader explained the strategy in this way:

4ost [LMIT people have a phone or cell phone and pay their bills regularly.
That could be captured on a credit report. Right now, it isn't, uniess you're
delinguent. Those on-time payments could be captured into the credit system,
showing that this person has a history of paying their bills on time, Same thing
with uftilities. [The goall is really just to pull in more data so that people who
are currently not visible to the credit system become visible

There are varying perspectives among experts and advocates on the inclusion of
alternative data like utility bills and rent payments for credit-scoring purposes. Some
critics argue that amending the credit reporting system would harm people who

are late in payving thelr rent or utilities. Howsver, these delinquencies can atready be
reported to the credit bureaus. The experts we inferviewed suggested that additional
o ta and reporting requirements would have a net benefit by increasing the
scoring potential of millions of LMI consumers who are not currently in the systern at
all, Policymakers snou'd continue to weigh the options to reform the credit-scoring
vstems to help unlock the @ bene‘ﬁts for LMI consumers, who need access the

P

fey
most and pay the highest Costs for being excluded,

C}

he]
()

w

New business models for financial services

As noted previously, the fees and balance requirements for ordinary checking

at commaercial banks are often too costly, prohibiting LM consumers from
oroductive way, | 1ter'w>w respondents noted that
operate, A

accounts
entaring the financial S»ISMW na
this is largely due to outdated business models upon which most ban
ntech leader explained, "Banks” business madels are still reliant on overdraft
The business [revenue] model does:‘ fou xist” that would allow banks to orfer LM
consume ruly free checking accoun promises more long-term revenue once
they are in the system. To address this issue, Interview and focus group respondents
emphasized the need for mainstrean neial instizutions to establish updated
business models that allow for lower-cost financial services and fewer barriers to
antry for new account holders. The Center for Financial Services innovation (CFSH
sts that financi aI services organizations should update their business models by
sing an expanded on of "suc at includes positive outcomes for clients,
as well as po eturns for the business. Dcfmq 50, according to C Fs would
Impro onsumers’ financial health and enhance institutions’ competitive advantage
and financial returns from othe fﬁducta down fh fine.
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innovative loan products

LMI consumers need tow-cost, accessible financial services, including quick,
affordable credit with flaxible repavment options, In all areas of financial life—

ordinary checking/savings options, auto-financing, home mortgages, small business

¥

supports, and long-term investment vehicles. Interview respondents emphasized

the need for financial institutions to provide fow st small-dollar loans with shorter

terms, They str this point due to the lack of market alternatives to AFS that

are often predatory, overoriced, and fail to bulld cradit ms’mr'és A

explained that people use payday loans because "IU's convenient and ‘Eh e friendly.
sonvenient because its q& ek a:m on deh\md so they're ?‘E&‘Di‘:-" to p \' “% e fees.

at are spacifically d@mqsﬁﬂd fo help
xparfs in the financia ,.l services field highlighted
r consumer ioans that were specifically d@gan ed to help .ﬂ LS
manage and pay back debt, that also addressed the need to build credit
’"mz:m“ builder loans, small business micro-loans, and a loan fund for (”O?“‘t
ora widespread use of similar pr dqdk could have
for consumers far beyond their short-term needs.

P

ts of one such loan product by say care of
ould've gone to a payday lender to edm . When they do this
ally

builds their credit and takes care of thﬁ oroblem.”

g i‘m' th

Lo

credit and loan products across various areas of
atcy, respondents highlighted lending models
‘a‘twc‘m “ma coachirm in tandem with the products

ire

ndents expres
E Ldmd the fundamentals and m;,um

t can be useful in their everyday lives and aspirations to purchase a
home, pay bills, or save for the future. They expressed a desire to better underst
the importance of' cradit lines and cradit scores, and how good scores transiate into
cheaper pricing for financed goods and services.

nity organization leader focused on finan coaching for residents
the value of one model that married good loan terms to credit cour

for LML borrowers:

One thing I large national bank] had pre-foreciosure orisis, was a progs m where
y or housing counseling, you'd pay no mortgage insurance--

zero~for the life of the loan. It was below market in rates. i?: was Hink
partnership with housing counseling groups to say that the lik
applicants are Jxmg into famx !f_écurn i5m u«,h less due to hougx g counseli
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w1‘ownv@r, the respondent suggested that they were not aware of similar programs
the foreclasure crisis. Several other respondents also observed that credit for
! consumers had indead “dried up” in re“ent years. One community leader stated
i+

ncdy “We were trying to get rid of all the predatory financial products, but instead
aople aren't lending at all”

5 a7

While this concern is substantiated % a stream financial institutions
have stepped into this space and begun offering innovative foan products. One
Community Development Financial Institution (CDFD in our sample offers a range of
loan products designed to meet the needs of LMI consumers. One of thelr executives
*‘ﬂ%cribed their small business micro-loans as “business loans in that five, six, seven,
12,000 dollar range, vher e aven someone with perfect credit wouldn't get from a bank
acause it's just too small” if they became widely available, services of this kind would
a viable, affordable a!—wmut ive to payday lending.

— Spotlight: Fuente Credito

mee Cradito, a small-dollar credit pilot program coordinated by UnidosUS,
s access o affordable loans 1o help LM consumaers, with an emphasis
o ass g immigrants to afford the costs associated with adjusting their
imrmigration status or pursuing citizenship,

Fuento Cradito:

» Enables (:ommumf’x ~based service providers to pre-gualify their clients
and affordable small-dollar credit or lending circles.

+ Offers an online credit appi'ca*im‘\ designed to provide fast and personalized
opfim,“ immigrants who need assistance in financing immigration fees
elated to Do erred Action fu! Childhood Arrivals (DACA), citizenship, or

oxher legal services.

« Provides a secure website: compiles loan products from FDIC-insured credit
unions, COFis and online lending circles; and leverages the expertise of
idoslS Affiliate organizations in serving immigrant populations in culturally
and linguistically relevant ways.

More information at www.fuentecredito.com,

UNIDOSUSI2Y
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~ Spotlight: Justine Petersen

en, a credit-building and microlending organization in 5t, Loui
fers several loan products targeted to the needs of LMI consumer

o

» Small business micro-loans: Loans typically up to $10,000 for small businesses
that do not have access to commercial or convantional loans

= Contractor loan fund: Offars short-ferm financing so contractors can afford to
bid on !arqm construction jobs that require mf ont capital but do not pay until
the end of the project.

» Credit builder loans: Loans designed to bulld the practice of making on-time
payments, while also saving or paying off a debt; all on-time payments are
reported to the credit agencies.

Maore informatior

£ wwwjustinepetersen or

or ?r\.m\v.
must work toge
ancial system. Tha f iov\mg section prm«i
remr* mendations to move ¢ m/varfj fsﬁanc:ai systermn that advances full financial
clusion for LMI consumers of color and altows opportunity for safe innovation.
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RECOMMENDATIONS: REFORMS TO POLICY, PRODUCTS, AND
PRACTICES TO ADVANCE FINANCIAL INCLUSION

coras angoing barriers t
on unbanked and und

This research unde
2 635 miflic
ommendations can enh
and

s to acvance full financia

/arnment polic

upport commun fintachs, and public

inclusion f¢

ks | Governsy

tions | Fintechs

nking wort

Problem:

i

itutions

ohifan

« Navigators can build on existing networks of cormnmus

ing/education models,
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« Banks should tap into divect pipelines, resources, and connections in their
networks and should partner with community organizations, online fintech platforms,
government agencies that contract with local service providers, and others who can

advance effective public/private/community partnerships to reach the underserved.

isting

L ators” and partners’ s nd activities should advance opportunities to
bank the underbankead by onb ing people into a safe bhanking relationship—a

b&mmq ome—that connects 1&.@m toth ncial mainstream and offers
pportunities for progression from "pre-prime” [o prime credit products.

Build partnerships to meet the multidimensional needs of LMI and underbanked
'“amc%ai *z\itltut?aﬁs, fintachs, government agencias, and community-based
id partnerships and referral me*{wori\s to better serve
ners and help underbanked individuals connect to the

should

€ CO%;»{JVW nee
financial mainstrear.

“nancial institutions and fintechs should work in partnership with public agencies and
C.,‘b”l; o connect LM clients to public resources, such as food assistance (Supplemental
Nutritional Assistance Woamm or SNAR), offer budgeting tools, and direct tham to
internal or axternal financial coaches or “navigators” (see above).

Public agencies and CBOs should establish relationships with reputable financial
ins u.st,oxs‘ o which they can refer unbanked and underbanked clients, as well as those
in need of particular financial products.

Financial Services and Banks | Fintechs

Increase accessibility and utility of financial products and
services for LM! consumers

Problern: Many LM consumers cannot afford to bank
institutions due to high fees and minimum-ba
ordable alternatives, LMI cor
t AFS each year. In addition, ident

ibility prevent many LM consum

welusion.

sume

Sojutions:

Update business models to monegtize ciient success, Banks
should create nevw businass models that refocus on customers' success.

« Reduce or remove initial deposit requirements, minimum-bala reqguirements, and
igh { tar LM consumers,

= Create innovative loan products that work for LMI consumers, including short-term,
srmali-dollar loans, and loans designed to build credit,

24 UNIDOS US
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ffe sensitive to religious or cultural restrictions, outside of
what is traditionally offered, particularly with savings products. This generates
revenue for banks.

3 to meet c:iifu‘ts where they are and help them move from "ore-
15, This can help establish a *“ze sithy financial ecosystem of
resources, tools, and @mducts that work for people at every

« D gr\ product

rime” to prime credit stat

\:vide!y avallable supr
income level

"‘icu%d ;:uar‘t er W‘t? effective language

increase language access. Financi
service providers te co-design and offe )
materials for all common languages s @km V‘t i J a D:mic ng mumn nt.

> translation services in banks where multiling

» ample: Offer remor
not available
s Partner with community-based organ working with clents who are not

dorminantly English-sp mdkmr' o deve?op fm ech P“Ode

Lie

ks and financial institutions should accept

ula consular and municipal ident ion cards, and Individual Taxpayer

“Hfication Numib TIND, and ensure consistent identification rules are transparent,

enforceable, and mr}de o Y\i.csv available to all potential customers, staff, and community
sidlents within the banking footprint.

Accept alternative tdenttf:cataon Rar

o Conduct public awareness campaigns In target markets o inform the public of
acceptable forms of identification, new d opments toward language accessibility,

and product offerings. Invite recommendations for product/servic ovations that
i for LMy £F: > the barking sysfem in g safe} sustainable manner,

+ Provide updated training to bank staff and customer service repr ati o ensure
that they h SCur on bank pol - -

altternative forms of i

Government - Faederal Policy and Regulations®
Reform policies and regulations to create meaningful access
for LMl consumaers

Problem: LM people of color are excluded from the consumer credit and banking
systems partially due to reporting 2ms practices, li i and a |
consurner understanding of how to engage reporti ”sg <y;_ nd standards. Additional
channels arae needed 1o praperly protect against frac creditworthiness,
and federal consumer protections must set the 5&;%‘0@»0‘: 1'02 all LMI CONSUMEers are
protected under the law.
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Solutions:

Reward inclusive finance models, Fedaral reguiators and policymakers should or
stem of formal, public recognition and incentives for financial institutions that
successfully serve LMI clients’ financial needs and maintain branches in LMl commu

should be based on financial outcomes that are tied to enhanced economic
and financial capability. For instance, financial institutions may be recognized
le range of prod that meet the needs of

« Matr
mobili
for offe
and inc

of people from all wed{
Hiy helping p@oms to matric
unts with no fees, to prime consumer or bus

+ Cradit bureaus should altow the reporting of credit activity by ITIN holders and clarify
this in guidance to lenders

Count semmr‘g \yscen"
e indus t AiSE AwWareness

agencies should develop regulations to make the cheackin
more transparent to consumers, and actively encourage t
about how 1o property address concerns or discrapancies tha
ustomers from banks.

re)

hould be required to offer full,
o~repayment tables that are required

« Chexs
plain-language disc
of credit card companies.

olving consumer disputes
Is for consumaers to

« Regulators should establish a clear process for re
that require an agency response and provide public channe

report @i

Require review of alternative credit data. Credit reporting agencies should be required
to exphre the potential nat benefits and cons s of adding altarnative data
sources to credit scoring algorithms,

invisibles and

¢ The long

-term goal should be to reduce the nur

corables from 45 million® to zero

L

24

short- and long-term effec
more inclus

+ Government should consider
coflection to produce a uniform metric that
borrowers and potential borrows

= Alternative data considerations should include information such as on-time rent
paymeants to corporate landlords, ‘e:!m.cmmmmw on services, and utilities.

s inclustry study to provide guidance on how to achieve

fcw ai [ consumer segmeants, including underserved LM users,
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Expand the Community Reinvestment Act (CRA). ?‘oucvmak@rs should update
the CRA to mc!ud@ credit unions, non-bank mortgage iinators, and fintechs
within CRA lurisdiction, and maintain a focus that ensures access for underserved
popu?atsons and communities.

resantatives of some fintech pr@ductﬁs have argued that they exist to piug financial

&

and retail banking products. Thus, they should be

L‘Jaums as other consumer retail banks,

aderal g

Enhance federal consumer protections. The f
bank regulators such as Federal Deposit Insurance Cc rooration
should recormmit to protecting consumers and inform

s Pravent pradatory lending practices: Regu !atom should renew thejr commitment to
strengthening reguiations on al @rmt;vc financial services (AFS), Including limits on
feas, and require AFS to report on-time my§m,ms to credit bureaus

« In order to address the decline in a
consumars and consumers of color, "hou;u set aside “mu ing to
encourage financial institutions t e loan products aimed at building

th among LM consumers, su Ch as mortgage %o&rws that are tied to the commpletion

of financial counseling.

« Expand consumer aducation and make efforts more visible and accessible, particularly
i communities with high concentrations of LMI populations, Information should be
included in print and digital media, statement disclosures, written correspondence,
and community-wide resources in all areas of consumaers financial lives (e.q., on bank
statements, fintech, and financial institution websites; utility bills; etc.) and meet the
fanguage neads of nosw»Engush speakers.

B
5
Q2
v
:Z’

Tin: tlf faws to protect against red-lining

‘WM; communities of colar to fully access credit.
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| tions to accept various forms of identifics
rfofmat fon necessary fo opan an account and have a sufficient customey profsée.

Regulate and support fintech solutions that work for LMl users. Create a
regulatory structure that fosters innovation while protecting consumers from
pradatory lending practices.

wure proeducts and services are safe, secure, and advance the financial interests of
the end-user, part

« Align fintechs' data security and consumer protections standards to match or

excead traditional banking product regulations under the original intent of the CFPR,
rdless of agency jurisdiction (e, Office of the Comptroller of the Currency,
Federal Depository Institution Corporation, and others that may have different
jurisdictional authority).
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Community Organizations and Cansumers

Raise awareness and encourage reform and innovation

Problem: The financial industry needs commu
des

ity input in product and service
corporate practices in order to reach th
rmilfion unbanked and underbanked C‘Cm.if s, improve services for LM
build a thriving system for all.

elopment, industry regulations,

63
consumers, and

Solutions:

Connect community organizations with financial institutions. Community organiza S
should continue to seek out relationships with financial insti
pathways for ongoing cormmunication and innovation.

fons in order to mrg@

Expand community organizations’ advocacy for inclusive, affordabie financial
products and services. Community organizations, whic
understanding the financial needs of members, s
needs and amplify their clients’ voices in dis i

regulators, and policymake

already play a critical role in
uld continue to listen to clients’
s with financial %mgtﬁuusr\\ fintach

« Community org an provide sirmple ways for consumers to share their
=

once

Sty

Raise the voices of individual consumers. Individual consumars, including people

TLIC mé ﬁﬂoderﬁiﬁ-‘ﬂ-coma those who are frustrated with the high fees
ose who want to become fully banked, and those who have
innovative k‘it‘" mr \‘a ancial products and services, should share their thoughts with
\ makers via community organizations and other advocacy efforts.
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ENDNOTES
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