
CRA Basics

Presenter
Presentation Notes
Very basic info; audience as if they were new CRA officers; ensure we’re all on the same page; info will serve as foundation for subsequent modules; most of the info in the reg and Q&As
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Objectives
Upon completion of the CRA overview, you 

should:
 Understand the purpose of the CRA;
 Understand terms and definitions under the 

CRA regulation including bank exam types
 Be generally familiar with the technical 

requirements of the regulation;
 Understand the CRA ratings
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Purpose of CRA

 Encourage banks and thrifts to help meet the 
credit needs of their entire communities
 Including borrowers of different income levels 

and businesses/farms of different sizes 
 Including low- and moderate-income 

neighborhoods, certain non-metropolitan 
middle income geographies or designated 
disaster areas

 Consistent with safe and sound operations
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Definitions

 Geography
 Median Family Income
 Low- and Moderate-Income (LMI)
 Assessment Area (AA) Delineation
 Performance Context
 Community Development

 Primary Purpose
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Geography

 Geography: a census tract delineated by the United 
States Bureau of the Census in the most recent 
decennial census

 MSA: metropolitan statistical area as defined by the 
Office of Management and Budget (OMB)

 MD: metropolitan division as defined by OMB
 Nonmetropolitan area: area not located in an MSA

Presenter
Presentation Notes
MSAs may be made up of MDs.
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Median Family Income

 An annual income figure for which there 
are as many families with incomes below 
that level as there are above that level

 Area Median Income (AMI) means:
 The median family income for the MSA or 

MD, if a person or geography is located in 
an MSA or MD

 The statewide nonmetropolitan median 
family income, if a person or geography is 
located outside an MSA or MD

Presenter
Presentation Notes
A Family is defined as a group of two or more people who reside together and who are related by birth, marriage, or adoption.
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Low- and Moderate-Income (LMI)

 Low-income = an individual income or tract 
income that is less than 50% of the AMI

 Moderate-income = an individual income or 
tract income that is at least 50% and less 
than 80% of the AMI

 Middle-income = an individual income or tract 
income that is at least 80% of AMI but less 
than 120% of AMI

 Upper-income = an individual income or tract 
income that is equal to or greater than 120% 
of AMI

Presenter
Presentation Notes
Middle income  = 80% to 120%  Upper income=120% or more of the MFI.  Mention that LMI requirements differ for various subsidy programs based on size of family.  Later this morning, in the CRA Toolkit module a link will be provided in order to gather this information. 
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True or False

Median family income includes all 
households.

 False

Presenter
Presentation Notes
NOTE:  ANSWER APPEARS WITH SECOND CLICK OF THE MOUSE/REMOTE

Let’s have a quick quiz.
Q.	Median family income includes all households.
A.	False
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Assessment Area (AA) Delineation

 Must consist generally of one or more MSAs 
or MDs, or one or more contiguous political 
subdivisions such as counties, cities, or towns, 
and

 Must include geographies where an institution 
has its main office, branches, deposit taking 
ATMs as well as surrounding areas in which it 
has originated or purchased a substantial 
portion of its loans

Presenter
Presentation Notes
Question to audience or breakout group:  If a bank has LPO's, can the bank use the area of where these LPO's are located as one of their assessment area's or does the assessment area have to include the bank's main office, branches, and deposit-taking ATMs?

Add example: (compliance bulletin board)

Answer:  The CRA regulation says AAs consist generally of one or more MSAs or one or more contiguous political subdivisions, such as counties, cities, or towns, and include the geographies in which the bank has its main office, its branches, and its deposit-taking ATMs, as well as the surrounding geographies in which the bank has originated or purchased a substantial portion of its loans. A bank may adjust the boundaries of its AA to include only the portion of a political subdivision that it reasonably can be expected to serve; however, the AA must consist only of whole geographies, and may not reflect illegal discrimination; may not arbitrarily exclude LMI geographies, may not extend substantially beyond a CMSA boundry or beyond a state boundary (unless in a multistate MSA). So, AAs are not established around an LPO.��Depending on how close the LPOs were to existing branches, there could be an argument for expanding the boundary of an AA to include the area around the LPOs if a substantial amount of lending was taking place there and the area was contiguous.
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Assessment Area Delineation

 Adjustments to AA(s)
 May adjust the boundaries to include only 

that portion of a political subdivision that the 
institution can reasonably be expected to 
serve

Presenter
Presentation Notes
NOTE:  We’ve encountered confusion on this issue.  Banks may delineate an area that does not include an entire town, city, or county. The key is whether they have the capacity and delivery system to serve the entire political subdivision.
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Assessment Area Delineation

 Limitations on Delineation
 Must include only whole geographies
 Must not reflect illegal discrimination
 May not arbitrarily exclude LMI geographies
 Generally, may not extend substantially 

beyond an MSA or state boundary

Presenter
Presentation Notes
NOTES:
A “whole geography” means a census tract.
MSAs and non-MSA geographies may not be combined to form a single AA.
Boundaries should reflect the bank’s market area. One might expect the boundaries to reflect where loans were originated over the evaluation period, however, a lack of loan originations in a particular geography may instead be an indicator that certain areas are arbitrarily excluded or discriminated against. Understand your bank’s lending patterns to ensure your bank is fairly and consistently lending across the AA in geographies of different incomes and to borrowers of different income levels.

In general. A bank delineates one or more assessment areas within which the agencies evaluates the bank's record of helping to meet the credit needs of its community. The agencies do not evaluate the bank's delineation of its assessment area(s) as a separate performance criterion, but the agencies review the delineation for compliance with the requirements of this section. 
c) Geographic area(s) for other banks. The assessment area(s) for a bank other than a wholesale or limited purpose bank must:
 (1) Consist generally of one or more MSAs or metropolitan divisions (using the MSA or metropolitan division boundaries that were in effect as of January 1 of the calendar year in which the delineation is made) or one or more contiguous political subdivisions, such as counties, cities, or towns; and
 (2) Include the geographies in which the bank has its main office, its branches, and its deposit-taking ATMs, as well as the surrounding geographies in which the bank has originated or purchased a substantial portion of its loans (including home mortgage loans, small business and small farm loans, and any other loans the bank chooses, such as those consumer loans on which the bank elects to have its performance assessed).
 (d) Adjustments to geographic area(s). A bank may adjust the boundaries of its assessment area(s) to include only the portion of a political subdivision that it reasonably can be expected to serve. An adjustment is particularly appropriate in the case of an assessment area that otherwise would be extremely large, of unusual configuration, or divided by significant geographic barriers.
 (e) Limitations on the delineation of an assessment area. Each bank's assessment area(s):
 (1) Must consist only of whole geographies;
 (2) May not reflect illegal discrimination;
 (3) May not arbitrarily exclude low- or moderate-income geographies, taking into account the bank's size and financial condition; and
 (4) May not extend substantially beyond an MSA boundary or beyond a state boundary unless the assessment area is located in a multistate MSA. If a bank serves a geographic area that extends substantially beyond a state boundary, the bank shall delineate separate assessment areas for the areas in each state. If a bank serves a geographic area that extends substantially beyond an MSA boundary, the bank shall delineate separate assessment areas for the areas inside and outside the MSA.
 (f) Banks serving military personnel. Notwithstanding the requirements of this section, a bank whose business predominantly consists of serving the needs of military personnel or their dependents who are not located within a defined geographic area may delineate its entire deposit customer base as its assessment area.
 (g) Use of assessment area(s). The OCC uses the assessment area(s) delineated by a bank in its evaluation of the bank's CRA performance unless the OCC determines that the assessment area(s) do not comply with the requirements of this section.
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Performance Context

A broad range of economic, 
demographic, and institution- and 
community-specific information that an 
examiner reviews to understand the 
context within which an institution’s 
record of performance should be 
evaluated.

Presenter
Presentation Notes
Presentation and Discussion should focus on the Performance Context created by the examiner. § _____.21(b)
 
What is it?  - The Performance Context is a broad range of economic, demographic, and institution- and community-specific information that an examiner reviews to understand the context in within an institution’s record of performance should be evaluated.  
What it is not? - The Performance Context is not a formal or written assessment of community credit needs.
The examiner will develop a performance context for the full-scope AAs only.  For limited scope AAs, the examiner will limit performance context information to demographic information.
Any performance context factors that affect the bank’s lending, investment and/or service tests performance will be explained in the bank’s PE.
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Community Development

 Affordable housing for low- or moderate-income (LMI)
individuals

 Community services for LMI individuals
 Activities that promote economic development by providing 

financing for small businesses or small farms
 Activities that revitalize or stabilize LMI geographies, distressed 

or underserved non-metro middle-income areas, or designated 
disaster areas.

 Activities that support, enable or facilitate projects or 
activities that meet “eligible uses” criteria described in 
Section 2301(c) of the Housing and Economic Recovery Act of 
2008 (HERA) and are conducted in designated target areas 
identified in plans approved by HUD in accordance with the 
Neighborhood Stabilization Program (NSP)
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Primary Purpose

 In order to receive consideration under 
the CRA, loans, investments, and 
services must have a primary purpose 
consistent with the definition of 
community development
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Exam Types

 Small bank

 Intermediate small bank (ISB)

 Large bank

 Wholesale and Limited Purpose

 Strategic Plan

Presenter
Presentation Notes
Technically five exam procedure, which include 2 “special circumstances”: wholesale/limited purpose & those using strategic plan, etc.
We won’t be taking about the wholesale or strategic plan banks today.
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Small Bank

 Banks with assets under $280 million
 Lending Test: 

1. Loan to deposit ratio
2. Lending in and out of the assessment area
3. Distribution of loans by geography
4. Distribution of loans by borrower income
5. Responses to complaints 

Presenter
Presentation Notes
ASSET THRESHOLDS ARE EFFECTIVE AS OF 12/31/2010

Asset size of the small bank and ISB change annually based on the consumer price index.

Small bank factors in LB test;
"Small bank" means a bank that, as of December 31 of either of the prior two calendar years, had assets of less than $1.109 billion. 
We do look at services & investments; can give extra “points” and push into “outstanding”-play factor in improving rating.

Assessing lending performance will be discussed in much more detail in Molly’s module later today.  

Asset size for ISB and Large Bank will be adjusted annually based on the CPI
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Intermediate Small Bank (ISB)

 Banks with assets of at least $280 million 
and $1.122 billion 

 Evaluated under the traditional small bank 
lending test PLUS a community 
development test
 CD activities should be responsive to 

community needs

Presenter
Presentation Notes
Up until July 1, 2007, there were only two tests for thrifts – Small bank and Large bank.

Small bank lending test remains the same. There are five performance criteria: loan to deposit ratio; lending in and out of the assessment area, geographic distribution of loans, borrower distribution of loans, and responses to complaints.
 
"Intermediate small bank" means a small bank with assets of at least $277 million as of December 31 of both of the prior two calendar years, and less than $1.109 billion as of December 31 of either of the prior two calendar years. 

Revised Definitions:��"Small bank" means a bank that, as of December 31 of either of the prior two calendar years, had assets of less than $1.109 billion.��"Intermediate small bank" means a small bank with assets of at least $277 million as of December 31 of both of the prior two calendar years, and less than $1.109 billion as of December 31 of either of the prior two calendar years. Since there is no CRA loan data collection requirement for an intermediate small bank, its next examination is under the intermediate small bank test even if that examination comes due during the bank’s first year as an intermediate small bank.��“Large banks” have total assets of at least $1.109 billion for December 31 of both of the prior two years. Large banks are subject to CRA data collection. Thus they can not be examined under the large bank test until they have at least one full year of data collection. In addition, any size bank may opt to be examined as a large bank provided it has collected and reported the required CRA loan data.�Effective Date             Small Bank Threshold        Intermediate Small Bank Threshold
1/1/2009			     $1.109B                                        $277MM

Why a CD Test - To reduce regulatory burden on community banks 

Make CRA evaluations more effective in encouraging banks to meet community development needs
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Large Bank

 Assets of $1.122 billion or more
 Holding company not relevant
 Exam criteria: 

 Lending
 Investments
 Services

Presenter
Presentation Notes
No change to requirement that bank must have of assets of $1 billion or more as of December 31 of each of the prior two calendar years

Previously, a bank with assets of less than $250 million was evaluated under the large bank test if it was part of a holding company with assets of $1 billion or more.  As we mentioned earlier, rules changed in 2005.  Thresholds that determine whether a bank is evaluated under the small, intermediate-small, or large bank procedures change annually.  The original $1 billion top-end threshold is $1.109 billion effective 12/31/2009.
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Evaluations

 An ISB bank must be rated Satisfactory on 
BOTH the traditional small bank lending 
test AND the CD test in order to achieve 
an overall Satisfactory rating

 Any small bank (including an intermediate 
small bank) may opt to be evaluated under 
the large bank test

Presenter
Presentation Notes
If a small bank opts for consideration under the large bank test, the large bank data collection and reporting requirements must be followed

Reference the participants to the hand out schedule in the resource materials
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Technical Requirements

 CRA Public Notice

 Public File

 Delineation of Assessment Area

Presenter
Presentation Notes
Instruct participants to reference the hand out check list in the resource materials

These are some of the technical requirements. We’ve talked about delineating AAs, so let’s look at the CRA Public Notice and Public file….
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CRA Public Notices

Must be displayed in the public lobby of 
each of its offices

 Details the public’s right to review the 
institution’s file and CRA-related 
comments.

 § __.44
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True or False

 The public notice is the same for the 
main office and each branch.

 False

Presenter
Presentation Notes
NOTE:  Answer appears on mouse/remote click

Q.	The public notice is the same for the main office and each branch.
    A.	False - There is a different notice for the main office and each branch.  The easiest way to tell if you have the correct notice posted is the branch notice has a list of the five items from the public file.
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Public File

 Full file 
 At the main office
 At one office in each state

 Limited file at branch locations  
 Provide all information relative to the 

branch’s assessment area within five days 
of request
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Public file for all institutions

 All written CRA related comments for the 
current year and two previous years

 The most recent public evaluation 
 List of all branches - address and 

geographies
 List of services 
 Map of Assessment Area(s)
 Last two years HMDA Disclosure 

Statement

Presenter
Presentation Notes
= items for branch files.

Public file must be updated by April 1 of each year.

Instruct participatants to reference the hand out check list in the reosurce materials
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Public File -
Additional Requirements for Small Institutions

 Loan to deposit ratio for each quarter of 
the prior calendar year

 Information required by other institutions 
if it has chosen to be evaluated under 
the lending, service and investment tests

Presenter
Presentation Notes
There are also special requirements for the public file if for large banks and strategic plan banks.  



26

True or False

 The public file varies depending upon the 
size and other characteristics of the 
financial institution.

 True

Presenter
Presentation Notes
NOTE: Answer appears on mouse/remote click

Let’s have another quick quiz.

Q.	The contents of the public file varies depending on asset size.  There is a checklist that can be used for your audits that details the public file contents.  
A.	True
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Overall Ratings

 Outstanding
 Satisfactory
 Needs to Improve
 Substantial Noncompliance

 Ratings “roll-up”

Presenter
Presentation Notes
(a) Ratings in general. (1) In assigning a rating, the OCC evaluates a bank's performance under the applicable performance criteria in this part, in accordance with Secs. 25.21, and 25.28, which provides for adjustments on the basis of evidence of discriminatory or other illegal credit practices. 
(2) A bank's performance need not fit each aspect of a particular rating profile in order to receive that rating, and exceptionally strong performance with respect to some aspects may compensate for weak performance in others. The bank's overall performance, however, must be consistent with safe and sound banking practices and generally with the appropriate rating profile as follows. 


What the reg. says about each and the effect of the NTI rating has on corporate activities until the rating improves, and exam frequency


Ratings “roll-up”
1 – Assessment area (non-MSA, MSA, or MD)
2 – State or multi-state MSA
3 – Overall
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Overall Ratings – Large Bank

 Component ratings assigned a numerical 
value

 Composite rating is the sum of the 
numerical value of the component ratings

Must receive at least a Low Satisfactory 
on the lending test to get an overall rating 
of Satisfactory or better

Presenter
Presentation Notes
Ratings for large banks are determined by assigning numerical values to individual lending, service, and investment tests.  The numerical values are based on the examiner’s assessment of how well the bank performed within the context of relevant financial, economic, demographic, and competitive factors. 

Intermediate small banks are based on a combination of ratings assigned to the lending test and community development test.  As with large banks, individual test ratings are assigned based on the examiner’s assessment of how well the bank performed within the context of factors mentioned earlier.

Small bank performance is based solely on the bank’s performance under lending test criteria.

d) Banks evaluated under the small bank performance standards. 
(1) Lendindg test ratings. (i) Eligibility for a satisfactory lending test rating. The agencies rate a small bank’s lending performance "satisfactory" if, in general, the bank demonstrates: 
(A) A reasonable loan-to-deposit ratio (considering seasonal variations) given the bank's size, financial condition, the credit needs of its assessment area(s), and taking into account, as appropriate, lending-related activities such as loan originations for sale to the secondary markets and community development loans and qualified investments; 
(B) A majority of its loans and, as appropriate, other lending-related activities are in its assessment area(s); 
(C) A distribution of loans to and, as appropriate, other lending related-activities for individuals of different income levels (including low- and moderate-income individuals) and businesses and farms of different sizes that is reasonable given the demographics of the bank's assessment area(s); 
(D) A record of taking appropriate action, as warranted, in response to written complaints, if any, about the bank's performance in helping to meet the credit needs of its assessment area(s); and 
(E) A reasonable geographic distribution of loans given the bank's assessment area(s). 
(ii) Eligibility for an “outstanding” lending test rating. A bank that meets each of the standards for a "satisfactory" rating under this paragraph and exceeds some or all of those standards may warrant consideration for a lending test rating of "outstanding." ��(iii) Needs to improve or substantial noncompliance ratings. A bank also may receive a lending test rating of "needs to improve" or "substantial noncompliance" depending on the degree to which its performance has failed to meet the standards for a "satisfactory" rating. 
(2) Community development test ratings for intermediate small banks— 
(i) Eligibility for a satisfactory community development test rating. The OCC rates an intermediate small bank’s community development performance "satisfactory" if the bank demonstrates adequate responsiveness to the community development needs of its assessment area(s) through community development loans, qualified investments, and community development services. The adequacy of the bank’s response will depend on its capacity for such community development activities, its assessment area’s need for such community development activities, and the availability of such opportunities for community development in the bank’s assessment area(s). 
(ii) Eligibility for an outstanding community development test rating. The OCC rates an intermediate small bank’s community development performance "outstanding" if the bank demonstrates excellent responsiveness to community development needs in its assessment area(s) through community development loans, qualified investments, and community development services, as appropriate, considering the bank’s capacity and the need and availability of such opportunities for community development in the bank’s assessment area(s). 
(iii) Needs to improve or substantial noncompliance ratings. An intermediate small bank may also receive a community development test rating of "needs to improve" or "substantial noncompliance" depending on the degree to which its performance has failed to meet the standards for a "satisfactory" rating. 
(3) Overall rating—(i) Eligibility for a satisfactory overall rating. No intermediate small bank may receive an assigned overall rating of "satisfactory" unless it receives a rating of at least "satisfactory" on both the lending test and the community development test. 
(ii) Eligibility for an outstanding overall rating. 
(A) An intermediate small bank that receives an "outstanding" rating on one test and at least "satisfactory" on the other test may receive an assigned overall rating of "outstanding." 
(B) A small bank that is not an intermediate small bank that meets each of the standards for a "satisfactory" rating under the lending test and exceeds some or all of those standards may warrant consideration for an overall rating of "outstanding." In assessing whether a bank’s performance is "outstanding," the OCC considers the extent to which the bank exceeds each of the performance standards for a "satisfactory" rating and its performance in making qualified investments and its performance in providing branches and other services and delivery systems that enhance credit availability in its assessment area(s). 
(iii) Needs to improve or substantial noncompliance overall ratings. A small bank may also receive a rating of "needs to improve" or "substantial noncompliance" depending on the degree to which its performance has failed to meet the standards for a "satisfactory" rating. 

I am not going to go over the rules for the ratings on a Strategic Plan bank because I know of no small or ISB that has elected to use the strategic plan option.  Detailed information on how ratings are determined can be found in the brochure A Banker’s Quick Reference Guide to CRA which is included in your material.  
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Public Evaluation

 Prepared by the agencies
 Exit discussion with Mgmt
 Exam completed and final ratings 

assigned and discussed with Mgmt
 Published on Agencies, FFIEC web site.
Made available to the public on request

Presenter
Presentation Notes
The public evaluation prepared by the agencies will explain the data and analytic tools used to evaluate the institution.

Examiners will discuss preliminary finding with bank management during a typical “exit” meeting.  Ratings are not discussed until the exam is completed and the supervisory office has reviewed and signed off on ratings recommendations. 

Final ratings are discussed with bank management, and the Performance Evaluation, or PE, is published on OCC’s website and made available to the public through the bank’s branch system.
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Why are CRA Ratings Important?

 Regulators must take into account the 
banks record of helping to meet the  
community credit needs when considering 
any corporate or licensing action.

 Examples include: 
 branching, mergers, acquisitions, consolidations

Presenter
Presentation Notes
Describe 
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True or False

 To receive an overall Satisfactory rating 
the bank can receive a Needs to Improve 
on the lending test if it receives an 
outstanding on the investment and 
service tests.

 False

Presenter
Presentation Notes
Q.	To receive an overall Satisfactory rating the bank can receive a Needs to Improve on the lending test if it receives an Outstanding on the investment and service test?

A.	False
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True or False

 Evidence of discriminatory or other 
illegal credit practices adversely 
affects the evaluation of a bank’s CRA 
performance.

 True

Presenter
Presentation Notes
Does evidence of discriminatory or other illegal credit practices adversely affects the evaluation of a bank’s CRA performance?

A.	True
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Resources

 Interagency Questions & Answers on Community Reinvestment March 
11, 2010 http://www.ffiec.gov/cra/pdf/2010-4903.pdf

 Supervisory Agency Community Reinvestment Act Examination 
Handbooks

 Supplemental Interagency Procedures 
http://www.ffiec.gov/cra/examinations.htm#EX_PROCEDURES
 Intermediate Small Bank issued in 2005
 Small Bank, Large Bank, Limited Purpose, and Strategic Plan  issued in 2006

 OCC Large Bank Examiner Guidance, December 2000
 OCC Bulletin 97-26 Performance Context
 Supervisory Agency Community Affairs Departments
 http://www.ffiec.gov: HMDA data, CRA data, geocoding/mapping system, 

rate spread calculator, links to CRA Performance Evaluations
 http://www.fdic.gov: Deposit market share data, list of branches, Bank 

Call Reports
 http://www.bls.gov: Employment/unemployment data

Presenter
Presentation Notes



http://www.ffiec.gov/cra/pdf/2010-4903.pdf�
http://www.ffiec.gov/cra/examinations.htm�
http://www.ffiec.gov/�
http://www.fdic.gov/�
http://www.bls.gov/�
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Questions
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