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BANKS, MERGERS, AND THE AFFECTED
COMMUNITIES

Tuesday, December 14, 2004

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES
Washington, D.C.

The committee met, pursuant to call, at 10:12 a.m., at the Fed-
eral Reserve Bank of Boston, 600 Atlantic Avenue, Boston, Massa-
chusetts, Hon. Spencer Bachus [presiding.]

Present: Representatives Bachus, Murphy, Frank, Watt, Meeks,
Lee, Capuano, Lynch. Also present was Representative Tierney.

Chairman BACHUS. Good morning. The Committee on Financial
Services will come to order.

Today is a full Committee hearing requested by Mr. Barney
Frank, Senior Ranking Member of the Committee, to examine the
economic impact of large bank mergers, with particular focus on
the two mergers we’ve had here in the Northeast. Gramm-Leach-
Bliley have other factors contributed to me a large number of bank
mergers we have seen recently.

Since the mid-'40s, there’s been a decline of about 40 percent in
the number of banking organizations; and the ten largest U.S.
banking organizations, they’ve increased their deposit share or
bank asset share from 20 percent to 46 percent by the end of last
year. So there has been a tremendous consolidation in the industry.

In fact, three of our banks, Bank of America, who will have a
witness testify today, along with JPMorgan Chase and Citibank,
are actually bumping up against the 10 percent deposit limit of
Riegle-Neal.

We're going to shorten our time for opening statements because
we have three panels. Our first panel will be consumer advocates
and public-interest advocates; our second panel will be representa-
tives of the banks involved. We will have representatives from
Bank of America and also from Sovereign Bank; and our third
panel will have a state senator, state representative and a banking
commissioner from the State of Massachusetts.

Because we do want to get right to our witnesses, we’re going to
constrict our opening statements. I'll submit my entire opening
statement for the record.

I would note that Bank of America and Fleet Boston did an-
nounce that they were stepping up their CRA commitments over a
ten-year period as a result of the merger, and I'm sure there will
be testimony on that and how that’s going.

[The following information can be found on page 333 in the ap-
pendix.]
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Chairman BacHUS. With that, Mr. Frank?

Mr. FRANK. Thank you, Mr. Chairman. I want to express my
very deep personal appreciation. We often say that, but on occasion
we really mean it; and this is one of them.

To the chairman of the full Committee, Mike Oxley, and to my
colleague, Spencer Bachus, it is a refutation of the notion that par-
tisanship has totally seized control of Congress that the Repub-
licans, who are in the majority, agreed to this important hearing.

I am deeply appreciative to Chairman Oxley and his staff for
this, to my two colleagues, Spencer Bachus and Tim Murphy, who
at some inconvenience to themselves, at a time when frankly our
workload is not supposed to be the highest, agreed to come here.

I want to express my appreciation also to other of my colleagues
who joined us from elsewhere: Congressman Watt from North
Carolina, Congresswoman Lee from California, Congressman
Meeks from New York, as well as my Massachusetts colleagues
who have joined us.

This is a very important issue, both specifically and generally.
Obviously the impact of the Bank of America purchase of Fleet is
of great significance to Massachusetts, and indeed to the rest of
New England; but this is also symptomatic of a national set of
issues. And this is not a hearing only about Bank of America; we
will be hearing from one witness who has had dealings with
JPMorgan Chase, which was mentioned by the chairman. These
are not personal issues; there are very significant public policy
issues here.

I just want to add one thing. One of the concerns that I'm some-
times asked to address is, well, what business is it of you and other
elected officials to dictate or put pressure on a private institution?
How do you come to feel that you can tell a bank, well, you've hired
too few people or you haven’t done enough in this lending area.

The answer is, in part, that banks are a very important part of
our free market system, and they perform an essential role. I think
virtually every one of us on this panel has cooperated with the
banks in things like allowing them to truncate checks, and we've
tried to reform deposit insurance.

We are very much interested in a better functioning of the bank-
ing system in the interest of the economy as a whole, but let’s also
be clear: Banks have deposit insurance guaranteed by the federal
government. They have access to the discount window in the Fed-
eral Reserve system. Banks are protected against competition by
the restrictions on entry. In other words, banks are a very impor-
tant part of our system, and they receive a great deal of protection
and assistance from the government.

In return, Congress passed and the President signed the Commu-
nity Reinvestment Act which imposes certain reciprocal restric-
tions; so when we discuss these things, it’s in that context. It does
not mean that we don’t recognize that banks are essential to the
functioning of our free market economy. It is that we recognize also
that, given the advantages that we give banks so that they can per-
form that function, it is important that there be something in re-
turn.

I appreciate that, Mr. Chairman, and I thank you for holding
this important hearing.
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Chairman BAcHUS. Thank you, Mr. Frank.

Chairman BAcHUS. Mr. Watt?

Mr. WaATT. Thank you, Mr. Chairman.

We actually agreed not to make opening statements in the inter-
est of time to get some witnesses who have some time problems to
not just sit here and listen to all of us, but I asked them to give
me one minute to make two disclosures, just in the interest of full
disclosure.

First of all, one of the institutions that’s represented here is
based in my Congressional district, and that’s Bank of America. So
I wanted to welcome them, although I don’t have the right to be
welcoming anybody to Boston; but at least so that everybody would
know that the home base of Bank of America is actually physically
located in my Congressional district.

The second disclosure is that Juan Cofield, one of the witnesses
on the first panel, who’s over the NAACP branches here in this
area, and I were classmates at the University of North Carolina.
We in fact, between me, Juan, and James, his brother, represented
one-fourth of the African-Americans in a class of over two thousand
students when we started undergraduate school; and when we fin-
ished, we probably represented about one-half of the people in that
class, because through attrition, some of them had gone and done
other things.

So we go back a long way, and I want to welcome him and thank
him for being here personally. Thank you very much.

Chairman BacHUS. Thank you, Mr. Watt.

Chairman BAcHUS. I'd also note for the record that Charlotte
also is about the second largest bank in my home town.

Mr. FRANK. Mr. Chairman, one last thing while we’re acknowl-
edging home towns. I think we should note that we are in the dis-
flrict of my colleague, Mr. Lynch; so our home Congressman is also

ere.

Chairman BACHUS. You might want to introduce the other Mem-
bers of the Massachusetts delegation.

Mr. FRANK. Yes. We're joined by our Congressman John Tierney,
from north of here, who is not a Member of the Committee, and
we particularly appreciate his taking the time to be here; Congress-
man Lynch, who is a Member of the Committee; and Congressman
Capuano, whose district is about a block away.

Mr. CAPUANO. Across the street.

Mr. FRANK. Across the street. I'm delighted to have my col-
leagues here.

We have Congressman Meeks from New York; Congresswoman
Lee from California, who also has a claim of former host, because
the Bank of America name came from the Bank of America which
was originally in the Bay Area. So Congresswoman Lee from Oak-
land has a piece of that claim.

Chairman BAcHUS. We also have Mr. Murphy, who’s from Penn-
sylvania; and Sovereign Bank is in your district.

Mr. MurpPHY. Mellon.

Chairman BACHUS. Now that we’ve had those exciting opening
statements, we’ll turn to our first panelist, Ms. Maureen Flynn,
deputy director of the Massachusetts Association of Community De-
velopment Corporations; Ms. Florence Hagins, director of Massa-
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chusetts Affordable Housing Alliance; Mr. Cofield, who has already
been introduced. Juan Cofield?

Mr. CorIELD. Right.

Chairman BAcHUS. New England Area Conference of NAACP;
Ms. Irene Baldwin, executive director of the Association for Neigh-
borhood and Housing Development; and Mr. Mathew Thall, senior
program director of Local Initiative Support Corporation.

So we welcome you all, and at this time we will start with Ms.
Flynn and hear your opening statement. Then we will go to Ms.
Hagins and down the line.

STATEMENT OF MAUREEN FLYNN, DEPUTY DIRECTOR, MAS-
SACHUSETTS ASSOCIATION OF COMMUNITY DEVELOPMENT
CORPORATIONS, INC.

Ms. FLYNN. Thank you, Chairman Bachus, Congressman Frank
and Members of the Committee, especially the Massachusetts dele-
gation, for being here today. We appreciate your holding a field
hearing in Massachusetts on the recent mergers.

Before I start, I wanted to make clear that my testimony today
includes the comments and the input of two other members of our
statewide coalition on CRA issues, which is the Fair Housing Cen-
ter of Greater Boston and the Lawyers’ Committee for Civil Rights.
They cannot testify today, but my comments include their com-
ments.

I will address my comments in the order of the questions that
were asked to us as a panel, and I have submitted written testi-
mony; so this is a summary of what I've said in my written testi-
mony.

First, regarding job loss: As a group that represents low- and
moderate-income communities across Massachusetts, we are most
disturbed by the job losses sustained by southeastern Massachu-
setts because of the most recent Sovereign acquisition of Seacoast
Bank. The merger resulted in the elimination of 350 jobs in south-
eastern Massachusetts.

The recent Bank of America acquisition of Fleet Bank resulted
in the loss of key bank positions and employees who were able to
make a positive connection between Fleet Bank and the commu-
nities that they serve. In addition, Bank of America has effectively
reduced its CRA staff, so that there is just one CRA officer now for
two states, Massachusetts and Rhode Island.

Secondly, regarding the extent to which acquiring banks have en-
tered into commitments during the merger process: On December
1, 2004, Sovereign Bank signed a new five-year community invest-
ment agreement. The details of that agreement are included in my
written testimony.

The agreement, in essence, contains all of the provisions which
the community coalition that worked with them on the agreement
requested, most importantly, commitments to affordable housing,
small business lending, a Massachusetts advisory council and goals
on diversity in hiring and awarding contracts.

Could Sovereign do more to mitigate the effects of its acquisition
of Seacoast Bank, especially for southeastern Massachusetts? Abso-
lutely. Does the agreement contain a plan for mitigating the effects
of job loss? No.
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Our work is not finished on the merger, and neither is theirs. We
intend to work with them through the framework of this agreement
and through the advisory council so that Sovereign Bank becomes
a true partner and leader in southeastern Massachusetts. The fact
that we have an agreement with them and an advisory council
makes that continuing work possible.

As for Bank of America, in November of 2003, just after Fleet
Bank announced that they were accepting an acquisition proposal
by Bank of America, our community coalition proposed a Massa-
chusetts-specific community investment plan to the bank based on
what we understood are the community credit needs of our state.
This proposal contained almost identical categories as those con-
tained in previous Sovereign agreements and Citizens Bank agree-
ments.

In February, after several meetings and intense discussions with
Fleet Bank and Bank of America officials, the bank agreed, in writ-
ing, to a written Massachusetts plan. In the first few months of
this year, Bank of America agreed to make several commitments
on areas contained in our proposal, which I have again outlined in
my written testimony.

We very much appreciate Bank of America’s commitments to
date and think the commitments are a good first step in partnering
with Massachusetts communities. However, more than one year
after Bank of America announced their plan to acquire Fleet, there
are four extremely important outstanding issues on which Bank of
America has not yet agreed to make commitments or set goals:
Small business lending goals by loan type and area, goals for diver-
sity in hiring, goals for diversity in awarding contracts, and the es-
tablishment of a formal Massachusetts community bank advisory
council.

Without these goals set, Bank of America’s promise to us hasn’t
been met. Without these goals set, there can be no written commu-
nity investment agreement or plan with Bank of America that ade-
quately attempts to serve the credit needs of the citizens of Massa-
chusetts.

The information that Bank of America released to us this past
Friday regarding their Massachusetts business strategy is not a
plan for addressing the credit needs of low- and moderate-income
individuals in Massachusetts; and in fact, the words “low- and
moderate-income” only appear once, in the last sentence of the last
paragraph of the last page of the document.

The information gives us a general idea about how the bank will
conduct its business. What we want to know is how they plan to
meet the credit needs of low- and moderate- income individuals and
communities based on the categories set out in the CRA regula-
tions. It’s that simple.

As we mentioned, we appreciate the commitments that the bank
has made to Massachusetts so far. However, Sovereign Bank and
Citizens have been able to meet the standard established by our
state in terms of being parties to solid community investment
agreements. We only ask that Bank of America meet that standard
as well, or even, as their advertising campaign suggests, that they
try to achieve a higher standard reflective of their preeminent
ranking in the financial services industry.
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Lastly, regarding whether current laws provide sufficient criteria
for the review of the impact of bank mergers on communities, we
feel that they do not, and they are inadequate to ensure commu-
nities’ interests post-merger.

First, CRA regulations should include an assessment of how well
banks have met the credit needs of communities of color.

Second, there are two inadequacies in the Bank Holding Com-
pany Act which require that in determining whether to approve an
acquisition application, bank regulators must assess whether the
merging banks have complied with the CRA law in meeting the
credit needs of a community.

The assessment under the law requires that the regulators only
look to the past record of the two merging banks on CRA issues,
not how they are going to meet CRA in the future after they have
merged.

Secondly, there is no requirement that the regulators compare
the performance after the banks have merged on whether they
have met the requirements under the law under CRA and the
Bank Holding Company Act; and therefore, there’s no incentive for
banks to take into account any diminishing of services, investment
or lending post-merger.

So again, we thank the Committee very much for allowing us to
submit testimony on these very important issues and for your com-
ing to Massachusetts to hear us on these issues.

Chairman BacHUS. Thank you.

[The prepared statement of Maureen Flynn can be found on page
288 in the appendix.]

Chairman BAcHUS. Ms. Hagins?

STATEMENT OF FLORENCE HAGINS, ASSISTANT DIRECTOR,
MASSACHUSETTS AFFORDABLE HOUSING ALLIANCE

Ms. HAGINS. Thank you for the opportunity to testify today,
Chairman Bachus, Congressman Frank, and other Members of the
Committee. We appreciate the willingness of the Committee to
come to Boston for this field hearing. We particularly thank Con-
gressman Frank for his strong support for the CRA and his suc-
cessful efforts to encourage banks to make specific commitments to
the community they serve.

My name is Florence Hagins, and I am the assistant director of
the Massachusetts Affordable Housing Alliance. MAHA is a non-
profit organization that works to increase public and private sector
investment in affordable housing and to break down the barriers
facing first-time home buyers.

We have signed multi-year CRA agreements with most major
banks in the state detailing commitments to the SoftSecond pro-
gram, which is the state’s most affordable mortgage project, and
has helped over 7,700 low- and moderate-income home buyers buy
their first home. As the leading anti-redlining program in Massa-
chusetts, we have also worked closely with groups such as the
Mass. Association of CDCs, Fair Housing Center of Greater Boston,
and Lawyers’ Committee for Civil Rights.

On January 13, 2004, Bank of America signed an agreement
with MAHA for 3,000 SoftSecond loans in Massachusetts over the
next ten years. In addition, Bank of America made public commit-
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ments to other housing programs. They agreed to remain a member
of the Federal Home Loan Bank of Boston. They agreed to remain
fully invested in the Massachusetts Housing Investment Corpora-
tion.

Bank of America agreed to convert a portion of its loan commit-
ment to the Massachusetts Housing Partnership to an $18 million
grant; and Bank of America agreed to participate in the Massachu-
setts Basic Banking program by offering low-cost checking and sav-
ings accounts.

On housing, Bank of America has made the right commitments.
Bank of America has a chance, as they enter this market, to be the
lender of choice for low- and moderate-income residents in Massa-
chusetts, but it will take an aggressive commitment to better serve
these markets.

Bank of America needs to hire more loan originators from diverse
backgrounds; increase its marketing in low- and moderate-income
neighborhoods; and provide good and timely customer service
throughout the mortgage process.

We have had discussions with Anne Finucane of Bank of Amer-
ica, and we are in agreement that staffing levels for loan origina-
tors need to be significantly increased in the Boston market. We
appreciate the commitment that Bank of America has made to in-
crease its staffing levels in the mortgage area.

Chairman BACHUS. Ms. Hagins, we’re told that people in the
back of the room can’t hear; so I'm going to ask the panelists to
pull the mike a little closer to you.

Mr. FRANK. Put it right in front of your mouth.

Ms. HAGINS.In addition, Bank of America senior management
will need to emphasize the importance of increased production in
the SoftSecond program.

In the first eleven months, we have seen mixed results under the
Bank of America SoftSecond agreement. Bank of America has ex-
ceeded its commitment of 150 loans outside of the city of Boston
by closing 165 mortgages, making them the number one lender in
the program statewide.

In Boston, however, the numbers tell a far different story. Bank
of America has closed 52 loans in the city of Boston against the
commitment of 100 loans, making them only the third largest
SoftSecond lender in the city of Boston.

MAHA has also reached agreement with Sovereign Bank prior to
its merger with Seacoast for commitments to the SoftSecond loan
program. Sovereign has committed to a total of 575 SoftSecond
loans during the next three years.

In 2004, Sovereign’s commitment is for 75 loans in Boston and
100 outside of Boston. Through November 2004, they have closed
144 loans throughout the state, which makes them the second larg-
est SoftSecond lender in Massachusetts. During the merger proc-
ess, Sovereign officials were also willing to make specific commit-
ments to New Bedford and the south coast region of Massachu-
setts.

We offer the following comments on the adequacy of the CRA.

One weakness of CRA, or at least as it is enforced by federal reg-
ulators, is that banks are not compelled to enter into signed writ-
ten agreements with community groups. Many choose instead to
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make public commitments which do not include much in the way
of detail.

Any other serious relationship between a bank and its customers,
partners and vendors is typically in the form of a written agree-
ment. CRA commitments should be no different.

CRA is a law that needs to be expanded to cover mortgage com-
panies as well as banks. In Boston in 1990, banks controlled by
CRA controlled 78 percent of the mortgage lending market. Last
year, the bank market share percentage had slipped to 23 percent.
Yet banks covered by CRA lend to lower-income and minority bor-
rowers at a rate more than double that of largely non-CRA-covered
mortgage companies.

We oppose the move by the Office of Thrift Supervision and the
FDIC to raise the small-bank threshold from $250 million to $1 bil-
lion, allowing many banks to eliminate the investment and service
components of the three-pronged CRA test.

We support expanding CRA to include disclosure of race informa-
tion on small business loan data and to specifically include areas
such as diversity in employment and procurement for minority-
and women-owned business enterprises.

We thank you for the opportunity to testify today and we would
be happy to answer any questions.

Chairman BACHUS. Thank you.

[The prepared statement of Florence Hagins can be found on
page 307 in the appendix.]

Chairman BacHUS. Mr. Cofield?

STATEMENT OF JUAN M. COFIELD, PRESIDENT, NEW
ENGLAND AREA CONFERENCE OF NAACP

Mr. CoriELD. Good morning. I'm Juan Cofield, president of the
New England Area Conference of the NAACP. The acronym for the
New England Area Conference is NEAC and you will hear me re-
ferring to NEAC.

NEAC is the coordinating and governing body for the branches
of the NAACP in the states of Rhode Island, Massachusetts, New
Hampshire, Maine and Vermont. I want to express my sincere ap-
preciation to Chairman Bachus, Ranking Minority Member Con-
gressman Frank, and the other Committee Members for conducting
this hearing here in Boston today. This hearing, in and of itself,
has already had an impact on the delivery of banking services in
this community.

NEAC is part of a loose coalition of non-profit organizations
called the Community Advisory Committee, the acronym being
CAC, formed to advocate for people of color and low- and moderate-
income people in pursuit of improved banking services.

In general, my testimony is supported by the CAC. More specifi-
cally, I wish to indicate that the general thrust of my testimony
has the support of the Lawyers’ Committee for Civil Rights Under
Law of the Boston Bar Association and the Fair Housing Center of
Greater Boston.

To put my testimony in context, I would like to provide for you
the vision and mission of the NAACP. The vision of the NAACP is
to ensure a society in which all individuals have equal rights and
there is no racial hatred or racial discrimination. The mission of
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the NAACP is to ensure the political, educational, social and eco-
nomic equality of all persons and to eliminate racial hatred and ra-
cial discrimination.

NEAC and the CAC requested two commitments from Bank of
America which relate to the bank’s employment at all levels of peo-
ple of color and women and the procurement of goods and services
from businesses owned by people of color and women.

Statistical data will clearly show that the percentage of people of
color and women employed by Bank of America at all levels, na-
tionally and in Massachusetts, is not matched by these categories
of citizens’ percentage of the population. An even worse disparity
is reflected regarding the percentage of goods and services pur-
chased from people of color and women.

NEAC and the coalition have requested that Bank of America set
a goal and develop a plan such that the bank’s employment at all
levels again of people of color reflect the percentage of people of
color in the general population in the Commonwealth of Massachu-
setts. A similar request has been made regarding the bank’s pro-
curement of goods and services.

These disparities are certainly not unique to Massachusetts and
Bank of America alone did not create the disparity in Massachu-
setts or in our great nation. It is a problem of our American society
and economy.

However, Bank of America must be part of the solution. The lack
of employment and business opportunities has contributed to eco-
nomic destabilization in communities with a dominant population
of people of color.

The Community Reinvestment Act begins by reciting Congress’s
three findings in passing the law. First, banks are required to
serve the convenience and needs of the communities in which they
are chartered to serve. Economic stabilization is a dire need in
many communities of color. Adequate employment and business op-
portunities will greatly contribute to stabilizing these communities.

Since Bank of America in its normal course of business provides
employment opportunities and opportunities for businesses to sell
the bank goods and services, NEAC and the CAC maintain that the
bank has an affirmative obligation under the CRA to provide these
same opportunities on an equal basis to communities with domi-
nant populations of people of color.

I aver that further evidence of Bank of America’s affirmative ob-
ligation to provide employment and business opportunities is found
in the investment test of the CRA regulations for large banks. The
investment test evaluates the bank’s community development in-
vestments. Of the four measures of a bank’s investment, two are
directly relevant: the bank’s responsiveness to community develop-
ment needs and the degree to which investments are not provided
by other private investors.

Bank of America can present no reasonable argument that pro-
viding equal access to jobs and business opportunities in desta-
bilized communities with a dominant population of people of color
is not addressing a community need. Further, these investments
are not being sufficiently provided by other private investors.
NEAC and the coalition have sought a reasonable investment plan
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of employment and business opportunities from the bank to ad-
dress these stark community needs.

To this point, Bank of America has not presented NEAC and the
coalition with such a plan. Up to Thursday morning, December 9,
discussions with the bank had been quite disappointing, to say the
least. But on Thursday morning, I had a lengthy discussion with
two senior bank officials: Doug Woodruff, president of CD Banking,
Bank of America, and William Fenton, senior vice-president of
Bank of America here in Boston. I am more hopeful today, as a re-
Eult of that conversation, than I was prior to last Thursday, Decem-

er 9.

The bank’s attitude has been that it is developing a national plan
and that Massachusetts will fit within that plan. It is a one-size-
fits-all approach. However, this approach, in my humble and lay
opinion, 1s not what the CRA intended to require.

CRA is the acronym for Community Reinvestment Act and not
the Country Reinvestment Act. Any plan developed by the bank
should be specific and tailored to the needs of the communities
which each of you, our most honorable Congressmen, represent if
the bank is providing banking services in your district.

By contrast, I would like to point out what Bank of America’s
two largest competitors in Massachusetts are doing.

Sovereign Bank of New England and Citizens Bank Massachu-
setts have made a commitment and are developing plans for their
respective banks’ employment at all levels and procurement pro-
grams of goods and services, which reflect the diversity of the Com-
monwealth of Massachusetts.

These banks did not simply say, “Come in and let us show you
what we plan to do.” These commitments were the result of an
openness of attitude, a willingness to provide the best service to the
communities which they serve, and an extended period of negotia-
tions.

I know that each of these banks is proud of their commitments.
They feel that implementation of the commitments will enhance
their ability to serve the community. Additionally, they believe that
implementation of these commitments will grow their revenue and
profits.

In particular, and because you are reviewing Sovereign Bank’s
acquisition of Seacoast Banks, I want to take this opportunity to
publicly state, on behalf of the New England Area Conference of
the NAACP and the other organizations whose views are reflected
in this testimony, that Sovereign Bank New England has distin-
guished itself in developing a relationship with the Community Ad-
visory Committee.

The bank recently signed a comprehensive agreement with the
CAC which includes definitive language on workforce and procure-
ment diversity to reflect the ethnic and gender diversity of the
Commonwealth of Massachusetts. The bank, I believe, is a prime
example of a bank attempting to serve the totality of needs of the
community. The leadership of the bank, of the Sovereign Bank of
New England gets it.

I do urge you, the Financial Services Committee of the House of
Representatives, to move forward to strengthen the CRA in three
important aspects.
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One aspect is to ensure that major nationwide banks develop and
implement plans that truly serve the totality of needs of the com-
munities they serve. The communities that you represent will be
the beneficiaries of such legislation.

Secondly, I would ask that you take action to provide specific lan-
guage in the CRA to address the issue of ethnic and gender diver-
sity. The issue of race continues as a serious problem in our nation.
It is not too much to ask that a bank, in its normal course of busi-
ness, be a part of the solution and not a part of the problem. The
interest of our nation will certainly be enhanced.

Exactly eleven months ago today, I addressed the Federal Re-
serve Bank of Boston at its public hearing regarding the acquisi-
tion of Fleet Boston by Bank of America. At that hearing, I urged
the Federal Reserve to defer a decision on the Bank of America’s
application for approval of the acquisition until such time that a
definitive plan was presented addressing the full range of commu-
nity needs. I continue to believe that such action would have been
the 1;{)roper course and the proper decision of the Federal Reserve
Bank.

So third, I request that you strengthen the language of the CRA
to provide for such a plan prospectively.

In closing, I am honored and, again, I do appreciate the oppor-
tunity to address the Committee on this important affect of your
work. Thank you very much.

Chairman BacHUS. Thank you.

[The prepared statement of Juan Cofield can be found on page
270 in the appendix.]

Chairman BAcHUS. Ms. Baldwin.

STATEMENT OF IRENE BALDWIN, EXECUTIVE DIRECTOR, AS-
SOCIATION FOR NEIGHBORHOOD AND HOUSING DEVELOP-
MENT

Ms. BALDWIN. Good morning, Chairman Bachus, Congressman
Frank, and other Members of Congress. I'm the executive director
of the Association For Neighborhood and Housing Development.

We're based in New York City and we’re a coalition of 93 non-
profit neighborhood housing groups. Our member organizations
work in low- and moderate-income neighborhoods around the city,
and they work extensively with almost all the area banks on a
range of community development initiatives.

My testimony today will focus on the JPMorgan Chase merger,
the community development commitments the bank made at the
time of that merger, and how they’ve been implemented over time.

At the time of its purchase of JPMorgan in 2000, Chase was con-
sidered a leader in community development in New York City.
They were probably the dominant bank in New York City in com-
munity development lending and investment. JPMorgan was also
very prominent in community development, and both banks were
very well respected by our member organizations.

We were very concerned about the JPMorgan Chase merger. We
couldn’t afford to lose the activities or programs of either bank, and
we thought there was a very good chance that might happen out
of the merger, particularly in the case of JPMorgan, which was the
bank that was being picked up by Chase.
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So we met with leadership of Chase during the time of that
merger, we met with a vice-chairman for the retail bank, two exec-
utive vice-presidents, several other Chase staff, and about a dozen
community group representatives.

At that meeting, the bank made a number of commitments.
These are discussed in some detail in my written statement, but
essentially the bank promised to keep doing what it had been doing
in the two separate banks. We weren’t asking for an expanded com-
mitment; we were just asking that they not roll back or pull back
from what they were already doing.

The main promises they had made to us were that all of the
banks’ community development programs would be coordinated and
delivered through Chase’s centralized community development
group. We felt the community development group was very strong,
and we wanted to make sure it survived the merger.

They also promised that the staff and programs of Morgan’s CDC
would be preserved; and further, they promised again that the sep-
arate levels of lending and investment of the two banks would be
maintained after the merger. Again, we weren’t asking them to do
more; we were just asking them to promise not to do less.

We left that meeting very satisfied with the promises the bank
made to us. We were confident that both Chase and Morgan’s pro-
grams would continue intact.

After the merger was approved, however, the bank honored none
of the commitments it had made to us. They almost immediately
eliminated important community development programs, they cut
their community development budget and staffing levels, and they
began to break up the community development group.

So in this past year, when Chase then applied to purchase Bank
One, we again submitted written comments to the regulators.
These detail our experiences with the previous merger and also dis-
cuss how, as a result of the bank cutting back on programs, it was
now less able to deliver services on a neighborhood level than it
once had been.

Neither the bank nor the regulators responded to our written
comments, including the issue we raised that Chase had not hon-
ored previous commitments.

So based on these experiences, it is our belief that current laws
do not protect community interests after a merger. My written
statement cites a number of areas where current law can be re-
formed. They’re on Page 6 of my statement. Two of them echo what
other witnesses have already said today. Currently regulators do
not enforce CRA commitments, even those made in the course of
a merger. We would urge the banks be held accountable for the
CRA commitments they make.

Second, the application review process looks at past CRA per-
formance, but does not require that banks provide forward-looking
CRA plans. We would urge that banks develop detailed specific
CRA plans for each of their local markets as part of their merger
application. Again, additional recommendations are in my state-
ment.

With a continuing trend towards mega-bank mergers, what we
saw play out with JPMorgan Chase, we expect to see in other
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banks, too. It’s very timely that Congress consider this issue and
find ways to strengthen the CRA to better protect our communities.

Thank you.

Chairman BacHUS. Thank you, Ms. Baldwin.

[The prepared statement of Irene Baldwin can be found on page
91 in the appendix.]

Chairman BacHUS. Mr. Thall?

STATEMENT OF MATHEW THALL, SENIOR PROGRAM
DIRECTOR, LOCAL INITIATIVES SUPPORT CORPORATION

Mr. THALL. Members of the Committee, thank you for the invita-
tion and opportunity to testify. My name is Mathew Thall; I'm the
senior program director of the Boston Program of the Local Initia-
tive Support Corporation, or LISC. I've been in that position for 13
years and previously was the executive director of a CDC in Boston
for a decade.

LISC is the largest non-profit community development support
organization in the United States. Since 1980, we have invested ap-
proximately $5 billion in 2,400 community development corpora-
tions working in and for low-income neighborhoods. This invest-
ment has entailed 147,000 affordable homes and over 22 million
square feet of neighborhood commercial retail and community fa-
cilities space. In Boston, we've invested about $87 million over the
past 24 years, leveraging about $725 million of other public and
private investment, and helping to support over 6,000 affordable
homes.

LISC does a good deal more than just finance community devel-
opment. We invest in building the capacity of CDCs and non-prof-
its. We often serve as a catalyst to change the local system and at-
tract new investments in community development. I have included
in my statement a few interesting examples of this type of work
in Boston, in Chicago, in Los Angeles and in Winston-Salem.

I think I can say unequivocally that LISC would not have been
able to accomplish everything it has accomplished without the
Community Reinvestment Act. The CRA made it possible for us to
develop strong relationships with banks, in Boston and nationwide.
As the banking industry evolves, it becomes increasingly important
to maintain a strong CRA in order to maintain those relationships
and to continue the capital flow.

CRA has worked remarkably over the past 25 years fostering and
building public-private partnerships around community develop-
ment. It has helped to weave a network of federal programs into
private investment, including HOME, the low-income housing tax
credit, new market tax credit. It has been a very, very powerful
tool for building low-income communities.

Now that partnership is in jeopardy. LISC is deeply concerned
that a series of proposals from the FDIC and the Office of Thrift
Supervision would begin to dismantle CRA and the public-private
partnership CRA has represented.

OTS has already reduced the oversight of mid-sized thrifts with
assets between $250 million and $1 billion. The FDIC has proposed
to do the same for the banks it supervises as well as to grant CRA
credit for rural community development activities that do not serve
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low-income people or places. Now the OTS is considering letting in-
stitutions ignore investments and services under CRA.

It is especially disturbing that OTS and the FDIC have acted on
their own, without coordination with the Federal Reserve Board
and the Comptroller of the Currency, discarding over 25 years of
joint policymaking on CRA. Fragmented regulatory policies are not
just confusing; they also invite a race to the bottom as banks
switch charters to the most lenient regulation and the regulators
compete to offer it. We fear that other destructive proposals may
follow until CRA loses all significance. Struggling communities
would suffer in many ways.

I have attached to my testimony a copy of an op-ed article by
LISC’s chairman, Robert Rubin, the former Secretary of the Treas-
ury, and our president, Michael Rubinger, which appeared in the
New York Times on December 4, 2004. The article lays out a com-
pelling case for keeping CRA strong, and I request that it be in-
cluded in today’s hearing record.

The Committee has invited me to comment on Bank of America’s
performance to date on commitments that it made in connection
with the merger with Fleet Boston.

First, I should say that Boston LISC’s experience with Bank of
America per se is still young. Bank of America has been a very
strong supporter of LISC prior to the merger. I refer the Com-
mittee to the testimony of Michael Rubinger before the Federal Re-
serve earlier this year.

Bank of America has been a major and generous supporter of
other LISC sites. Its staff have served on our local advisory com-
mittees, which are the local boards. Finally, Bank of America has
directly financed and invested in CDC projects that have been “sea-
soned” by LISC’s investments.

While Boston LISC is still building a direct experience with Bank
of America, we have had many strong and positive experiences
with its legacy institutions: Fleet Boston, BankBoston, Shawmut
Bank, and BayBank, to name a few.

Several of Fleet’s staff served on the Boston LISC advisory com-
mittee board and committees. LISC has done a tremendous amount
of lending side by side with Fleet Boston in recent years. We have
not only provided predevelopment loans to CDCs needed to get
their projects ready to access financing provided by Fleet Boston,
we have remained in a number of projects as a permanent lender
with Fleet.

LISC would not stay in a deal as a lender subordinate to a bank
that it did not trust and hold in high regard.

Bank of America has honored and in some ways strengthened
the relationship we had with Fleet since the merger has occurred.
We are partnering with the bank and the city of Boston on an ini-
tiative to address comprehensive community development needs in
the Bowdoin/Geneva section of Dorchester, a neighborhood in Bos-
ton, a neighborhood that has often been overwhelmed by problems
of poverty and crime. This was an initiative that the bank pro-
posed, not LISC or the city.

Boston LISC is about to enter the final year of a $33 million
campaign to raise and invest funds in the neighborhoods, towns
and cities in greater Boston. Bank of America has honored Fleet’s
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commitment to that campaign and has reaffirmed its commitment
to leadership of that campaign. We are delighted that Anne
Finucane will be taking the reins of chairing that campaign in the
next year.

In terms of concrete, measurable commitments, I believe that the
merger of Bank of America and Fleet has definitely made substan-
tially more resources available locally for community development.
As part of the merger discussions, Bank of America agreed to con-
vert a portion of a statutorily mandated loan to the Massachusetts
Housing Partnership into an $18 million grant. There is no statu-
tory or regulatory basis for securing this type of grant from an ac-
quiring bank under Massachusetts law.

Certainly, our very talented and sophisticated advocates deserve
much of the credit for this commitment. However, Bank of America
was under no legal obligation to make such a commitment. And as
far as I know, an $18 million grant by a bank to a state agency
for community development and housing is unprecedented in this
country.

$18 million for project financing, project and organizational sup-
port and technical assistance to non-profits will make a tremen-
dous difference for a long time to come in supporting our collective
efforts to develop more affordable housing and stronger commu-
nities.

I congratulate the Bank of America for this financial pledge, and
I hope the bank will be recognized for this commitment and con-
sulted on how these funds can be most effectively deployed
throughout the Commonwealth.

Thank you again for the opportunity to testify.

Chairman BacHUS. Thank you.

[The prepared statement of Mathew Thall can be found on page
328 in the appendix.]

Chairman BACHUS. At this time, we will entertain questions for
our panel, and I'll pose the first question.

We've heard testimony about commitments and pledges made by
Bank of America. My first question would be, are you satisfied with
the commitments and pledges? Not that they haven’t been honored
yet. We won’t know whether they’re honored until two, three, four
years from now. But are you satisfied with the level of commit-
ments and pledges?

And I'll start with you, Ms. Flynn.

Ms. FLYNN. We're very satisfied with the commitments that have
been made to date. The commitment, as Matt mentioned, to MHP
is a great resource for non-profits to build affordable housing in
Massachusetts. Their commitment to become a member of the Fed-
eral Home Loan Bank and other commitments that they’ve made
to the SoftSecond program, they’re wonderful.

But the commitments aren’t complete, and so we have out-
standing requests that we’ve made to the bank that they have not
agreed to yet, and I've outlined them. Those are basically four:

Chairman BACHUS. It does seem to me that the level of commit-
ments and pledges has been—I think there’s even agreement on
this panel, that if they honor the pledges and commitments they've
made, that would be very significant.
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Ms. FLYNN. In the areas of mostly affordable housing and invest-
ment in housing, but there’s still outstanding commitments that
they need to make.

Chairman BAcCHUS. A lot of that is that this merger was already
approved, so there’s no obligation for them to do so.

Ms. FLYNN. Well, under the CRA regulations, part of the lending
test asks how they’ve met credit needs for small business lending.

Chairman BAcHUS. Right, the service and investment.

b Mﬁ, FLYNN. And those goals haven’t been established yet by the
ank.

Chairman BACHUS. But in some ways, I think I've heard testi-
mony that maybe their commitments will go even beyond maybe
what Fleet Boston was doing. Is that correct?

Ms. FLYNN. We don’t know, because they haven’t outlined, in
terms of small business lending, what those commitments are.

Chairman BACHUS. My second question is, Ms. Baldwin talked
about Chase and the fact that JPMorgan Chase made certain com-
mitments, and I guess these are conversations with the bank offi-
cials. Were those reduced to writing, the ones that you say were
not honored?

Ms. BALDWIN. In the case of JPMorgan Chase, it was just a
meeting. I summarized the commitments in writing, but they didn’t
put it in writing. I did, and sent it to them, and sent it to the regu-
lators.

Chairman BACHUS. You know, when you don’t have it in writing,
you learn in life that——

Ms. BALDWIN. Yes.

Chairman BAcHUS. Have they denied that there were such con-
versations?

Ms. BALDWIN. No, they never denied. I should have pointed that
out. And usually we do get them in writing. Usually the bank—we
tend to be a little informal, because even if we had it in writing,
we’re not in any place to enforce it; so we tend to rely on the word
and the good faith of the bank leadership. And this was the first
experience I had where the bank just sort of blatantly didn’t do
what it said it would do.

Chairman BACHUS. But it’s my understanding that some of this
they submitted to the Federal Reserve, saying this is what we in-
tend to do, which may not be a commitment. Is that true?

Ms. BALDWIN. At the hearing on the most recent merger, they
made a very broad-based commitment for $800 billion over ten
years; and, I mean, I'd speak a little bit about how satisfactory
those commitments are.

We have a one-page—all I know about that commitment is what
I've seen at the Chase website. It’s one page, and I don’t know the
details of it, so I don’t know what they’re going to be doing in New
York City, which is how I define my community.

Chairman BACHUS. So the Federal Reserve, in reviewing these,
is not asking for any specificity in the commitments or pledges or
asking for any

Ms. BALDWIN. I don’t believe they even asked for commitments
going forward, no.

Chairman BACHUS. Just review and see what they have done?

Ms. BALDWIN. I think so.
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Chairman BAcCHUS. Let me close with this. One thing that Bank
of America has done that we had at Wachovia Trust—which is the
second largest bank in the state of Alabama, and they actually
made no commitments to preserve employment levels. They actu-
ally said, you're going to lose over a thousand employees, which is
obviously a discomfort. But we see that going both ways, busi-
nesses where one buys another.

You’ve got a commitment here, at least a representation that’s
been made to the public through the press by the Bank of America,
I believe, that the employment rate, or the employment totals in
the State of Massachusetts by 2006 will be at premerger levels,
which is a pretty substantial pledge or commitment. Do you wish
to comment on that?

And I know, Mr. Cofield, you’ve asked that, as they do, that they
try to either preserve or be fair to both gender and race in doing
that. But any comments there?

I mean, that to me is a substantial at least representation that
it is their intention that jobs won’t be lost. Now, there may be some
higher-paid jobs that are lost and lower-paid jobs that are replaced.
Any comment on that?

Mr. CoOFIELD. I can’t comment on the pledge of the overall job
creation. That, I think, more than anything else, was a release in
the papers and not necessarily a pledge to the community advisory
group.

Chairman BAcHUS. Of course, from a public relations standpoint,
if it is released to the press and told by the press and it’s out there,
it’s acknowledged by them, at least they’re subject to——

Mr. COFIELD. Sure, and I understand that, and I appreciate that.

The concern that I expressed about employment and procure-
ment being reflective of the community is an important one; and
I contrast Bank of America, who has not to date been willing to
make any commitments or have any serious discussions, I would
argue, about these two issues, I contrast that attitude with their
two largest competitors here in Massachusetts. Those two largest
competitors have had serious discussions with us, negotiations that
resulted in commitments in those two areas that are reflective of
the diversity of Massachusetts.

That’s important, and I have to say that I think that’s a function
in part—I certainly appreciate the leadership of the banks, and I
think there is a lot of credit that is due the leadership of these two
banks, and in particular Sovereign Bank of New England.

But I also think it’s a function of a bank that doesn’t have to an-
swer day in and day out to a community. If a bank is nationwide,
it might be a little less receptive to responding to community needs
in this manner; and I would hope that you, the Committee, would
give that serious concern, because again, as I said, the CRA stands
for Community Reinvestment Act and not a country-wide reinvest-
ment act.

Thank you.

Chairman BACHUS. And there certainly is a perception, I think,
and a tendency, I think, for us to believe that a bank that is not
locally owned or controlled may have a tendency not to be respon-
sive.
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At this time I'll recognize Mr. Frank, Congressman Frank, whose
efforts, I think, in regard to these mergers have already lessened
the impact, the negative impact on the community; of him and the
Massachusetts delegation as well.

Mr. FRANK. Thank you, Mr. Chairman. I guess lessening the neg-
ative impact is my goal for the next few years

[Laughter.]

Mr. FRANK.——so it’s good to have had that experience.

Chairman BACHUS. Or enhancing the positive.

Mr. FRANK. You do what you can in life.

Let me say, first, I have a couple specific questions for Mr. Thall.
I very much appreciate your thoughtful warnings about what will
happen to CRA.

I've been a big CRA supporter; in fact, I put that article by Mr.
Rubinger, into the Congressional Record. I was particularly struck
by Ms. Hagins’ comment that lending to low-income in general, and
minority low-income mortgage groups, in mortgages, is twice as
great for people covered by CRA as for people who aren’t. This is
very relevant data for us.

And as you point out, because of changes in the financial sector,
more and more mortgages are being granted by people who are not
banks, and the banks who are under CRA are competing with
them. I do think that’s something we should be addressing, that
there ought to be an extending of that CRA requirement, because
I think it has had virtually no negative effect and some positive ef-
fect.

So I will tell you that I did have a conversation with Mr. Powell
from the FDIC, and he indicated to me that he accepted the fact
that deciding that all rural activity was automatically CRA was not
a good policy; and I think we may be able to at least re-establish
that test, that low-/moderate-income test as a prerequisite in the
rural area, but I appreciate that.

Let me just say one of the things about Sovereign which I appre-
ciated, and that is, Ms. Flynn mentioned one of the important
things for us is the affordable housing program of the Home Loan
Bank system, which is a program created by this Committee under
the really superb leadership of the late Henry Gonzalez, who was
then Chairman. We created this program where a certain percent-
age of the profits of the regional Home Loan Banks have to be put
into an affordable housing program.

With regard to Bank of America, the problem with the mergers
goes to where the bank is headquartered, because when this pro-
gram was set up, people weren’t thinking that—I guess this used
to be called the Banking Committee, and then it was changed to
Financial Services.

Somebody said, are we ever going to change the name back? I
said, yeah; but by that time, we may change it to the Committee
on the Bank.

[Laughter.]

Mr. FRANK. What you have with the mergers is that there’s now
a disconnect between economic activity generated by a bank in a
particular region and the Federal Home Loan Bank that gets the
credit for that, because it goes to the headquarters of the bank.
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Now, one of the things that B of A did, and Maureen Flynn cor-
rectly gave them credit for that, was voluntarily to agree to take
out an additional charter in the Boston area so that the money
generated by B of A will go to the affordable housing program. Sov-
ereign, to its credit, was willing to do that, because as a unitary
thrift, as I understand it, they can’t do it as easily. They've been
working with us, and I'm very appreciative of Sovereign’s working
with us to try and enhance that.

But now on Bank of America, let me say, I guess you get the
question: Is the glass half empty or half full? And the answer is
yes.

[Laughter.]

Mr. FRANK. As Maureen Flynn pointed out, with regard to hous-
ing, I am very pleased that Bank of America has been very respon-
sive. I said to others, housing is probably the greatest thing we
need here in our area because of the extraordinary housing prices;
but we do need economic activity to go along with it.

Part of this may be a question of cultural difference. I under-
stand for Bank of America to come into New England, sometimes
things are done a little differently here. During the Democratic
Convention, when some journalists were asking me why things
seemed to be so hard-edged, people dealing with each other, I said,
well, at some point we tend to do everything like we drive, in which
you cut no one else any slack, but you get highly indignant if peo-
ple don’t cut you some.

On the other hand, we have some real concerns here, and the
economic one is real; and I must say, it has not seemed to me that
what you were asking for was unreasonable.

Let me ask both Mr. Cofield and Ms. Flynn: It seems to me that,
in part, the issue is not so much the quantity of what’s being re-
quested, it hasn’t been that people have said that’s unreasonable;
it’s kind of a cultural objection to having it be specific. Am I cor-
rect? Does that seem to be part of our problem?

Ms. FLYNN. Yes, that’s correct. We're not arguing about the
amounts of commitment, especially on the small business lending
piece; but we want to know, where is the small business lending
going to be made?

So, are there going to be loans in low- and moderate-income
areas as the CRA calls for? Are there going to be loans of less than
$100,000, again which is something that banks have to report on
under the CRA regulations? And are there going to be loans—and
this is perhaps the most important aspect to us—to companies with
less than $1 million in revenue?

As CDCs, we have small business technical assistance programs
for many of our CDCs that help very small businesses start and
grow, and often those small businesses have a hard time getting
credit. That’s what we’re looking for, is to meet the credit needs.

Mr. FRANK. Let me say, I understand there’s a tendency, always
has been, to withdraw in a little bit of anger when people question
our bona fides. I guess I would urge the banks that, you're dealing
with people who have no particular reason to know you; maybe
their life experience with large financial institutions hasn’t been
among their seven favorite memories.
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I would hope that the banks and Bank of America, would distin-
guish between—if you're being asked to do something unreason-
able, let us know. And I would say to Mr. Cofield, obviously when
we ask for a commitment in terms of percentages in diversity in
both hiring and procurement, obviously we also have an obligation
to make sure that we can show that it’s reasonable, and be avail-
able to help achieve those goals. We understand naming the goal
doesn’t mean that you’re automatically going to be able to achieve
it. You have to work together towards it.

But I would hope that people would not stand on the kind of
ceremony and be offended at being asked to prove the bona fides.
These are not personal relationships; this is not proof you love me.
This is what has been an arm’s-length situation, and there have
also been these kinds of series of mergers, as Mr. Thall read off the
list of entities that are now under the Bank of America roof. That’s
where we are.

Let me just ask a question of Ms. Baldwin, because you’ve been
talking about the negative effects of the JPMorgan Chase merger
on community reinvestment. What about, now, the addition of
Bank One? Because this very big bank has just gotten bigger.
What’s the experience been? I know Bank One hasn’t been oper-
ating in your area, but I know in the Midwest, it’s particularly in
that area, where the Chairman of our Committee is. What have
you heard about the addition, or has that caused further problems;
do you know?

Ms. BALDWIN. It’s a little early. Actually, technically Chase is
buying Bank One, although it’s playing out as if Bank One had
bought Chase.

One of our concerns is that the retail headquarters is going to
move to Chicago, and the difficulties we have now working with
Chase on a neighborhood level we’re just concerned might be more
difficult if everybody we speak to is coming out of Illinois.

Mr. FRANK. Let me just comment on that. I would hope all the
banks would understand that it’s a natural human tendency to feel
more comfortable with people who are nearby, with people whom
you know, who you think know you.

When these mergers happen and headquarters get moved further
and further away, I hope the banks will understand that it is im-
portant to reassure people. They tell us there isn’t going to be any
real difference, et cetera. Well, then you shouldn’t be reluctant to
let people know, because the degree of unease that is cascading
here is very significant.

Thank you, Mr. Chairman.

Chairman BACHUS. Thank you, Mr. Frank.

At this time, Mr. Murphy?

Mr. MurpPHY. Thank you, Mr. Chairman; and thank you, panel-
ists, first of all for the people that you represent, the thousands,
perhaps millions that you represent, and your care and concern
about them.

I'm pleased you bring these issues before this panel, because al-
though this is the Committee on Banking and Financial Services,
ultimately our concerns reach down to individuals like you rep-
resent to make sure that people have opportunities always to live
under an equality of law and have opportunities to climb upwards.
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I'd like to start out by asking if any of you were individually in-
volved in some of the discussions referred to before, with Sovereign
Bank and Citizens Bank.

Ms. FLYNN. Yes. Actually, our three organizations were all in-
volved in all of those negotiations.

Mr. MURPHY. Let me ask about this: How long did that process
take from the time that the merger actually was finalized at the
board until you achieved some results and agreements on this?

Ms. FLYNN. Well, the Sovereign negotiation wasn’t pursuant to
a merger; it was an extension of a previous commitment that they
made. That agreement was almost complete a year after it began,
but then it took a little longer than that, because there were
some

Mr. MURPHY. A couple years?

Ms. FLYNN. Almost two, I think.

And the Citizens one, I believe it was a lot shorter than that, but
I'm not sure.

Mr. MURPHY. How much shorter, would you say?

Mr. COFIELD. Six months to a year. In a general sense, that was
a general commitment made pretty quickly in both cases, and get-
ting down to the specifics took longer in both cases.

One of, I think, the important distinctions is an attitude about
working with the community groups. We saw it with Sovereign and
Citizens Bank pretty quickly, if not immediately. There was an
openness and an attitude that we were trying to get to a goal, and
it was just a series of negotiations.

I have not seen that with Bank of America until this past Thurs-
day, December 9; and as I said in my opening remarks, you, by
coming here and having this hearing, has had an impact in and of
itself.

Mr. MURPHY. I have a feeling that’s why we’re here.

[Laughter.]

Mr. MURPHY. I want to ask, try and lay this out: This merger
really didn’t begin until March of this year, so it’s about eight
months—excuse me; it wasn’t really finalized until March of this
year, so really it was eight months away.

Ms. FLYNN. But we submitted our proposal in November right
after the acquisition was announced.

Mr. MURPHY. And during that time, between when the intent of
the acquisition was announced and when it was finalized, were
there any discussions that took place at all.

Ms. FLYNN. Yes.

Mr. MURPHY. So they didn’t shut you out. I just wanted to make
sure of that.

Ms. FLYNN. But the discussions were around whether they were
going to do a plan. The discussions with Citizens and Sovereign
were about an agreement, a partnership, between the bank and the
community.

Mr. MURPHY. Was there somebody even assigned to talk with you
in these negotiations?

Ms. FLYNN. With Sovereign and Citizens? Yes.

Mr. MUrPHY. But also with Bank of America?

Ms. FLYNN. Yes.
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Mr. MURPHY. I just want to make sure I'm understanding, be-
cause what youre describing is very, very important. In part, I
want to make sure we’re not—like we're in the third inning; we'’re
not judging what’s going to happen in the ninth inning.

But the other issue is, what you’re describing is an important—
I don’t know if “attitude” is the right word, but an attitude of open-
ness that you would like to see more of, at least as things have
begun to happen.

Yes, Ms. Hagins?

Ms. HAGINS. To be fair, when they came and met with us in No-
vember—this is Bank of America—we talked to them about the
SoftSecond mortgage program, which Fleet had already been doing
for a number of years since they came into Massachusetts. We had
an agreement almost within a couple of weeks in November with
the SoftSecond mortgage program.

Mr. MurpPHY. That’s good to hear.

Ms. HAGINS. Because it’s a mortgage product that works well.

Mr. MURPHY. So in some areas, they did move rather quickly; in
other areas, you want to see their continued progress moving some
of these, particularly the hiring practices and the availability of
mortgage—I know in Pittsburgh, we went through some of this
when Mellon Bank sold off all their branches to Citizens Bank.

It was locally of concern to them, the very same thing: What
would happen to the local commitment? Who would be hired, and
what jobs would be lost?

We found that, over time, growth was taking place. We also wor-
ried about the impact on all the other banks headquartered in the
Pittsburgh region, some fairly sizable banks; wondered what would
happen with those. Over time, I've seen a number of these things
work out, and to a large extent because folks like yourselves re-
main vigilant to that.

I see my time is up. Thank you, Mr. Chairman.

Chairman BACHUS. Thank you.

And, Mr. Watt, before you ask your questions, what we’ve done
on this thing, normally what we would do is go by the Committee
Members and those off the Committee; but the Committee felt like
the Members from Massachusetts, whether they’re on or off the
Committee, we would go by seniority of all the Members here.

So the order will be Mr. Watt, Mr. Capuano, Mr. Meeks, Mr.
Tierney, Ms. Lee—Capuano, Meeks, Tierney, Lee and Lynch. So
that will be the order.

Later, as Members outside the state like Ms. Lee may have to
catch a plane, we will allow them to go before other Members.

So at this time, Mr. Watt?

Mr. WATT. Thank you, Mr. Chairman. You've just reminded me
how old I'm getting, if you start looking at it in those terms.

[Laughter.]

Mr. WATT. I've made five points that I want to try to make, not
necessarily around questions.

First of all, I want to applaud Barney’s role, Representative
Frank’s role, in this whole process.

Many of you probably don’t know that the first news I got of the
Bank of America/Fleet merger was from Barney. I had been in De-
troit at a Democratic presidential debate, and I had been traveling
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all weekend, and then I was going from Detroit to Chicago for a
meeting at the Board of Trade. The first person I ran into when
I got to Chicago that morning was Barney Frank, with this white
look about him, saying, your bank has taken over my bank.

Fortunately, the first time I had heard that, I heard it from folks
in Florida when Bank of America went to Florida; I had heard it
from folks in Texas when they went to Texas; I had heard it from
folks in California when they went to California; and I had heard
it in other contexts when First Union and Wachovia had gone to
other places. So it’s kind of a unique experience.

Chairman BAcHUS. We were also getting tired of it, you know.

[Laughter.]

Mr. WATT. But Barney’s role in this, from that moment, we
worked together to try to make sure that the commitments that
were being made were genuine and that Bank of America lived up
to the commitments that it made; and I want to applaud Barney’s
role in making sure that these hearings and the specifics of these
commitments get lived up to.

Second, I want to applaud the panel this morning because you
didn’t come in talking about generalities; you recognized that spe-
cific commitments are talked about in communities where banks
and people live; so every one of you, as you went down the roll,
talked about the specifics of the communities that you represent.

I think that’s an important challenge to make to Bank of Amer-
ica, because the comment about CRA not standing for Country Re-
investment Act but Community Reinvestment Act is an important
one.

Third, I want to say that we have, in a sense, taken a lot of these
kinds of things for granted in our Charlotte community, in our
North Carolina community, from Bank of Charlotte to North Caro-
lina National Bank to NCNB to Nations Bank to Bank of America.

There have been a certain set of expectations that we haven’t
even tried to document in our communities, because we have seen
the dramatic impact that a financial institution, with good inten-
tions and with lots of resources—in fact, three financial institu-
tions—Bank of America, Wachovia and First Union, and now the
combination of those two after the merger—can have on a commu-
nity.

Bank of America and First Union and Wachovia have had trans-
formative impacts on the skyline and the community fabric and the
employment fabric and the procurement fabric of our communities
in ways that—I mean, I could go on and on, including the neighbor-
hood in which I live, when I was on the NCNB Community Devel-
opment Corporation board, stabilizing that community.

But it’s all been an assumed part of what would happen rather
than a contractual part. And when Barney was talking about the
specific written commitments, I could understand the difference,
because it hadn’t always been about signing an agreement; it’s
been about seeing the results of those commitments without even
having the benefit of an agreement.

But Bank of America needs to understand that as it expands to
other parts of the world where they don’t have the benefit of that
good will, there needs to be a different dynamic; and the same kind
of commitments that have been made or the same kind of perform-
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ance that has been reflected in our communities that we have
taken for granted will be now expected to be reduced to writing and
delivered upon in different locations in a different kind of frame-
work. That’s the cost of becoming a national bank: the lack of com-
munity confidence that it will just happen.

So my final point—and I’ll follow this up with questions to the
Bank of America representatives when they come—is that the com-
mitment to CRA, the lending commitment to serve the credit needs
of a community, the commitment to employment, the commitment
to procurement, it seems to me has to be as basic a part of a merg-
er and results evaluation of a financial institution as serving the
wealthy investment people—I notice we’re moving 300 jobs here to
serve the wealthier people—or it has to be as basic a part of the
commitment as, what happens at the bottom line?

Because that’s what we expect banks to do in this country; and
while it’s not mandated except in the CRA from the lending per-
spective, there is an expectation that banks and every institution
in our society will do their part to eradicate the disparities that
exist in employment opportunities and business opportunities and
small business opportunities and procurement opportunities be-
cause those disparities continue to exist.

So I didn’t ask a question; I made a series of comments. But I
hope this helps put in context that national statistics don’t always
tell the story of community reinvestment. Community reinvestment
is evaluated in communities in which institutions live and work,
and those specific kind of expectations have to be a part of achiev-
ing the global CRA and community expectations that we all want
to have, do have, sometimes in not so supportive political climates
or economic climates, but the expectations and aspirations are still
there.

Chairman BacHUS. Thank you, Mr. Watt.

Mr. Capuano, you’re recognized for any comments or questions
you might have.

Mr. CAPUANO. Thank you, Mr. Chairman.

First of all, I want to welcome you all here to Boston. We tried
to do the best we could with weather, but hopefully it won’t snow
before you leave.

I want to thank all the panelists for being here, and I also want
to make a brief commentary first.

We're going to talk a lot about the future, but there’s also one
segment of the people impacted by this merger that are not directly
represented here, and that’s the employees of the former Fleet and
the new soon-to-be, or actually now, Bank of America. And I will
have some questions for the people who represent the bank later
on.
But I actually think it’s too bad that we don’t have somebody
that we could talk to about employees, and that’s a function of the
fact that the financial services industry is not very well unionized.
Therefore, they don’t have spokesmen. And I take this opportunity
to encourage those people that work for various large institutions
like that to get together so that people like me can have a rep-
resentative to ask questions that you're not really qualified to an-
swer.
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I also want to make a point—and I know that people on the
panel know, but I want everybody to make sure that we are very
clear—though we’ve said some good things about other banks, Citi-
zens is run out of Scotland; Sovereign is run out of Pennsylvania.
They are not local banks.

I actually find it refreshing that although they are not tech-
nically local banks, we treat them as if they are. I think that’s a
function of leadership, and more importantly, the authority that
the local leadership has been given by their various corporate
boards to actually run it as a local bank, and I think the question
is still there relative to the Bank of America.

They have appointed some people that are local and that, as far
as 'm concerned, are very good people that we can work with. I
think, for me, the question is, do they have the authority to really
act as a local bank? I think that just takes a matter of time to
make that determination.

The questions I have really revolve around a document that I
just got Sunday at 10:30 at night that I guess some of you—I as-
sume all of you have seen it as of Friday, or most of you have seen
it—something called the Community Development Strategic Busi-
ness Plan from the Bank of America.

As the Chairman said earlier, I mean, some of the numbers here
are pretty good. We’ve seen most of these numbers before, and it’s
great that affordable housing is going to get four billion one hun-
dred eighty-five million dollars over the next several years. That’s
a wonderful number. Without having looked at the statistics as to
whether that really is a wonderful number, I will accept it as such,
because it’s a huge number, and that’s great.

Can any of you tell me where that money is going?

Ms. FLYNN. Any of us panelists?

Mr. CAPUANO. Yes.

Ms. FLYNN. No. We asked the question, what was included in
that; and there was a little confusion around what was included
within that category. So it seems to be affordable lending, some
mortgage products, and some investment in rental and real estate
projects; but we’re not sure what——

Mr. CApUANO. Have we defined the terms “low” and “moderate
income”? Have they accepted them as certain definitions, or are
they generic definitions?

Ms. FLYNN. No, we don’t know what the term “affordable” means
under this.

Mr. CAPUANO. So we don’t know what towns they’re going to?

Ms. FLYNN. No.

Mr. CApuaNO. We don’t know what category of people?

Ms. FLYNN. No.

Mr. CAPUANO. Do we know whether these are homeownership or
rental?

Ms. FLYNN. No.

Mr. CAPUANO. So we just know a number.

Ms. FLYNN. Right.

Mr. CaApuaNO. What about small business? One billion three hun-
dred fifty million.

Ms. FLYNN. The same. We don’t know any information; we don’t
know how many small businesses, how many loans, if it’s going to
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cover the entire state, whether outside of Boston will be the bene-
ficiary of any small business loans, whether smaller small business
loans will be able to access this kind of credit.

Mr. CAPUANO. So we know a number, and that’s about it?

Ms. FLYNN. Right.

M}Il‘ CAPUANO. I assume no one here is holding back information
on this.

Ms. HAGINS. Well, we have a commitment for ten years for 3,000
mortgages, but it doesn’t have a dollar figure.

Mr. CAPUANO. Mortgages to whom?

Ms. HAGINS. To the SoftSecond mortgage program.

Mr. CAPUANO. To the program that already exists?

Ms. HAGINS. Right.

Mr. CapuANO. That’s good. So that’s a program we know is going
to qualify, and we know how it’s going to work. Good.

Again, I read the document; I've read it several times now, and
it’s a pretty good document. I like the numbers, I like the generic,
broad-bush thing; but I'm kind of left a little empty. I mean, pro-
mote affordable housing production through a continuation of part-
nerships with the Mass. Housing Investment Corp. Great organiza-
tion; they do wonderful work. Mass. Housing Partnership; again,
great. Mass. Development, Mass. Housing, CDAC—do we know
how much each of those organizations are going to get?

Ms. FLYNN. We know just how much Mass. Housing Partnership
has received, but that’s a requirement under state law, for them to
receive a certain amount of loan obligation. Bank of America did
convert some of that loan obligation to grant, so we know how
much that is.

Mr. CapUANO. The thing I like is, the bank will convene a na-
tional advisory council made up of prominent public and private
sector leaders throughout the Bank of America franchise. Could
you tell me who the national advisory council would include? Any
of you?

Ms. FLYNN. We don’t know.

Mr. CAPUANO. Any of your organizations?

Ms. FLYNN. We don’t know.

Mr. CAPUANO. I guess for me, it’s a great document; there’s really
nothing I can criticize in this document; but, okay, now what? Have
you had any idea of when we’re going to get a little bit more meat
on these bones?

Ms. FLYNN. No.

Mr. CoFIELD. No.

Mr. CAPUANO. Just out of curiosity, when you did Citizens and
Sovereign, which obviously I was involved in, did you get this level
of detail or this lack of detail?

Ms. FLYNN. We had an agreement with both of those banks, and
they were probably six or ten pages each. I have copies of them
here. They outline each of the areas that they are going to be lend-
ing in; the number of loans going to LMI areas, et cetera; the
amounts of commitments to MHIC; the amounts of tax credits
they’re going to purchase.

Mr. CApUANO. My final question, because my time is running
out: Have you had any indication of when there might be meat
added to these bones? I mean, are you meeting tomorrow to put
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some meat on this, or next week, or next month, or next year, or
in my lifetime?

Ms. FLYNN. We understand that this is the plan they promised
us from Massachusetts.

Mr. CAPUANO. Thank you, Mr. Chairman.

Chairman BAcHUS. Thank you, Mr. Capuano. You probably
should have been a lawyer.

Mr. CApuaNO. Would have made more money.

[Laughter.]

Chairman BACHUS. At this time, Mr. Meeks?

Mr. MEEKS. Thank you, Mr. Chairman.

And I, too, want to first thank all of you for your testimony
today; but furthermore, I want to thank you for what you do every
day, because what you do every day is looking out for those who
may be less fortunate than most, and what you do every day is try
to make sure people indeed have an opportunity to share in what
folks call the American dream: that is home ownership, that is to
have a job, a roof over their head, and that is to have a better life,
to afford them the opportunity to give their children a better life
than they had themselves when they were growing up.

So you should be commended for what you do every day. Most
of your jobs I'm sure don’t make you rich. You don’t get the huge
bonuses that others may get for what they do, but your commit-
fment is what makes this country great, and I want to thank you
or it.

Financial institutions and financial services, of course, coming
from New York, it’s the backbone of New York. I've heard my col-
league Mel Watt talk about Charlotte. I know we’re here in Boston,
et cetera; but without financial services in New York, this city, and
indeed this nation, could be greatly affected.

I can recall, about twenty years ago in New York we had six
major national banks. Today, they're down to three. I mean, it’s
like we had, I think it was Citibank, Chase Manhattan, Chemical
Bank, Manufacturers Hanover Trust, NatWest, and eventually
Fleet Bank, and of course JPMorgan was there doing all of the
high-end privileged services.

Then we had Citibank; Citibank is still Citibank. Manny Hanny
was swallowed by Chemical. Chemical then melded with Chase.
Chase then merged with JPMorgan, which now has merged with
Bank One.

The thing that concerns me at some times is that maybe ten
years from now we’ll have one bank, one insurance company, one
securities company, and all will be affiliated through Gramm-
Leach-Bliley, which can have an effect on competition, and there-
fore on services that may be in the community.

Now, I understand that financial institutions have to make some
money, and I'm not opposed to them doing that. In fact, I want to
encourage and help them to do that.

But I have some concerns with reference to making sure that we
continue in the climate of the negotiations that go on once we have
these mergers. What I'm hearing from the panelists here is, it
seemed to have been a different climate when you had the negotia-
tions with Sovereign as opposed to negotiations that are currently
going on.
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So I guess, before I make that assumption, is that correct? Is
there a different climate in the negotiating rooms that you've had
with both?

Mr. CoriELD. Certainly, on the two aspects that I spoke about,
a very different climate. That’'s what I was making reference to
when I referred to an attitude of openness. It’s just quite different.

Ms. FLYNN. I agree. The negotiations weren’t pretty with Sov-
ereign or Citizens. The bank pushed us; we pushed the bank. But
in the end, what we got out of it was an agreement, a partnership,
about how to meet low- and moderate-income credit needs in the
Commonwealth.

So in the end, there was an agreement, a partnership.

Mr. MEEKS. Now, let me jump to—and I know Mr. Cofield men-
tioned this, but I'll open it up.

In regards to either with Sovereign and now dealing with Bank
of America, is there any specificity with reference to any goals in
regards to procurement, in regards to employment of African-Amer-
icans and minorities and women?

Mr. COFIELD. Yes, there is. And Maureen is absolutely right; that
took some time and negotiation.

People of color represent roughly 20 percent of the population of
Massachusetts—it’s a hair under 20 percent—and people of color
meaning blacks, Latinos, Pacific, Asian-Pacific and Native Ameri-
cans. That represents roughly 20 percent, close to 20 percent, a
hair less than 20 percent of the population of Massachusetts.

Our approach was, that diversity in Massachusetts ought to be
reflected in the employment levels of the bank and in the way the
bank does business; and we think that’s reasonable, that the bank’s
business reflect the population.

We did achieve that aim with those two banks. With Sovereign,
we first had a five-year agreement right after their merger; and be-
cause Sovereign was new here and we didn’t know how they were
going to work out, and they probably weren’t so sure, the agree-
ment called for a renegotiation of the five-year deal three years
into the deal. So we had an agreement initially. That agreement
was renegotiated over the past few months and signed a few days
ago.

And let me say, to Sovereign’s credit, what they've agreed to do
is to sign a totally new five-year deal; so they have added on three
more years beyond what was initially required in the five-year
agreement.

Mr. MEEKS. Are you anywhere currently with Bank of America
in regards to goals?

Mr. CorFIELD. No, we are not; and that’s what I referred to as dis-
appointing.

I had at least a refreshing conversation with the two bank offi-
cials on Thursday morning, and it was an extended conversation.
But there has not been a definitive discussion about the two issues
that I've raised at all, and what they have referred to is their na-
tional plan.

That’s why I refer to the CRA being a community-based plan and
not a country-wide-based plan. I hope we would get there; there
was no indication that we would get to the community-specific level
in the discussion on Thursday. I did see a change of attitude in
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that discussion, and I'm hoping that it would get to the level of
specificity that we have with Sovereign and Citizens.

They are well aware that their two largest competitors in Massa-
chusetts have provided the specificity, and that’s what we’re look-
ing for, and we think it’s most reasonable. To have any other plan
would suggest that you're going to continue to have an employment
level that shows disparity, and a procurement level that shows dis-
parity.

Mr. MEEKS. My last question—I see my time is up—this is to
anybody, because I haven’t heard anyone speak of it, but I know
particularly in communities where there are poor people, as far as
education is concerned, one of the biggest disparities is the lack of
understanding, in public schools in particular, where there’s no fi-
nancial literacy being taught.

So my question to anyone is, is there a discussion ongoing,
whether it was with Sovereign or with Bank of America or with
anyone, about a part of CRA being investments within particularly
public schools in regard to teaching young people about financial—
or making them become financially literate, so therefore they can
take care of their money and understand better how to operate and
deal on a personal level when they’re banking with whatever the
financial institution may be?

Mr. CoFIELD. Certainly some of the organizations that are a part
of the Community Advisory Committee provide programs dealing
with financial literacy. And I agree; I too think that that’s very im-
portant.

To the extent that these institutions are supporting, by grant
and in other manners, those organizations that are providing that
program, I would answer yes.

Chairman BACHUS. Thank you, Mr. Meeks.

Mr. Tierney?

Mr. TIERNEY. Thank you.

Thank you, Mr. Chairman. I want to thank you for working with
Congressman Frank to bring this hearing to Boston and the Massa-
chusetts area, and I want to thank you also for allowing me to join
the Committee, and all of the other Members for their courtesies
in terms of letting me be here, as well as the order of speaking;
and I appreciate that a great deal. I thank all the witnesses for
their testimony and for what you contribute to our life around here.

I seem to hear over and over again that this is a situation where
we need a good negotiation to be conducted on the important mat-
ters, and that where you’ve had that negotiation, everybody has
benefitted. It’s been good for the banks, good for the groups for
which you advocate, and good for the community.

Somebody described—I don’t know if it was Ms. Baldwin or who
it was that said it—there was a push and shove, push with Sov-
ereign, Sovereign pushed back, and the same with Citizens.

It appears to me here that in the past, Bank of America doesn’t
like being pushed, either because they think they’re too big for it
or because they haven’t yet focused on the local idea in how allow-
ing this to go on is really going to be important for this region and
for the local aspect of this. So hopefully we can ask some questions
about what the attitude situation is at the bank when we have
those witnesses here.
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I would like to ask just two questions.

One, Mr. Cofield, when you talked about race, which I think is
important, how would you propose that the current law be changed
in orger for us to address the continuing concerns regarding that
issue?

Mr. CoriELD. It is my firm belief that we should be working to-
wards a goal in which race is no longer an important issue in our
nation and in our communities.

I would like to, at some day, see that there’s no more of a need
f(}r an NAACP, that we as a nation have gotten beyond the issue
of race.

I truly believe that if we’re going to get anywhere near there, we
need to work towards a solution that ends disparity and not sup-
ports disparity; and that’s what I'm trying to convey and is the
thrust of my presentation. We need a program that doesn’t con-
tinue to support disparity.

That’s the distinction that I've seen today between our dealings
with Sovereign and Citizens. I think both of them get it, and I do
give a lot of credit to the leadership of both. We just haven’t seen
it today.

Mr. TIERNEY. Can I interrupt you? Only because I'm limited in
time, and I want to do this as respectfully as I can; but how specifi-
cally are we to change the law? I think your goal is exactly on
point. But is it the law that we need to change, or is it the enforce-
ment aspect?

Mr. COFIELD. It’s probably both; but certainly as it relates to the
law, in my opinion, there ought to be specific language in the CRA
that requires an institution, when it goes or is already in a commu-
nity, that it set up programs to reflect the racial and gender dis-
parity in both of those areas, in employment and in procurement.

And I think that’s rather easy. There is available census data
that shows the diversity of a community, and in my opinion there
ought to be specific language in the CRA regulations, in the CRA
statute, that requires that a bank, in operating in a community, re-
flect the diversity in that community.

Mr. TiERNEY. Thank you. And then I suspect that that wouldn’t
do much good unless we had some enforcement mechanism on that
after the merger on that.

Mr. COFIELD. Absolutely.

Mr. TIERNEY. Ms. Flynn, let me ask you the same question, but
this time with regard to the small business lending. What changes
in the statute do you think are necessary to allow us to address the
concerns that some institutions may not be focusing on how they’re
going to distribute small business lending?

Ms. FLYNN. I think the statute, as written, is pretty broad. It
says that banks should affirmatively try to meet the credit needs
of the communities in which they serve.

So even issues around race and how they are going to serve com-
munities of color could be met under the current law. It’s how the
law is interpreted under regulation.

Right now, there is an emphasis in the regulation on serving the
needs of low- and moderate-income communities, and that’s great;
but it doesn’t exclude the need to look at how communities of color
have been served.
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So if the regulations were tweaked to be more specific about the
communities and individuals within the community that should be
served by the banks, that would be an improvement.

Secondly, on the small business aspect, again, the banks must re-
port under CRA how theyve done on those three categories of
small business lending. So it’s there, but perhaps a greater empha-
sis on that part of the test in awarding grades on CRA would be
beneficial.

Mr. TiERNEY. Thank you very much.

Mr. Chairman, thank you again.

Chairman BACHUS. Thank you.

Mr. Lynch?

Mr. LyncH. Thank you, Mr. Chairman.

I have a statement I'll enter into the record, in the interest of
time; but I do want to say, if I could go back to Mr. Frank’s open-
ing statement, he talked about the rhetorical question about what
Congress’s rightful role here is in requiring a private entity or pri-
vate entities to make such sizable contributions to the public good
and in some cases of a charitable nature.

I just want to emphasize or re-emphasize his conclusion that gov-
ernment has played a significant role in creating banks of this size.
We have enhanced and protected the position of Bank of America.
We have seen them acquire a number of banks, and now they have
become so large and so overpowering and so overwhelming to the
average citizen, and now even the average community, that I think
it is entirely reasonable for citizens and their representatives to
come to Congress to ask Congress, that created these conditions of
powerlessness in many communities, to be their champion and to
speak on their behalf.

I just want to thank the panel for measuring the unmet need in
their communities and coming forward and articulating so well on
behalf of all of our communities, of color and of need, and helping
us to close the loop, if you will, with the Bank of America and Sov-
ereign as well in terms of addressing that inequity in power be-
tween our local communities and this bank; and also somehow
keeping that close connection between our banks and those local
communities so that that community connection is not lost when
these banks, as Bank of America has become a bank with over a
trillion dollars in assets, and a far-flung empire from California to
Boston and everywhere in between. It’s very difficult for local com-
munities to get response and to remain a viable priority in the eyes
of such a huge organization.

So I want to thank the Chairman, and I want to thank my col-
leagues in the Congress for honoring us, really, and giving this
wonderful courtesy to come to Boston, to my district.

I also want in particular to thank Ms. Hagins for her work. I
grew up in the Old Colony housing projects not too far from here,
and I know how important that SoftSecond mortgage program is
for a lot of my constituents who are still struggling to buy their
first home.

That first homebuyer program is a great program, and we need
to see more of that continue; and if it were not for the work that
is being done by Ms. Hagins and others who are here today rep-
resenting our CDCs and affordable housing advocates, this need
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would be lost. It would be lost in the shuffle, and the problem
would grow worse, not only in the city of Boston that I represent,
but also in the city of Brockton that I represent that is about 40
minutes from here, and all the towns in between.

So I appreciate the good work being done by this panel and the
spirit of cooperation we've seen from Bank of America and Sov-
ereign thus far.

Thank you.

Chairman BACHUS. Thank you.

Ms. Lee?

Ms. LEE. Let me first thank our Chairman and also Representa-
tive Frank for calling this hearing and for our panelists, for your
very succinct testimony.

Of course, I have much history with Bank of America, going way
back to before its leaving San Francisco and Oakland. During the
late ’80s, mid to late ’80s, in low-income/moderate-income commu-
nities in my area, B of A unfortunately began to leave; it wasn’t
profitable enough. We saw then the rise of predatory and payday
linders, and there was a big void in the Bay Area as a result of
that.

Then of course, unfortunately, with the move to Mr. Watt’s dis-
trict, we still haven’t recovered from the negative economic impacts
in terms of employment and really a turnaround in terms of what
we had hoped to take place with regard to economic investment
and compliance with CRA.

A couple of things I'd like to just ask panelists.

First of all, in any financial transaction between a consumer and
a financial institution or a credit card lender or any organization,
the consumer is required to live up to their commitments as they
engage in these negotiations and these agreements. There’s a pen-
alty if they don’t live up to their commitments.

With regard to CRA—and I've heard this over and over and over
again—commitments are made during the merger process; they
may or may not be specific; but after the merger takes place, it’s
like you would never believe there were any commitments made.

We heard during this last election the notion of values, that eth-
ics was very important; and I'm just wondering—and a consumer
would be considered—you know, that behavior is considered uneth-
ical.

I'd like to just ask the panelists how you viewed not living up
to a commitment in order to get a deal done, and then—and I'll ask
the banks this, also—then say either we didn’t make the commit-
ment, we did make it, it wasn’t what you thought it was, we need
to go back to the drawing board.

What are the ethical kinds of dimensions of that that we really
need to look at, aside from the legal aspects? Which I think there
should be penalties, quite frankly; if in fact organizations and fi-
nancial institutions say they’re going to do something, then they
should do it. But beyond that, how do we look at the correctness
of that just in terms of American values?

Ms. HAGINS. I know we have written agreements with all of the
banks that do the SoftSecond mortgage multi-year commitments.
No, we can’t go to court and use them, but we hope that they would
live up to those commitments. We meet with the banks every year
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to make sure that they are on tune to do the number that they’ve
agreed to do.

We will hold a community meeting, as we did—the last one was
two years ago with 1,500 people in the room—and they have to be
accountable to those people. So we try to make them accountable
in that way, because we don’t have any legal recourse other than
that.

Mr. FRANK. That does include the Bank of America in this case,
correct? They have a written agreement.

Ms. HAGINS. Right, they have a written agreement for ten years
for 3,000 loans for the State of Massachusetts.

Mr. CoFIELD. Congressman Lee, I do see it as a moral commit-
ment. And the role of the Community Advisory Committee and the
organizations that compose that loose-knit coalition is to stay in
place; one, first to negotiate what we believe is a reasonable agree-
ment with the institutions, and then to work with the institutions
to help them achieve the goal.

And generally that’s the way it has been working here; some-
times better than others, but that’s the way it has worked here, as
we have reached these agreements, and the CAC stays in place and
sees it as its role; and the banks that we have dealt with generally
have seen that as a positive thing, so it has worked well.

But clearly, we believe that it’s certainly a moral commitment,
if not a legal commitment.

Ms. LEE. Ms. Baldwin, can you comment?

Ms. BALDWIN. Yes. I personally have had a lot of frustration with
our experiences with JPMorgan Chase. I'm not naive, but I was
sort of shocked that a reputable institution just wouldn’t do what
it said it would do.

Usually the discussion is around, well, gee, maybe we misinter-
preted our various commitments, where the bank is saying they
would do A and they thought they were honoring it, and we had
a different idea in mind.

Most often we do get letters in writing, saying they’ll do certain
things. I have no idea if those are legally enforceable or not. And
banks generally—where I run into difficulty is monitoring. I've had
some banks tell me, yes, we're doing what we said we would do;
but we won’t give you the line-item detail on what these commu-
nity development loans were. You just need to trust us that we’re
doing it.

The other issue I have is that although these commitments aren’t
required to get the merger approved, they announced them in the
course of the merger. So I do think, since that was the context they
played out, the regulators really should look at it and hold them
accountable to honor what they were doing.

Ms. LEE. Should past compliance with any type of CRA progress
be part of the criteria for a merger, or is it only prospective? Or
should it be just prospective?

Ms. BALDWIN. Well, it’s actually overweighted on past perform-
ance; and my sense, from when I read the approval orders, they
rely very heavily on CRA performance evaluations. Those CRA per-
formance evaluations I don’t think look specifically at how banks
have honored existing CRA commitments. I'm not sure.
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But there’s no requirement that going forward, that any of these
banks do a specific CRA plan.

Ms. FLYNN. I think one way to deal with this issue is, on the
next exam after a bank, two banks have merged, on their next CRA
exam, to bring this up as an exam question, if you will, that the
banks should be graded on immediately after they merge so that
they are held accountable to the promises and the commitments
that they made before they merged.

Ms. LEE. Thank you very much.

Chairman BACHUS. Thank you very much; and Mr. Frank, as he
said, your testimony was very helpful. We appreciate your attend-
ance here today.

At this time we’ll call our second panel.

Our second panel is Ms. Anne Finucane—is that correct?

Ms. FINUCANE. That’s right.

Chairman BACHUS. You were formerly with Fleet Boston, and
are now the president of Northeast Bank of America.

Ms. FINUCANE. That’s right.

Chairman BACHUS. And Mr. Joseph P. Campanelli.

Mr. CAMPANELLI. Yes, sir.

Chairman BACHUS. Chief operating officer of Sovereign Bank,
New England Division, and Vice Chairman of Sovereign BankCorp.

Mr. CAMPANELLI. Yes.

Chairman BACHUS. So we welcome both of you.

As you probably heard the first panel, and I think they both re-
ferred to some of their discussions with you all, and I think were
very favorable of some of your activities. So you're welcome to this
hearing.

Ms. Finucane, we’ll start with you.

STATEMENT OF ANNE FINUCANE, PRESIDENT, NORTHEAST
BANK OF AMERICA CORPORATION

Ms. FINUCANE. Good morning, and thank you. Thank you, Chair-
man Bachus, Ranking Member Frank and the Members of the
Committee.

Can you hear me?

Chairman BACHUS. Bring it a little closer. It won’t sound nat-
ural, but it is.

He keeps saying I don’t sound natural.

[Laughter.]

Chairman BAcHUS. It doesn’t do anything about accents.

Ms. FINUCANE. Good morning, Chairman Bachus, Ranking Mem-
ber Frank, and Members of the Committee on Financial Services.
My name is Anne Finucane, and I serve as the president of the
Northeast region for the Bank of America. Ken Lewis, our presi-
dent and CEO, has asked me to convey his regrets. Since he is at-
tending our company’s previously scheduled board meeting, he was
unable to be with us here today. He has asked me to testify on his
and our company’s behalf.

As a brief preamble, I'd like to state that as a result of the merg-
er between Bank of America and Fleet Boston Financial, Massa-
chusetts and the rest of the Northeast now serve as a key oper-
ational base for one of the country’s premier financial services com-
panies by almost any measure: number of customers, number of
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people employed, distribution, products and services, earnings and
philanthropy.

Going into this transaction, we understood the important role
that Fleet had played in fueling the local economy and enhancing
the vibrancy of our communities as an employer, a lender, an in-
vestor, a philanthropic donor, a sponsor, and a community partner.
As Bank of America, we are committed to continuing this impor-
tant leadership position.

In negotiating this merger, both Chad Gifford and Ken Lewis
agreed upon unprecedented initiatives in the area of employment
and community development as well as philanthropy for this re-
gion’s benefit. Each of these initiatives far exceeds what Fleet could
have delivered if it had continued on its own separate path.

Now I would like to address the three primary questions posed
to the Bank of America by the Committee.

On the question regarding jobs and employment levels, we take
very seriously our commitment to maintain the premerger employ-
ment level of 17,900 full-time employees in New England. We be-
lieve that this, too, is an unprecedented commitment.

As of October 31 of this year, there were 15,000 full-time equiva-
lent employees in New England, representing a loss or reduction of
21,‘?00 associates, which essentially covers the merger-related lay-
offs.

We recently announced plans to add 400 employees in our wealth
and investment management headquarters in Boston, and another
700 more in Rhode Island, for a total of 1,100 additional full-time
equivalent positions in New England, all announced in a four-
month period. That puts our New England employee total at 16,100
to date, or a net reduction of 1,800 since the time of the merger.

We will meet our commitments to the 17,900 employment num-
ber by 2006 relying on the same approach we have used to bring
the 1,100 positions I just mentioned back to this region, which we
announced in the last four months.

As for our Bank of America associates in the Northeast, we offer
job opportunities, a comprehensive work life benefits program and
new employment benefits previously unavailable to our Fleet asso-
ciates. We are on our way to returning to premerger levels of em-
ployment.

On Question No. 2 regarding our commitments: Bank of America
may be new to the Northeast, but like Fleet, the bank has a long
tradition of growth through mergers. And at the heart of our expe-
rience is this philosophy: A strong business depends on a strong
local community and a strong local business climate. We believe
that we have an outstanding track record of putting this belief into
action; and just by way of example, we are demonstrating our com-
mitment to the Northeast by targeting $100 billion of the new $750
billion community development goal to this region.

During the course of developing these goals, we met with more
than 100 community groups; and much of their input is reflected
in the development of these goals. A great deal of progress has
been made; and just to use Massachusetts as an example, we have
committed to $406 million in loan financing, $18 million in grants
for the Mass. Housing Partnership, $200 million in community de-
velopment loans to the city of Boston.
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We agreed to continue membership in the Federal Home Loan
Bank of Boston to originate 3,000 mortgages over the next ten
years with MAHA and to maintain a $20 million plus loan pool
with the Massachusetts Housing Investment Corporation. And we
have outlined our community development Massachusetts goals by
category with an overall 24 percent lift over what we did at Fleet
in the same time period.

In addition to our commitments to employment levels and to
community development, we have committed not just to maintain
but to increase our charitable giving in support of building healthy
and vibrant neighborhoods. In 2004, Bank of America will have in-
vested more than $9 million in philanthropy and community spon-
sorship funding for Massachusetts alone, which is more than we
had done in 2003 as Fleet alone, focusing both on giving to large
and small organizations, including a $1 million gift to Children’s
Hospital, a $1 million gift to City Year, $60,000 to the mayor’s
Main Streets program, and $200,000 each to Stride and the Law-
rence Community Works program through our Signature Neighbor-
hood Excellence Initiative.

And if there are still concerns, consider this: that each bank on
its own, Fleet and Bank of America, earned outstanding CRA rat-
ings and exceeded our community commitment goals as individual
banks. Bank of America is the number-one SBA lender in the coun-
try and the number-one SBA lender to minorities. We are the num-
ber-one mortgage lender to minorities as well.

In 2003, Bank of America spent more than $620 million with di-
verse suppliers, and we expect to exceed that goal in 2004. Just
last week we were named the top corporation for multicultural
business opportunities of 2004 by more than 350,000 diverse busi-
ness owners.

Finally, on Question No. 3, the adequacy of current laws, let me
turn to the merger approval process in connection with the Fleet/
Bank of America merger.

We filed applications or notices with four federal agencies, more
than 30 state agencies, several self-regulatory organizations, and
more than two dozen foreign countries. We participated in four
public hearings in three different states involving more than 200
witnesses, and we responded to nearly 400 comment letters.

The approval process spanned more than five months, with the
last approval received the day before our scheduled merger date.
Certainly an exhaustive process, but one we can appreciate.

In our opinion, there are adequate measures in place to ensure
that a bank honors its public pledges. Further, we recognize that
the more favorably customers view their bank, including its role in
the community, the more likely we are to retain and grow their
business. This is a premise underlying the way Bank of America
has operated across the country.

In conclusion, I'd like to emphasize one key fact: that the new
combined bank, the new combined company, enables us to do more
for the New England region, more for Massachusetts, than Fleet
Boston Financial could have done as a stand-alone company.

Thank you.

Chairman BACHUS. Thank you.
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[The prepared statement of Anne Finucane can be found on page
277 in the appendix.]
Chairman BACHUS. Mr. Campanelli.

STATEMENT OF JOSEPH P. CAMPANELLI, PRESIDENT AND
CHIEF OPERATING OFFICER, SOVEREIGN BANK, NEW ENG-
LAND DIVISION, AND VICE CHAIRMAN OF SOVEREIGN
BANKCORP, INC.

Mr. CAMPANELLI. Chairman Bachus, Ranking Member Frank,
Congressmen Capuano, Tierney, Lynch, and Members of the Com-
mittee, on behalf of Sovereign Bank New England and Sovereign
Bancorp, I'd like to thank you for this opportunity to speak before
you this morning. Along with my written remarks, I have provided
written testimony for the record.

During the next few minutes, I'd like to address the questions
you have posed concerning the acquisition of Seacoast Financial
Services Corp. with regards to jobs, benefits of the acquisition, and
commitment to our community.

Since Sovereign entered the New England marketplace almost
five years ago, due to the merger of Fleet and BankBoston, we have
grown organically and through two acquisitions in the region: Sea-
coast Financial and First Essex Corp. Our acquisition strategy has
been to gain a presence in key markets and to better serve our ex-
isting customers and prospects.

Sovereign recognizes the critical importance of job creation to the
continued development of our communities. Putting aside the im-
pact of our acquisitions, Sovereign employment levels have grown
in Massachusetts by approximately 4 percent per year. We are
proud of the fact that we continue to grow our core job base here
and anticipate continuing to do that in the future.

Prior to the Seacoast acquisition, we projected that approxi-
mately 74 percent of the employees would be retained. All branch
staff and other personnel working with customers would be in-
cluded in those retained.

We realize the potential hardship the loss of a job can have on
an individual and their family. Sovereign promised that we would
consider former Seacoast employees first in filling any open posi-
tions throughout our company. Following the acquisition, we re-
tained 74 percent of Seacoast’s positions.

Those not offered positions received a severance package, which
includes severance payments, continued health, dental and life in-
surance benefits for up to one year, job training, and outplacement
services.

To date, we have placed 20 impacted employees in jobs at Sov-
ereign, and we will continue to give former Seacoast employees pri-
ority in all future hiring.

There are benefits as a result of the acquisition for the former
customers and communities. Our customers receive a wide array of
products and services previously not available to them. They have
access to additional branches and ATMs; they have customer-
friendly products, including totally free checking for both retail and
small business customers; and they have additional conveniences of
enhanced online banking products.
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Businesses also benefit by having access to our extensive cash
management products, trade finance, payroll and merchant serv-
ices, saving them time and money.

I'd like to now address the community commitments that Sov-
ereign has made.

Sovereign is proud of our track record of meeting or exceeding
our commitments. I will also note that Sovereign received an out-
standing ranking in our most recent CRA examination. In all of our
acquisitions, we have not exited any communities, and we have ex-
perienced growth in every market we serve.

Recently we reorganized our management team to get closer to
communities we serve, with local decision-making and local ac-
countability. Every decision that relates to communities in Massa-
chusetts is made in Massachusetts.

Here is a situation where one and one equals more than two.
Prior to the acquisition, Sovereign and Compass Bank had made
local commitments totaling $450,000 in charitable giving. After the
acquisition, Sovereign has committed a total of $600,000 per year
over the next five years, well over the previous commitments of the
combined banks.

In addition, Sovereign has made an equity investment of $1 mil-
lion in the Southeastern Economic Development Corporation in
Taunton, exceeding previous bank commitments by 30 percent.

We had made commitments to Mass. Affordable Housing Alliance
to originate SoftSecond mortgages to first-time home buyers. We
have improved our ability to serve those customers by locating
mortgage originators and agents in offices in Roxbury, Massachu-
setts.

In an effort to serve more low-income homeowners, we are com-
mitted to work with the Federal Home Loan Bank and Members
of Congress to get direct access to affordable housing programs
through the Boston Federal Home Loan Bank.

Sovereign has established community advisory boards in all the
regions we serve. Through them we work collaboratively with our
communities. We are planning on expanding our boards from two
to five over the next year. We truly believe that a bank needs to
listen to the concerns of the community, and must have a mecha-
nism in place, such as advisory boards, to address those concerns.

Sovereign is proud of its record of being in and of the commu-
nities where we live and work. We look forward to continuing to
provide exemplary products, programs and services which will
strengthen our customers, our community, in turn strengthen Sov-
ereign Bank.

Once again, thank you for inviting me to speak before you. I'm
happy to answer any questions you may have.

Chairman BACHUS. Thank you.

[The prepared statement of Joseph P. Campanelli can be found
on page 110 in the appendix.]

Chairman BACHUS. Ms. Finucane, what new benefits have come
to consumers of Fleet Boston? What have they gained as a result
of the merger with Bank of America? And what has the consumer
response been to the new bank? I know Mr. Campanelli said that
deposits in the accounts have increased.
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Ms. FINUCANE. Well, through research, we have discovered that
more than 20 percent of our customers, the former Fleet customers,
see the new bank more favorably.

Chairman BACHUS. And pull that mike up, if you would.

Ms. FINUCANE. I'm sorry.

So our customers see our bank more favorably since we an-
nounced the merger and since they've started to interact with us
as Bank of America.

We have increased net new checkings by more than 100,000, new
checking accounts; same on savings accounts. So I think both the
economics and the syndicated research would indicate that that
was favorable.

Specifically, why do they see it more favorably? I think because
there is a national network of ATMs and branches that they can
go to across the country at no surcharge. We have free checking,
free online bill pay, a better suite of products in terms of mort-
gages, and frankly we can put more money into the communities
in which we work and live.

Chairman BACHUS. Those are new benefits. And you did mention
putting money into the community, the $1 million to Children’s
Hospital and others, philanthropic. Has that increased, your phil-
anthropic giving?

Ms. FINUCANE. Yes. We will increase our philanthropic giving.
We just made a commitment for the next ten years that we will
put $1.5 billion into charitable giving.

So on a combined basis, what we'’re talking about is, the chari-
table giving Bank of America did, the charitable giving that Fleet
did, combined, will over time be 40 percent improved on that com-
bined basis; and immediately we just saw about a 10 percent im-
provement in the last year.

Chairman BAcHUS. I see.

What new benefits have former Fleet Boston employees been pro-
vided as a result of joining Bank of America, those that have re-
tained their jobs?

Ms. FINUCANE. First of all, they have greater job opportunities,
stronger training programs.

But just to give you two ideas of two specifics, we have a home
ownership program for our associates that allows—it’s basically a
forgiven-loan program. We give $5,000 to an employee toward the
purchase of their home, and if they stay with the company for five
years, we forgive that loan entirely. During the course of that five
years, they’re just paying on the interest, anyway. We also have
some fee waivers that go with that. Tree hundred and nineteen of
our former Fleet employees have taken advantage of that just since
May of this year.

In 2005, we will introduce to the Bank of America program, to
our Fleet associates, now Bank of America associates, a child-care
program for lower-paid employees. Individuals that make $34,000
or less or have a household income of $60,000 or less will get $175
per child per month credit toward child care.

Chairman BAcHUS. Okay. You know, you're talking about a large
financial services corporation like Bank of America. How are you
working to uphold the CRA requirements to deliver products and
services to the LMI communities on the local level?
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Ms. FINUCANE. Well, thank you for asking the question, Chair-
man Bachus, because I know this is sort of the gist of many of the
comments made by the community groups.

First of all, I think we appreciate the fact that Bank of America
is new to the region; and to Congressman Frank’s point earlier,
(s;lometimes, if it’s unfamiliar, organizations can cause some trepi-

ation.

I'd point again to the fact that both banks previous to this merg-
er had outstanding CRA ratings. I would point out that both banks
previous to this merger made commitments and then exceeded
them in terms of the total goals.

I would say that—and the community groups are aware of this—
we have taken $750 billion. We’ve broken that out in terms of the
Northeast. For instance, Massachusetts knows that the number is
$8.4 billion for the next three years. We've broken it by category.
We've talked to many community groups.

I really think the gist of the problem that they see is they would
like a lot of—we will report out on every item that they would like
to know at the conclusion of a year. First of all, we will report out,
not only by the state, but by metropolitan statistical analysis by
each of the categories. It will include the LMI information, minor-
ity information to the degree it’s disclosable.

You also have HUMDA data, you have our CRA filings each
year, and you have our filings with the SBA. That in total is very
specific, but it isn’t—so we set the goals, and the reporting happens
at the conclusion of the year. At the conclusion of the year, if there
are any problems, we get together with our community groups and
work to solve them.

Chairman BACHUS. Thank you.

And I think you’ve targeted $100 billion for the Northeast?

Ms. FINUCANE. $100 billion for the Northeast over a ten-year pe-
riod, but that’s such a large number. We're trying to deal with it
now in three-year increments, because I think it’s much more tan-
gible; and for the State of Massachusetts, it will be $8.4 billion,
which is a 24 percent lift over what Fleet did.

Chairman BAcCHUS. What is that about the market president net-
work working with—what was that? I had read that.

Ms. FINUCANE. We have market presidents in each of our states,
and in fact, using Massachusetts again as an example, we have a
Massachusetts state president, and then we have regional presi-
dents in Springfield, Worcester, Boston and Cape Cod. Each of
those works with our people in CRA and in community develop-
ment to look over the goals and to make sure they’re met on a busi-
ness level.

It’s more than just commitment. You have to make these goals
with the businesses. You have to reach out to the retail group and
the middle market group and the real estate loans to make sure
](;ach of these happen, and they oversee that process on a local

asis.

Chairman BACHUS. Are you making strong local community alli-
ances?

Ms. FINUCANE. Yes. As I've said, we've met with more than 100
community groups.

Chairman BACHUS. Thank you.
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Mr. Lynch?

Mr. LyNcH. Thank you, Mr. Chairman. Anne and Joe, I want to
thank you both for participating in this hearing. I just have one
brief question for each of you.

Anne, I know you’ve gone over generally some of the employment
numbers, but could you take me through that again? Just where
are we now with employment? It seems to be, you take one step
forward, one back, but I know that’s going to fluctuate for a little
bit.

And more importantly, what are our projections for, say, the next
two years going forward with employment?

Ms. FINUCANE. Thank you, Congressman Lynch.

We, premerger, announced—by the way, I use this word “FTE,”
full-time equivalent. That sort of eliminates the issue of part-time/
full-time. About 80 percent of our employees are full-time, 20 per-
cent part-time. Full-time equivalent means, if there were two part-
time employees, they are one full-time equivalent.

So we had 17,900 full-time equivalents, premerger.

The impact of the layoff in New England was 2,900 full-time
equivalents. We have already hired back or have announced the
hiring back of 1,100 of those, so that gets us down to, we still have
a gap of 1,800. But we've done 1,100 in four months; I think it’s
reasonable to think we can do the next 1,800 in two years.

The way we’ve done it is, we will look at many things, but two
primary ways we've gotten back just the 1,100 is by moving the
wealth and investment management group to Boston. That is one
of the four major divisions of the company. It has six business units
that report up to it, but it’s one of the big divisions of the company.
There are four big divisions.

We've headquartered that in Boston, so we can expect that we
will continue to grow the population of an employee base there,
which are very well-paying jobs. We put 700 people, actually 700
full-time equivalents, 900 people that we will hire in Rhode Island
and southeastern Massachusetts in a center that we’ve put down
there, a processing call center in Rhode Island. So I think it’s the
combination of those kinds of initiatives: growing business and
then bringing business here.

Mr. LYNCH. Just one follow-up.

I know that Maureen Flynn had mentioned in her testimony that
we had one CRA specialist from Bank of America to handle both
Massachusetts and Rhode Island.

Ms. FINUCANE. Right.

Mr. LYNCH. Is there any chance that we might be able to get an-
other person hired to take care of Massachusetts, one person han-
dling Rhode Island?

Ms. FINUCANE. Well, she’s talking about a relationship manager.
We actually have about ten people that handle the territory in the
areas of tax credit or lending or mortgage origination. So she was
talking about a relationship manager.

I think what’s reasonable is that we look at those ten people and
see if there’s a better distribution in terms of relationships.

There was also an issue, I know, that Florence raised with lend-
ers in Boston for the SoftSecond program. We agree with that, and
we’re in the midst of hiring.
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Mr. LYNCH. Terrific. Thank you very much.

Joseph, if I could ask you, could you elaborate a little bit on the
plans of Sovereign Bank post-merger to meet or expand its CRA
commitments in struggling communities? I've got a few of those.
And also if there are any job-enhancement possibilities specifically
for people living in those communities.

Mr. CAMPANELLI. Yes; thank you, Congressman.

Many of the discussions we had in our community advisory group
is how we can do a better job. One of the things that came out of
those discussions is a need for us to better deliver our bank prod-
ucts to all of our communities.

The catalyst behind our reorganization was to put senior execu-
tives in those communities that can make decisions and are held
accountable for the entire bank product distribution, whether it’s
CRA, consumer, small business, or general corporate banking.

That has really allowed us to find opportunities, such as Roxbury
Technology, where they had a struggling company; had a great op-
portunity to provide products to Staples. We partnered with Sta-
ples, provided a working-capital line. Ten new jobs are added in
Roxbury, and we believe that’s only the beginning. It’s a model that
we're looking to expand throughout all our footprint.

We're so supportive of it, we’ve actually moved our entire pur-
chasing relationship from a current provider to Staples, because we
feel Staples gets it. They want to look at ways you can do a better
job of creating jobs in the city tied to affordable housing.

It really is an integrated approach on how we work with the com-
munity groups that are out there, the development agencies, some
of the state and local programs, and with our own team members
in those markets, making a difference.

Mr. LYNCH. Thank you, Joe; thank you, Anne.

Mr. Chairman, I thank the Committee for your courtesy to me.
I do know that Senator Nuciforo and also Representative Quinn are
going to testify on the next panel. Unfortunately I have to be some-
where else, but I will follow up on both of those legislators after
the hearing, after their testimony; so we’ll touch base then. Again,
thank you, Mr. Chairman.

Chairman BacHUS. Thank you.

At this time, I recognize the Ranking Member.

Mr. Frank?

Mr. FRANK. Thank you, Mr. Chairman.

I want to say, as I said before, there has been unusually good
testimony from all of the witnesses, and I appreciate it.

I want to comment particularly on the choice of one witness.
There was one report that somehow the fact that Ms. Finucane was
testifying instead of Mr. Lewis was a problem for the Committee.
Quite the opposite is the case. It would be very odd if we were si-
multaneously to complain that there was not enough local input,
and an objection when we got it.

[Laughter.]

Mr. FRANK. The fact is that Ms. Finucane has been, I think, a
very important player in understanding. And she’s in the middle;
she’s conveying messages both ways. There was no problem at all,
it seems to me; in fact, I think it is preferable.
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We've had a chance to talk to Mr.Lewis; people seem to have for-
gotten, those who commented on that, that Mr.Lewis made a spe-
cial trip up here in September when we were particularly dis-
tressed about employment. He visited Representative Quinn, Sen-
ator Nuciforo, Representative Capuano, myself and representatives
from the offices of my colleagues; so we regard this as an entirely
legitimate and useful approach.

Let me say, here is the situation with Bank of America. We have
a major national economic entity entering this region. They come
in, and they buy up what had been a major regional entity.

That’s a fact that inevitably gets people nervous. It doesn’t mean
anybody’s a bad guy or a bad woman; it’s just that’s the kind of
thing that happens.

It also, though, is very important. Clearly, we’re going to have
to learn to live with each other. I think we ought to be ready to
do that. People have said, well, you know, if it was up to us, Bank
of America wouldn’t be coming in here.

Well, if it was up to some people at the Bank of America, maybe
I wouldn’t be in office.

[Laughter.]

Mr. FRANK. I mean, we didn’t pick each other. But in the interest
of the people we serve, some of us in the electoral process, and oth-
ers through the economic process, we're going to work together.
There will be some bumps and grinds, but I think we are moving
forward, let me say; and I think it’s important to both give credit
where it’s due, but then complain where you haven’t been satisfied.

With regard to housing, Bank of America has been extremely re-
sponsive. We've already noted that with the Massachusetts Hous-
ing Partnership cashing out, there was a state obligation that they
find some money, but they turned that into a cash grant at our re-
quest, and that was helpful.

Same thing with the affordable housing program, they took
strides to do that; working with the Mass.Affordable Housing Alli-
ance. Ms. Finucane just acknowledged that they need to do better
in Boston, and we look forward to that.

On the other hand, there have been some unsatisfactory con-
versations elsewhere, and I must say—maybe it’s a cultural dif-
ference—why there is resistance to appointing a state advisory
board, I do not understand.

I must tell you, give you a little free political consulting advice.
If T could make some people who were unhappy happy by appoint-
ing an advisory board, you’d have that board appointed in about a
minute and a half. I never heard of anybody that ever died from
having an advisory board.

And the fact is that I would hope people would understand,
you're talking about constructive people. These are not barn burn-
ers; these are people who are thoughtful, who understand econom-
ics, and I think it is important to note that in all the differences,
neither side has accused the other, it seems to me, of being eco-
nomically unrealistic. So I would hope we could work within that
framework.

I then want to turn to the jobs question. Now, that’s been impor-
tant for both banks, and that was one of the issues that we talked
about.
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Housing, I think everything is good. In some of the other areas,
we still have some concerns and some further work to be done; and
I think the request for specificity, I would say to the Bank of Amer-
ica, is a perfectly reasonable one.

But let me just touch on race. This is one of the advantages of
Ms. Finucane. Anybody who has lived in Boston for the last twenty
years or more knows we’ve had this terrible situation with regard
to race. That is significantly improving, and a lot of us have
worked to improve it.

But there’s a residual tension, and anybody who approaches the
race situation in Boston shouldn’t be surprised when there is a
show-me attitude, a demand for specificity, because it’s part of the
heritage that we’re all working to overcome.

Then the other area is employment. I was disappointed, and said
so in September, when I thought that job losses were coming that
had not been anticipated. I agree that since September, with the
three announcements, first moving wealth management here, then
opening the call center in Rhode Island, which is near my district,
in southeastern Massachusetts, as is my colleague Representative
Quinn from there. The city of Fall River, for example, is in the
Providence SMSA. So when you put good jobs like that in East
Providence right next to Massachusetts, you're doing a good thing
for southeastern Mass. as well. I appreciate that.

I think we also ought to be clear, there was no legal requirement
that Bank of America pledge to keep its employment commitment.
That was something that they did and we were pleased to see.
Some of us would have been more critical. I cannot say that the
landlords here in this institution, the Federal Reserve, would have
paid a lot of attention to us. I mean, if we had been disappointed
in the job thing, I must tell you that it is not my approach to say,
well, these guys don’t like it; that’s the end of that merger. But we
do have that. It is important.

So I appreciate the steps that have been taken to begin to move
jobs back, and I guess I want to say, at this point I am confident
that Bank of America means what it says. Obviously—and I think
it’s a year from now we'’re talking about, January of 2006, is that
the date that we said by which there would be the equivalency?

Ms. FINUCANE. Well, 2006 in——

Mr. FRANK. Not necessarily January? Sometime in 2006?

Ms. FINUCANE. It’s reasonable to expect that we would, before
the middle of 2006——

Mr. FRANK. Obviously, that’s going to be critical to the relation-
ship. I must say, if we can get back then, then there will be some—
I think that will be, as I said, very helpful to the relationship.

We did have, with regard to Sovereign, an inevitable job loss be-
cause of Seacoast. With Sovereign, there was much more overlap.
I guess one of the reasons we were concerned, we were surprised
to some extent, there was no Bank of America/Fleet overlap; Sov-
ereign and Seacoast had a considerable overlap. But I do appre-
ciate Sovereign’s reaching out on the Community Investment Act;
and as I said, they have been working with us in housing.

Let me just close with one other kind of general comment, that
I hope my friends in the banking community will listen to. I'm not
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going to talk about your bonuses this time; I did that last week in
New York.

But the question we have is this: Clearly, the merger, Sovereign
buying up Seacoast, Bank of America buying up Fleet, those are in
the interests of the overall economic efficiency of the country; and
I believe that they are.

Productivity goes up. Technology and globalization, all those
things, argue for these kinds of mergers. But we have this problem
in this country. Alan Greenspan said in April of 2004 that the good
news was that productivity was going up, but he noted—this is to
the Joint Economic Committee—that all of the gains from the in-
creased productivity were inuring to the owners of capital, and
none were going to compensation paid in the form of wages. I don’t
think that is sustainable in terms of equity, and I don’t think it’s
sustainable economically.

We’re now looking at retail job figures for this holiday season,
and what do we see? The luxury goods are going off the charts in
the upper direction, and the bottom is falling out of some of the
low-end.

Now, I must say, I tell my colleagues, the fact that Wal-Mart
isn’t doing well doesn’t cause me any great heartburn, for reasons
of their antisocial approach in so many ways. But economically,
here’s the problem: The inequality in America is, I think, beginning
to have not just negative social effects, but negative macroeconomic
effects, because you cannot sustain an economy where a large num-
ber of people don’t have that kind of money to do things.

So that’s the context in which corporate responsibility has to be
explained.

Yes, I understand that this merger, that this purchase by Bank
of America of Fleet, the purchase of Seacoast by Sovereign, these
are in the overall macroeconomic interests of the country; but we
cannot continue to ignore the distributive effects, because that’s
neither socially acceptable nor, I think, economically useful.

So that’s why we say to Bank of America, please try to maintain
this economic situation, the job situation, because it’s not simply
what it does to the bottom line or to the gross domestic product
that counts; we need to have some concern about equity.

As I said, I just hope that it will be understood in this context.
Nobody up here disagrees with the important role that banks play
in our free market system, but we hope that we would get a signifi-
cant understanding that increasing productivity and enhancing the
profitability of stockholders by itself is not enough; and if that’s all
that happens, you're going to see a movement in the country to-
wards a kind of economic disparity that, as I said, I disagree with
in terms of values, but I think has some economic negatives.

Mr. Chairman, I've overused my time. I appreciate the indul-
gence.

Chairman BACHUS. Thank you. I would like to confirm that when
you're disappointed, you do say so. I think that’s partly a Massa-
chusetts thing.

[Laughter.]

Chairman BacHUS. Mr. Capuano?

Mr. CapuaNO. Thank you, Mr. Chairman. I wasn’t disappointed
in the baseball scores this year, so that’s about it.
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Mr. Chairman, I have a few questions. Before I do, I want to
echo what Barney said about Ms. Finucane. She has a great rep-
utation. We're looking forward to her running this bank.

And I'm hoping that things smooth out because of your knowl-
edge of the region and the different culture that we may or may
not have. I have no proof whether we do, but I know our culture,
you know our culture; if it is different, I'm hoping that they listen
to you.

I'd also like to thank Mr. Campanelli. Again, as I said earlier,
I think Sovereign is one of the banks that has understood that.
They’re not a local bank, and I think that his predecessor, Mr.
Hamill, and Mr. Campanelli both have brought a knowledge of the
region that their bank has heard. As I said earlier, I think with
the Bank of America, the test is still out.

I just want to say for myself, the things I've been most concerned
with this merger are the lack of details that people can look at and
say, okay, this is what we can expect. If we don’t like it, fine; I can
see a reason people will disagree, and some people will never be
satisfied. I may even be one of them. But without detail, there is
nothing but questions and distrust; and for me, that’s been the big-
gest issue.

Part of that lack of detail has also been the suspect timing of
some of the announcements that may or may not have happened
otherwise. The fact that it just so happens you announced 300 jobs
here in Massachusetts last week when we’re having a hearing, it’s
nice, but it does raise questions. And I wonder, do we need to have
a hearing every week to get good news?

And the fact that we just get a three-page strategic business plan
this week, again, it’s a nice plan, it’s a good beginning; but do I
have to have a hearing next week to get the details?

So for me, it’s not so much that I'm capable—I think anyone here
is capable of questioning the substance or the motivation, as much
as we're not sure; and it just seems to have taken a long time to
make progress on that issue.

And I guess most notably, and I know that you've heard my
questions in the past, when it comes to the employees, I under-
stand that when mergers happen—I think we all do—in the real
world, that people lose their jobs. We know that. We understand
that. We understand the result of it.

But what I’d like to ask now, as I've asked in the past, without
getting down to every single individual job, can you tell us right
now, are the bulk, the major, the 99 percent of the merger-related
layoffs, are they done, or do we have more to come?

Ms. FINUCANE. They’re done.

Mr. CapUANO. Thank you. I think that’s important for the em-
ployees to know, especially in this season, for them now to go to
Christmas. Understanding that individuals can continue to be laid
off, and that five people, ten people are not the bulk, I really appre-
ciate that statement; and I think had it been made earlier by oth-
ers, that it would be done when we had X number, I think that
would have made a lot of employees in the region a lot more com-
fortable.

Relative to the plan that was released last week, I saw last Sun-
day, again, it is a fine first step. The numbers I'm not questioning;
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the intent I'm not questioning. But are there plans by the bank to
work out more detail, or is that it?

Ms. FINUCANE. There are more—should I answer that now?

Mr. CApuANO. Please.

Ms. FINUCANE. Yes.

First of all, in order to meet the goals that we've set, you've got
to meet with community groups, and you’ve got to work through
with them. The production itself, often what happens—in the case
of MAHA, they helped us with true production on the SoftSecond
program. In some other community development groups, they can
help us with true production.

In many cases, we have to deliver it through our banking cen-
ters, our real estate, ourselves; and we’re looking for partnership
in terms of identifying those opportunities. That goes on, not just
when there’s a hearing; it goes on every day, in every part of our
country, including throughout Massachusetts.

I think the real issue is—and we will report on that in as thor-
ough a manner as I think anyone could want at the conclusion of
a year, and that’s been the Bank of America practice for the last
few years. It’s worked very well in terms of they exceeded their
goals; they got an outstanding CRA rating. We will do the same
here, so that I think the specificity will all be there. It isn’t pro-
spective; it is reported on an annualized basis.

But that doesn’t mean that we’re not meeting with every commu-
nity group that we need to meet with in order to create that pro-
duction.

Mr. CAPUANO. But does that mean that the three-page document
that we have, will I see a ten-page document or a 20-page docu-
ment in the next month, six months, some period or do I have to
wait until we’re now working backwards to see whether you met
those numbers?

For instance, the questions I asked the last panel, who’s going
to get the money? Where is it going to go? What’s your definition
of affordable housing? How much is going to be leased? How much
is going to owned?

All those questions that are really too detailed to deal with now,
do we expect to see that, or are we going to have to wait for various
reports?

And I understand all the reports that banks have to do, and
that’s why they’re there. Do we have to wait for all those reports
to come in, and look retrospectively to say, oh, you met them? Or
can all the organizations, and more importantly, the constituents
I represent, who are looking for these things, will they be able to
say, okay, we know what the bank plans on doing this. Are we
going to work with the bank to help them reach their goals?

Ms. FINUCANE. I think it will be clear how to work with us. I
think that what you’re hearing from—and let me use MACDC as
an example—the specificity in which they would like us to lay out
by category, by microcategory, prospectively we will not be doing.

What we will be doing, though, is, remember that—and I don’t
mean to sound like a broken record here. Both companies had out-
standing CRA ratings. Both companies report out by category, by
LMI, by minority, by region, by MSA, on an annualized basis; and
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then we of course report with HUMDA and SBA, which we’re the
number one SBA lender.

We're also at 27 percent, I think it is, of LMI mortgage lending
in Massachusetts. This stuff is going on constantly, and we will be
working with the community groups to make sure that we can
meet those goals.

Our job is to maintain stronger relationships with even the peo-
ple that were here on this panel on a go-forward basis in order to
create production.

Mr. CAPUANO. I appreciate that.

Mr. Campanelli, my last question. I presume you sat in on some
of the negotiations relative to Sovereign, both the original ones and
the renegotiations?

Mr. CAMPANELLI. The vast majority.

Mr. CapuaNoO. Did those negotiations hurt you either financially
or socially or competitiveness?

Mr. CAMPANELLI. No; and it depends on how you characterize ne-
gotiations. We viewed them more as conversations, looking at
where we can do better, what was available within the community,
and how best to accomplish the objective and the goal.

Mr. CApuANO. Thank you very much.

Chairman BAcHUS. Mr. Watt?

Mr. WATT. Thank you, Mr. Chairman.

I was tempted to pick up on Mr. Capuano’s statement and sug-
gest that we might have a hearing in Charlotte if we can get three
or four hundred jobs created there; but I won’t go there.

[Laughter.]

And Barbara says she wants one in California.

Mr. MEEKS. You can’t bypass New York.

Mr. WaTT. Well, you already said New York is the center of the
universe for banking, so it’s not a big thing.

Mr. Campanelli, I'm going to ignore you for a little bit, but it’s
not because I don’t like you.

Mr. CAMPANELLI. That’s quite all right.

[Laughter.]

Mr. WATT. It’s because you don’t have any operations in my area,
so I'm going to Ms. Finucane here.

Process: The testimony of the witnesses on the first panel, you've
made some written commitments. There are some areas where you
have not made written commitments.

First of all, where there is no history of an apparent trans-
formative effect, as I have the benefit of having in my community,
do you view it as something that’s important to have written com-
mitments on other things, and will there be ongoing efforts to get
to written agreements, commitments, or is it just inconsistent with
your philosophy, you’ll wait until the end of the year, youll report,
you'll exceed maybe, probably, all of what you might have agreed
to do in a written commitment if you had agreed to do it in a writ-
ten commitment; but is there a philosophical objection to getting to
written agreements of some kind?

Ms. FINUCANE. First, let me address the issue of the panel.

We're familiar with the panel and have worked with each of the
members of the panel in the past, and we will continue to work
with the members of the panel. We respect their point of view. We
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respect their issues. We think that we can meet the need and con-
tinue a relationship without a written agreement.

In the past Fleet has had written agreements. I will tell you hon-
estly, in some cases, while we exceeded our overall goal of, in our
case it was $14.6 billion, in some cases there was a written agree-
ment of certain production in a certain geography in a certain cat-
egory that probably over a two-year period we should have ad-
justed, but one gets locked into these written agreements, and
there’s very little flexibility.

Secondly, Bank of America has had a very good track record,
without the written agreements, of delivering on everything they
had laid out. This isn’t just rhetoric; it’s a matter of the record.
And it isn’t just our record; it’s record by regulatory bodies and by
law.

So I think that for all of those reasons, we feel pretty com-
fortable.

I appreciate the fact that Bank of America is new to the region,
but many of us in this room and that are working with the commu-
nity groups are not new. I think if we were good for our word be-
fore, we are good for our word now. Also, our record shows it.

Mr. WATT. I'm probably the last person on this panel that ought
to be trying to pin you down on this, but I'd have to say you did
a good dance for me there.

[Laughter.]

Mr. WATT. Do I take that to mean that there will not be addi-
tional written commitments? I mean, it sounds like you’ve made a
commitment on the second mortgage fund. You've made public pro-
nouncements on the lending front.

Ms. FINUCANE. Right.

Mr. WaTT. For CRA purposes, where apparently there has not
been a written commitment of any kind, small business lending,
employment composition, racial composition, procurement, a criti-
cally important area; do I understand the bottom line to be, there’s
not going to be a commitment? It’s a “Trust me”?

Ms. FINUCANE. No, it’s not a “Trust me.”

First of all, we have made some commitments. The Bank of
America has made a commitment to, over the next few years—and
I'll give you a report card on this year—of reaching a 15 percent
goal of minority procurement.

This year we were—or 2003, which was the last full year we
could report on, it’s 9 percent. That’s 620

Mr. WaTT. That’s a global commitment?

Ms. FINUCANE. Nationally. But I'll get to——

Mr. WATT. That’s a national commitment, and what I'm hearing
from the local folks here is, we can’t do this globally; we've got to
do it community by community. Is there a problem with that?

Ms. FINUCANE. Well, no; but if I could, in the Northeast alone,
just by way of example, Fleet had, in 2003, spent $50 million on
procurement with minority vendors. In the Northeast, Bank of
America did $100 million.

So I think it’s reasonable to expect that we will do better as a
combined bank than we did as Fleet alone, and that is in the
Northeast itself.
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In terms of statistical numbers, which I hesitate to refer to—and
I do have them on a national basis; I don’t have them for Massa-
chusetts, although we have had conversations with Juan at the
local NAACP on numerous occasions—our numbers, and this is the
September filing, our total work force was 68 percent women, 42
percent people of color. And to use that, sort of another outlook at
that, for the vice-president level and above, 46 percent were
women, and 22 percent were minority.

So from a global perspective, those numbers are very good. I
don’t have them for Massachusetts in any kind of recent form.

I need to state that we deeply appreciate the need for oppor-
tunity for all our employees, and we seek to have a diverse work
force that reflects the communities in which we work and live.
That’s good for business.

We have a diversity council; we have a hiring practice that seeks
a diverse candidate base for almost any job that we have. Fifty per-
cent of our people that we’ve hired in our branches in the last two
years, 50 percent of them are bilingual. I cannot tell you what an
effort we try to make in terms of diversity, not only in terms of our
employment base, but reaching out to the community.

Mr. WATT. I think the concern is, you're talking about perform-
ance, and other people are asking you about commitments; and
those people are people who don’t have the history, necessarily of—
I mean, I hope that you will consider, at least in the procurement
area, and you said there’s somewhere written down, a 15 percent
commitment.

Ms. FINUCANE. There is a commitment to 15 percent.

Mr. WATT. In this area, or globally?

Ms. FINUCANE. Globally. But I want to give by example, just to
use the Northeast, which was in the last few weeks the most nar-
row we could break it down, Bank of America spent $100million on
the diverse supplier list, where Fleet had done $50 million.

So frankly, it’s clearly an improvement and one that I think will
bode well for the future. We're going to do it for Mass. Will we do
it for each state? I don’t think so. Will we do it by region? We will
try to do that, to give some specificity.

In terms of agreement, just a final thing. Sometimes this is an
issue of language. Each of the people that we deal with in terms
of community groups, in essence, there’s a form of an agreement
with many of these groups because the community groups help us
deliver on our promises. But it’s a focus on production rather than
a prospective ideology.

Mr. WATT. Thank you.

Chairman BAacHUS. Mr. Meeks?

Mr. MEEKS. Thank you, Mr. Chairman. I'll be brief, and I think
I'm learning from some of the Massachusetts people here. All poli-
tics is local, and I don’t know whether you're equipped to answer
these questions. Just a couple questions real quick now, but they're
going to pertain to New York.

Ms. FINUCANE. Okay.

Mr. MEEKS. I understand that Bank of America is in the process
of building a large tower in Manhattan very shortly.

Ms. FINUCANE. Yes.
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Mr. MEEKS. So my question is, do you know whether or not Bank
of America has, or will have, a minority business component to go
along with the construction of that building, where there will be
minorities that will be involved on the construction phase of the
building?

Chairman BAcHUS. I thought he was going to ask for two more
stories on the building.

[Laughter.]

Ms. FINUCANE. Well, we are not responsible for the actual con-
struction of the building. That is—I forget the name of the firm.
I'm sorry; I don’t recall the national developer’s name, but we are
not handling the construction of the building.

Mr. MEEKS. But they’re contracted by you? It’s been my experi-
ence in New York, any time we’ve had a major corporation, for ex-
ample, with American Express, after 9/11 they were redoing their
building, and there was another contractor, but they told their con-
tractor they wanted to make sure that there was a minority busi-
ness component of the construction of the building. Because again,
it reflects upon them.

Ms. FINUCANE. Right.

Mr. MEEKS. So I'm wondering if there’s a similar type of at least
a direction in which the Bank of America is moving with reference
to this construction of this large tower.

Ms. FINUCANE. Well, we certainly support opportunity, and given
that we’re neither doing the construction nor are we the developer
of it, we're a few sort of businesses removed; but I will look into
that. I'm sorry; I just can’t

Mr. MEEKS. I understand. Please look into it, because I can tell
you that a number of us, we’ll be reaching out to you, but we’ll also
be reaching out to the contractor.

Secondly, the local concern that I have, Fleet had a large pres-
ence in my district, and was doing a number of things there, had
a number of individuals that were employed there. I think totally,
though, Bank of America at the time only had about 40 to 43 peo-
ple that were employed in the district.

I was wondering whether or not, with the merger, whether or not
Fleet will be looking to do additional business in a district like
mine—I'm in southeastern Queens, which is basically really kind
of a middle-class community. So I was wondering whether or not
there’s any plans to expand in communities like mine since this
merger, but particularly since Fleet had such a large presence
within the district.

Ms. FINUCANE. Well, Bank of America has not only the capacity
but the desire to build out in New York City in a more aggressive
way than Fleet would have been able to do. So we have already
opened six new banking centers in the Manhattan area; we're look-
ing at other opportunities throughout New York City.

I can’t speak with specificity about your district, because I don’t
know whether we have a banking center planned; but I can tell you
that we are looking to expand our presence in New York. Unlike
New England, we do not have a number-one presence in terms of
market share in New York, and we’re eager to get there.

So I think that we would be most anxious to continue a dialogue
with you.




52

I know that you can expect that in terms of employment levels,
philanthropy and community development, those will all improve
in the next months and years to come.

Mr. MEEKS. Very good. I definitely would like to have that dis-
cussion, because unfortunately what has happened—and Fleet was
the one that was really kind of taking up some of the slack—there
was not the kind of presence given the economic impact that the
community had, particularly on a commercial level with commer-
cial development in the community. So I would love to be able to
follow up with you to have a conversation with regards particularly
to southeastern Massachusetts and Queens.

Ms. FINUCANE. Thank you.

And Congressman, I would like to address a comment you made
earlier in your questioning of the community groups about financial
literacy. Just as an example, we've put more than $6 million into
the issue of financial literacy. I think that most financial institu-
tions, I'm sure Sovereign agrees, all of us feel that we need to do
more in the area of financial literacy.

Mr. MEEKS. Thank you for that, and I'll be looking for you to
come and help out some of our schools in southeastern Queens.
Thank you very much.

Chairman BACHUS. Ms. Lee?

Ms. LEE. Thank you very much. Thank you, Ms. Finucane, for
your testimony.

I'm glad to hear of the $100 billion commitment here as it relates
to CRA. I'm trying to reconcile what I heard from Mr. Cofield in
terms of, it seems like there’s some disconnect here. He indicated
that he only heard and had some refreshing discussion very re-
cently, last week, with regard to what is taking place and what the
plans and commitments are.

So again, going back to associating itself to Mr. Capuano’s re-
marks, what is it going to take? The NAACP is a very important
organization, and if they have only had recent discussions, what
can we do to make sure that those discussions are real and con-
tinue? That’s the first part of my question.

The second is, you mentioned that Bank of America is the num-
ber-one mortgage lending institution to minorities. Could you verify
that for California for me, please? Because from what I remember,
the last report that I saw was very dismal in terms of B of A and
its lending to minorities; but I may be wrong. I'd like to verify that.

And thirdly, with regard to minority and women-owned busi-
nesses—I was a former small business owner; I was in business
eleven years prior to coming to Congress—and just listening to Mel
Watt and talking about written agreements, I had to have written
agreements for everything I did; everything. There was no way I
could function without a written agreement. Not just contractual,
but every move I made had to have a written agreement. But I
guess the rules are a little different for the small businesses.

But I'm looking at the breakdown that you provided subsequent
to Congressman Frank’s request with regard to minority and
women owned businesses, and I want to ask you, is this a national
chart that you provided? You had 511 African-American suppliers,
59 Asian-Indian

Ms. FINUCANE. Yes.
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Ms. LEE. That’s national.

Ms. FINUCANE. Yes.

Ms. LEE. And 519 Hispanic. Last year is 9 percent?

Ms. FINUCANE. 2003.

Ms. LEE. 2003 is 9 percent, and you’re hoping to get to 15 per-
cent next year?

Ms. FINUCANE. Actually, no; I think it’s in 2009.

Actually, in 2004, my guess is that our number, our percentage,
will look lower, because the denominator will be higher, because
we'll have the combination of Fleet and Bank of America. So the
actual dollars spent with minority suppliers will go up; but because
the denominator is bigger, the percentage will look slightly lower.

Ms. LEE. It just looks like a very small number of suppliers that
you have nationwide, so I'll be very interested to see the dollar
amount. Maybe the dollar amount doesn’t support an additional
pool of minorities.

Ms. FINUCANE. It is 625 for 2003.

Ms. LEE. 625——

Ms. FINUCANE. Million.

Ms. LEE.——million? Out of what, in terms of total suppliers.

Ms. FINUCANE. Out of the base, I'm sorry; I don’t know. We could
provide that to you.

Ms. LEE. Could you provide that for us, please?

Ms. FINUCANE. I can provide to you in terms of where we stood
in terms of mortgage lending in California. In California, we’re
number three.

Ms. LEE. You're number three in California?

Ms. FINUCANE. Yes.

Ms. LEE. Do you have the breakdown in terms of the percent-
ages.

Ms. FINUCANE. I don’t here today.

Ms. LEE. Would you get that?

Ms. FINUCANE. Sure.

Ms. LEE. Because I just want to verify this, because the gen-
eral—and again, it’s based on the report we saw several, about a
year or two ago, the numbers had seemed to be, for African-Ameri-
cans 2 to 3 percent.

Ms. FINUCANE. Okay; we’ll look into that.

Ms. LEE. It was very low.

Ms. FINUCANE. I do want to speak to Mr. Cofield’s remarks inso-
much as I'm sorry you only found them productive in the last week
or so, but we have had conversations for the past year through the
local NAACP and then an association, a coalition that’s associated
with it. So the dialogue continues.

Ms. LEeE. I think his point was, though, it was not a definitive
dialogue; it was finally beginning to become a dialogue.

Ms. FINUCANE. Right. Well, I appreciate that.

Ms. LEE. Thank you very much.

Chairman BacHUS. Thank you.

Mr. Tierney, it’s your time to wrap up and summarize.

Mr. TIERNEY. Thank you. I feel a little bad for Mr. Campanelli
here, but I don’t think he feels too bad about it.

[Laughter.]

Chairman BACHUS. I haven’t heard him complain.
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Mr. TIERNEY. I haven’t heard him complain, either; and I'm not
going to break the pattern here.

It’s safe to say that the folks that Sovereign has working up in
the northeastern part of the state certainly are doing a great job,
and we appreciate that, both with the local and small business
community and the community at large; so thank you on that.

Ms. Finucane, I just want to nail down some aspects. It looks to
me, or sounds to me, as if the concern that Bank of America has
about specificity is that there will be some resulting litigation, or
if not litigation, confrontation about not having met specific exact
details down there; that you feel you can meet general firm things,
but geographically there might be a little difference in the way
things result or things like that. Is that part of the hesitation?

Ms. FINUCANE. No. Really, the hesitation is that I would say we
would like some flexibility, because what happens—I don’t think it
will be litigation, by the way. It’s a matter of, you seek some flexi-
bility so that as you see opportunity, you can take it. And I don’t
mean just——

Mr. TIERNEY. I hear you, but can’t you—how is it that Citizens
can do it and Sovereign can do it, and the Bank of America can’t
come up with some sort of a written agreement setting forth spe-
cific goals with some flexibility in it? I think you’ve got smart law-
yers and negotiators.

Ms. FINUCANE. I think we have it. Our written agreement is that
we will do $750 billion; $100 billion a year and $8.4 billion in the
next three years in Massachusetts

Mr. TiERNEY. I think you know what I'm saying. It’s not specific
in terms of what the advocacy groups are looking for, nor even rea-
sonably in that direction. Apparently Mr. Cofield felt that you
didn’t get to the national global figures until last week; so while
you may have had a lot of conversations over the period of time,
you’re just getting to the global figures. There’s some frustration
that I sense on that, that you couldn’t have gotten there sooner and
down to a more specific level locally here at a quicker pace.

Ms. FINUCANE. I appreciate what you’re saying, Congressman.
We did provide these global numbers before. I think he was speak-
ing about more specificity in terms of a relationship going forward,
and an advisory role that he feels that the local NAACP could play.
So I think he was speaking more specifically. The numbers have
not been unclear.

Just to repeat, 'm not being—this isn’t rhetoric. We have broken
it by state, by category within the state, and the difference between
what our previous commitment was and our current commitment,
and what improvement that would be. I think we have a game plan
for how we will get there.

What we haven’t done is given, by category, a prospective by cat-
egory, by geography, some of the categories that some of the com-
munity groups would like; and they’re not all in agreement on what
they would like.

Mr. TIERNEY. I understand. Is there any other aspect of your
business that you don’t look prospectively forward and set out some
written goals with a certain degree of specificity?

Ms. FINUCANE. We have written out prospective goals with speci-
ficity. I think the disconnect is the kinds of commitments and the




55

kinds of reporting they would like us to do. We want to report it
at the end of the year

Mr. TiERNEY. Well, that wouldn’t be very prospective.

Ms. FINUCANE. But the prospective is that we’ve laid out the cat-
egories, the increase in the categories, and the fundamental ways
that we will get there.

Mr. TIERNEY. And they want?

Ms. FINUCANE. They want greater specificity. They basically
want—I think to be fair, using retrospectively what we’ve seen
other banks do or that we’ve done ourselves, it’s very cumbersome.
If you're doing it—the amount of money we will spend in these cat-
egories far outweighs what any other bank in the region will spend
in these categories.

Mr. TIERNEY. Have you seen the models that the witnesses have
talked about in terms of what Sovereign has done in reaching an
agreement with them?

Ms. FINUCANE. No.

Mr. TIERNEY. Maybe it would be instructive to take a look at that
and see if there’s some objection that Bank of America has that you
couldn’t get close to that model. It seems to me, if other banks can
do it, then—and not having looked at it for Sovereign Bank, Bank
of America objecting to something they’re not even clear on what
it is that they might accomplish and might get to some point of
agreement with.

Ms. FINUCANE. I think we’d be happy to look at those. We cer-
tainly have in the past with Fleet, and so has Bank of America.

I just would repeat, it isn’t as if we’re talking about two banks
that haven’t done well at this.

Mr. TiERNEY. No; and please, I don’t mean to interrupt. You've
said that over and over again, and I think everyone in the room
gets the point.

Ms. FINUCANE. I hope so.

Mr. TIERNEY. I hope so, too. But I don’t know if Bank of America
is getting the point——

Ms. FINUCANE. I think we are getting the point.

Mr. TIERNEY.——that it is quite possible to do a prospective
agreement with more specificity than it has.

And now, to get back to the original point, is it attitude, or what
is it that makes the bank so stubborn in saying it doesn’t want to
get to that point?

Ms. FINUCANE. It’s not attitude. It’'s a matter of, in terms of good
business—I think the thing is, in terms of the agreements, there
are many organizations we will do very specific agreements with in
order to produce the results that we need.

These are coalitions of community groups that want various
steps to be taken, various iterations on the reporting. You spend
a lot of time doing that and maybe less time doing the production,
and when you produce much more than any other company can do,
I think there’s a value to that, too.

Mr. TIERNEY. Did you have those kinds of agreements with Fleet
and these organizations?

Ms. FINUCANE. Yes.

Mr. TIERNEY. So it’s not impossible to do it; you've done it before?

Ms. FINUCANE. Right.
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Mr. TiERNEY. Can you explain for me the reasons, what went
wrong with those agreements that would encourage you not to
want to enter into them as Bank of America?

Ms. FINUCANE. I don’t think it’s a matter of what went wrong.
This is a different business model.

Mr. TIERNEY. In what way?

Ms. FINUCANE. The different business model is that we will lay
out our goals, we will

Mr. TIERNEY. Without specificity?

Ms. FINUCANE. No, I think there is specificity. I think that we
do have more specificity than you’re appreciating here in this room.

Mr. TIERNEY. Do you have more specificity, in Bank of America’s
view, than you did when you had Fleet?

Ms. FINUCANE. No.

Mr. TIERNEY. And you say that your new business model pro-
hibits you from getting the kind of specificity you had in the Fleet
agreements.

Ms. FINUCANE. No, I don’t think it’s a matter of prohibiting. I
think it’s a matter of, we feel we can deliver on this. We think that
in working with the community groups, we will meet and exceed
our goals; and we will have a track record from both companies to
have done that.

Mr. TIERNEY. Thank you.

Chairman BAcCHUS. Thank you. I appreciate it, folks, your testi-
mony.

Mr. Campanelli, is there anything you’d like to add?

Mr. CAMPANELLI. No; I appreciate the opportunity to speak be-
fore the Committee, and it’s really the results of all our team mem-
bers that allows us to accomplish what we’ve done. We look for-
ward to continue being a responsible corporate citizen. Thank you.

Chairman BAcHUS. Thank you. I appreciate both your testi-
monies. Very instructive.

Ms. FINUCANE. Thank you.

[Pause.]

Chairman BACHUS. At this time we will reconvene with our third
panel, which is made up of elected and state officials. This time,
Mr. Frank is going to introduce the third panel.

Mr. FRANK. Thank you, Mr. Chairman. I’ll do it in the order that
they’re seated.

First is Representative John Quinn, who is someone I work very
closely with, both on banking issues, and also he is in my district
and is a great expert on fishing law. So John Quinn has been a
great representative of the fishing industry, and I'm glad to have
him here.

Next to him is Senator Andrea Nuciforo. People should know, in
Massachusetts, the legislative committees are joint committees;
and they are co-chairs of the Committee on Banks and Banking, is
it still called, in Massachusetts. Senator Nuciforo represents west-
ern Massachusetts, and between them they have a very distin-
guished record, including the passage in Massachusetts of, I think,
a very good predatory lending law that I hope we will take a look
at. It’s close to the law of South Carolina, and I think serves as
a good national model.
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Finally, Commissioner Steven Antonakes, who is a bank commis-
sioner. We have a very strong commission in Massachusetts of
bank commissioners who have been both fully appreciative of the
importance of the banking industry and respectful of the rights of
consumers. I understand how they go together, and Commissioner
Antonakes has continued in that tradition, so I very much appre-
ciate them.

We have, of course, Massachusetts laws that are applicable. One,
in fact, that has been alluded to—and people should be clear it’s
a Massachusetts law—when there have been various references to
the $18 million that Bank of America put into this entity known
as the Massachusetts Housing Partnership, that’s pursuant to a
Massachusetts law which says that if you are going to have this
change of ownership, a certain percentage of the assets have to be
made available for affordable housing. It’s been a very useful law
and has produced a good deal of money. Sovereign obviously com-
plied as well.

So I am very grateful to these three gentlemen for joining us.

Chairman BacHUS. Thank you.

Having been a Member of the State Senate of Alabama, I am
aware that being a State Legislator is a demanding and difficult
job. In many respects, it’s more difficult than being a Member of
Congress, so I commend you with the job you're doing.

At this time, we will start with Mr. Quinn.

STATEMENT OF JOHN F. QUINN, REPRESENTATIVE,
MASSACHUSETTS STATE HOUSE

Mr. QUINN. Thank you very much, Mr. Chairman and the other
Members.

I first want to thank you as well as my Congressman, Congress-
man Frank, for being at this hearing here and the fine work you
do. Particularly, as Congressman Frank said about my fishing con-
nections, not only does Congressman Frank do a lot of work on the
banking and financial services; he does a tremendous job on behalf
of our area of the state.

Obviously, it’s been a long and busy day, and a long and busy
year in Massachusetts and the country regarding mergers and ac-
quisitions; and unfortunately, I think there’s really no end in sight.
In Massachusetts there’s over 300, or 200 banks here and certainly
the bigger-is-better strategy of banks. I think the issues we’re dis-
cussing today are not just appropriate for today, but for five years
and ten years and twenty years from now. It’s great and very im-
portant that we’re here.

I think it’s important to distinguish between really two types of
mergers. We're fortunate, or unfortunate, to have had both those
types in Massachusetts.

One, the mega-merger, where I would put the B of A/ Fleet, in
which it’s got statewide implications. They've got branches all
across the state; and if there’s going to be some negative impacts,
they’re balanced and spread out across the entire State.

The second is one such as the Sovereign/Seacoast, which occurred
in my district and Congressman Frank’s district, which is a high
concentration of impacts. And I must say that in the Sovereign
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issue, over 300 jobs were taken out of the center of our major city
of New Bedford, as well as the closing of 12 branches.

Through that process and through participation in those two
hearings in Massachusetts, I think I've learned, I think, that
there’s two or three holes in the approval process in the state,
which is actually quite similar to the federal approval process. So
the remarks I'm going to make are going to be applicable to both
the state and federal approval process.

Number one—and we've heard it time and time again—not
enough information provided at the approval hearing with not
enough specifics. And I want to compare and contrast the Sov-
ereign versus Bank of America mergers.

The Sovereign merger, I'm amazed I'm actually going to com-
pliment them for laying off 300 people in my district; but the issue
of process, days before the merger, hearings occurred. They had a
plan to lay off 300 people, they had a plan to close twelve branches;
but they also had a plan to retrain people and put them into other
jobs in the system. They came actually to downtown New Bedford
in the shadow of the headquarters that they were going to close
down, and said to the people of southeastern Mass., this is what
we’re going to do.

Did we like it? No. But they were up front, told us what was
going to happen, and we could plan for that impact.

Compare that, I think, with the Bank of America hearings, in
which we've gone around and around and what was said and by
whom and whatever else.

I appreciate the statements today, and I appreciate what’s hap-
pened over the course of the last couple of weeks of three major an-
nouncements of bringing new jobs here, but there was no sugges-
tion that there was going to be a several-thousand-dollars dip in
employment levels in New England that would rise again in the
first quarter of 2006. I think we all understood that that may
occur, but I wish it was up front that we were told, and we could
have planned for it.

The definitions of what a headquarters means, and what cus-
tomer facing positions mean, those were all talked about after the
hearing. Sovereign told us about it before; Bank of America after.

And like I say, I want to commend the steps that Bank of Amer-
ica has taken over the course of the last couple weeks; but I think
two things caused that to happen: one, this hearing, and the second
was the meeting which Congressman Frank and Congressman
Capuano called for on a summer day in September, in the Newton
Town Hall, in a hot stuffy room in which the entire Congressional
delegation was there, and the two of you guys said, this is not what
you said you were going to do. And lo and behold, a couple weeks
later, they moved the wealth and investment management division
to Boston.

It’s unfortunate that had to occur. We're here where we are, and
hopefully prospectively things can occur and we can have a positive
relationship.

But comparing those two approaches, I think it’s so important up
front to get the specificity and the commitments.

And the second, the two combination issues that I want to talk
about in closing, there’s no mandatory mitigation plan required at



59

the state or federal level, and there’s really no enforcement mecha-
nism for third-party agreements.

I've written down all the statements that have been made here
today by Members and by people in the audience: binding obliga-
tion, non-binding obligation, unenforceable contract, local pledges,
moral commitment, oral commitment, public commitment, written
contract, and my favorite one, it’s a floor, not a ceiling, when they
talk about employment levels.

What’s so wrong with writing something down and sticking to it,
at all levels of this? Is it that bad to write something down? You're
going to go over to an advocacy group and say, if you testify favor-
ably, this is what we’re going to do? Is it so wrong to write some-
thing down instead of using nuances and semantics of what a word
means? I think not.

We've heard a lot today about this wonderful program, the Mass.
Housing Partnership program. As Congressman Frank said, it’'s a
state statute in Massachusetts, which I would strongly urge you
look at the federal level.

I know the industry says, oh, it’s a taking or it’s a tax. This
passed in 1990 in Massachusetts. There have been 33 bank merg-
ers in Massachusetts since 1990 with almost a billion dollars—one
billion dollars—of loans made available through this program. It
certainly didn’t hinder or deter any mergers.

What I proposed, and Senator Nuciforo and I have filed some
state legislation, and I would hope you would consider it at the fed-
eral level, is, have what’s good for housing or good for economic de-
velopment, and backfill in the jobs that are lost. So there also
should be a commitment, not a grant, but act as loan money, small
business money. So we proposed an entity called the Mass. Devel-
opment Financing Agency, having a similar commitment made to
them.

So it’s in statute. It’s not a nuance or semantic words; it’s in stat-
ute that that money will be available.

So again, I want to thank you for having this hearing here; and
in closing, I think it’s important that these mergers have unique
impacts on our communities.

The distinctive character of banking requires that a potential
loss due to mergers be given careful consideration as to those as-
pects I talked about. I hope we’ll work hard on the state level to
try and impact those, and I urge you to consider in particular that
Mass. Housing Partnership, 1 percent or whatever it is. $1 billion
in Massachusetts ought to be good for economic development as
well.

Thank you.

Chairman BacHUS. Thank you, Representative.

[The prepared statement of Hon. John F. Quinn can be found on
page 321 in the appendix.]

Chairman BAcCHUS. And Senator Nuciforo.

Mr. NUCIFORO. Nuciforo. That’s how they say it in Rome.

Mr. FrRANK. Tell me how they say it in Rome, Georgia.

[Laughter.]

Mr. NUCIFORO. I don’t think I could master the accent, Mr.
Chairman.
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Chairman BAcHUS. I'll tell you what: I won’t try to master yours
if you don’t try to master mine.

STATEMENT OF ANDREA F. NUCIFORO, JR., SENATOR,
MASSACHUSETTS STATE HOUSE

Mr. Nuciroro. Thank you.

For the record, my name is Andrea Francesco Nuciforo, Jr., and
I hail from the western part of Massachusetts. I serve in the state
Senate here in Massachusetts, and have served in the Senate since
1997.

For the last five years or so, I have also served as the co-chair
on the Committee of Banks and Banking. I serve along with John
Quinn, who just testified. We both serve, and have for a number
of years now served, as Chairmen of that Committee.

I'd like to thank you personally for being here, and certainly to
Congressman Frank, who’s the Ranking Member, and other Mem-
bers of the Committee. It’s wonderful to have the hearing here. It
gives Members access and the public access to this kind of pro-
ceeding that we wouldn’t normally have.

I have already submitted written testimony, so I'm not going to
read that. What I will do is summarize some of that briefly and ad-
dress some of the points that have been raised by members of the
panel previously and by some of the Congressmen that are here.

We have a pretty good idea about what is concerning commu-
nities, and the issue is employment. There are other issues that
we’ve heard about, housing and CRA and the like, but the issue
we’re here really to talk about is the issue of employment.

We’ve had now a perspective of going through the ’90s and now
the last four or five years; and we know that when you have big
bank mergers, you see some pretty big losses in employment. We
can have lots of discussions about what brings that about, but
there is some pretty strong evidence that these losses in employ-
ment are direct results of these mergers.

I have here in my hand a report. It’s an excellent report that was
done by the Center for Policy Analysis down at UMass Dartmouth
in southeastern Massachusetts, and it was prepared by a professor
there named Clyde Barrow. I have a number of copies of this avail-
able if Members of the Committee would like to see it. But this is
excellent, and I would like to just quote some of the things from
the executive summary here.

This report has to do with the southeastern part of Massachu-
setts, where John Quinn hails from, and this is the New Bedford
and Fall River area that Congressman Frank represents.

Between 1993 and 2003, total southeastern Massachusetts em-
ployment in the banking industry dropped by 31 percent. 31 per-
cent; those are numbers like what has happened in fishing over 20
or 30 years.

Most job losses in the banking sector are directly attributable to
mergers and acquisitions over the last ten years, and we know
what these numbers are in that particular area.

In 1995, when Fleet came together with Shawmut, there were
179 employees who lost their jobs.

In 1997, two years later, when Bank of Boston got together with
BayBank, there were 100 employees who lost their jobs then.
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Then two years after that, in 1999, Fleet and BankBoston got to-
gether, and that year Citizens and U.S. Trust got together; and
those two mergers combined to cost 500 employees their jobs.

So in four years alone, in that distinct part of Massachusetts,
some 800 people lost their job; and that’s going up to 2003.

2004 came along, and in 2004, Sovereign and Seacoast Financial,
350 employees. Fleet Boston with Bank of America, we’re thinking
500 or so employees. Now, those numbers have changed, and I’ll
talk about that in a minute. And we also know that Webster Fi-
nancial got together with First Fed America down in Swansea, and
there was a 20 percent job loss there.

So we know the facts, and the facts are that when these big
mergers take place in our communities, there are big job losses
that result.

Now, while that has been a constant, there’s another very sub-
stantial constant that we know about bank mergers; and this is
something Congressman Frank talked about not long ago. We know
there are spectacular executive compensation packages that come
along with these deals.

Now, the eye-popping numbers back in ’95, when the Shawmut
deal happened, were $2 million. Those numbers have gone up sub-
stantially. They’re $12 million or $15 million or $17 million or $20
million executive payouts. Those are good numbers; they’re big
numbers.

And this, I think, touches on the point that Congressman Frank
made a moment ago. We know that there are incredible efficiencies
that are created by these mergers. We know that by using automa-
tion and using technology, there are big efficiencies and the share-
holders are rewarded. But we have not seen those rewards go to
people that are down below, and that is my concern.

It’s not surprising, or we shouldn’t be surprised to know, that
when the Federal Reserve Board allowed the approvable of this
most recent deal between Bank of America and Fleet, there was
only one passing reference, in a 58-page opinion, to employment.

We shouldn’t be surprised, because the Bank Holding Companies
Act doesn’t require that you look at employment. It should. Be-
cause we've seen these kinds of substantial impacts on employment
in our communities, I do believe that this Committee should act
and that Congress should act and that we should have an amend-
ment to the Bank Holding Company Act; and that amendment
should require that, as part of the approval process, we should add
another factor for the Federal Reserve Board to consider, and that
factor would be the employment impact, short-term and long-term
impact on employment in the affected communities.

I'm not going to go on at any greater length, other than to say
that I'm really pleased that youre here, and that you’re here to
hear from us on the state side, because we have watched, as a mat-
ter of state law, some smaller mergers; but these mega-mergers
have had dramatic impacts on our communities, and I hope you
take into consideration some of the comments we’ve made.

Thank you.

[The prepared statement of Hon. Andrea F. Nuciforo, Jr. can be
found on page 311 in the appendix.]
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Mr. FRANK. Mr. Chairman, before we proceed, could I ask the
others to consent to put that very good report from Clyde Barrow
into the record.

Chairman BACHUS. Yes, hearing no objection.

Commissioner?

STATEMENT OF STEVEN L. ANTONAKES, COMMISSIONER OF
BANKS, COMMONWEALTH OF MASSACHUSETTS

Mr. ANTONAKES. Thank you.

Good afternoon, Chairman Bachus, Congressman Frank, Mem-
bers of the Committee and staff. My name is Steven Antonakes,
and I serve as the Commissioner of Banks for the Commonwealth
of Massachusetts. Thank you for the invitation to testify today. I
have submitted written testimony which I'll be summarizing this
afternoon.

Massachusetts has a longer history than most in experiencing
interstate transactions, having passed the first regional interstate
banking act in 1982, and a nationwide interstate holding company
law in 1990.

Four years later, Congress passed Riegle-Neal, providing for na-
tionwide banking. Massachusetts adjusted its law accordingly in
1996. Accordingly, the rules for nationwide holding company acqui-
sitions have essentially been well-settled since 1990.

The Massachusetts state bank holding company act requires
bank holding company transactions to be approved by the Com-
monwealth’s Board of Bank Incorporation. I chair this three-mem-
ber board, which also includes the Commissioner of Revenue and
the State Treasurer.

The law applies to all acquisitions of Massachusetts holding com-
panies as well as banks, regardless of whether the bank is state
or nationally chartered. This provides a significant benefit of local
review of certain transactions that would otherwise only require
federal approval.

Massachusetts statutory approval requires the Board to deter-
mine that competition is not adversely affected and whether or not
public convenience and advantage will be promoted. This includes
a determination of net new benefits, such as initial capital invest-
ments, job-creation plans, consumer and business services, and
commitments to maintain and open branch offices.

Other factors considered by the Board include the CRA rating of
each bank or its subsidiary. In addition, as has been referenced
several times today, the law requires the bank holding company
pledge .9 percent of the assets located in the Commonwealth to be
made available for low-cost loans through the Massachusetts Hous-
ing Partnership Fund.

Not unlike the rest of the country, Massachusetts has seen sub-
stantial consolidation within the banking market during the past
20 years. Nevertheless, the number of jobs tied to the Massachu-
setts banking industry has increased during this period.

Consolidation has allowed banks to grow stronger, thereby allow-
ing banks to be more competitive, add branch offices, and add addi-
tional lines of business. This, in turn, has allowed banks to in-
crease their employment bases over time despite cases of initial
layoffs following mergers.
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As a result of nearly 20 years of consolidation, however, a bifur-
cated system has emerged, both locally and nationally, which gen-
erally includes a small number of very large banks operating on a
nationwide basis, and a large number of small community banks.
The existence of very large banks has been authorized by federal
and state law as legislators and regulators recognize that there
could be benefits if, like other financial service entities, the bank-
ing system operated on a nationwide basis.

I appreciate and recognize the Committee’s decision to take time
and understand the impact of these laws, regulatory approvals, and
consummated mergers on all interested parties. I also encourage
the Committee to consider what needs to be done at the federal
and state level to foster a banking system that remains receptive
to both large nationwide and smaller community banks.

Certainly, a significant benefit exists in maintaining the current
level of banking choice. Allow me to briefly share with you some
of my thoughts on how to best position our community banks to be
able to effectively compete against larger nationwide banks to en-
sure that consumers continue to enjoy the advantage of multiple
banking options.

First, regulators and state legislators need to ensure a competi-
tive environment exists for our state-chartered banks. This can be
accomplished by ensuring that the state banking code is regularly
updated and does not place state-chartered banks at a competitive
disadvantage.

In addition, state banking departments need to increase effi-
ciency and ensure that they complete their supervisory duties while
minimizing examination-related regulatory burden.

Second, regulators, state legislators and Congress need to recog-
nize the overwhelming and growing compliance burden on the
banking industry and its disproportionate effect on smaller institu-
tions. For community banks, the costs to comply with the litany of
federal and state laws and regulations threaten not only their abil-
ity to compete with their larger counterparts and serve customer
and community needs, but also threaten their own viability.

Third, thought should be given to requiring that community
banks receive preference in the process to purchase or lease
branches closed or divested as a result of a bank merger. This will
allow community banks to expand their branch networks, maxi-
mize banking choice, and perhaps provide continuing employment
opportunities to existing branch personnel.

And finally, Congress needs to continue to be vigilant relative to
the efforts of federal bank regulatory agencies to preempt state
consumer protection law. We should question what public policy
goals such actions further. If federal preemption efforts continue,
not only will consumer protection efforts be weakened, but feder-
ally chartered banks will gain an even greater advantage over
smaller state banks, resulting most likely in the end of the commu-
nity banking system as well as the nation’s century-old dual bank-
ing system.

Thank you very much.

Chairman BacHUS. Thank you.

[The prepared statement of Hon. Steven L. Antonakes can be
found on page 82 in the appendix.]
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Chairman BACHUS. At this time, I'm going to yield to the Rank-
ing Member. I'm also going to surrender the chair to him, which
is permitted by our rules. You don’t often see it, but you will today.

Mr. FRANK. Again, I thank you. The Chairman of the hearing
came from Alabama yesterday, and is going back today, and I very
much appreciate his making this possible. If the majority had not
cooperated, we couldn’t have had this hearing. Thank you.

Chairman BACHUS. And it is something that affects all of us; and
from a business standpoint, we do—efficiency of scale is just some-
thing that businesses do, so it’s something you almost expect them
to do, to make these combinations when they create efficiencies.

It is hard on the communities, and it’s hard on us, to see our
local institutions in many cases be absorbed by institutions which
are not locally owned. And it is something that is an issue; it’s a
growing issue across the country as we have more bigger banks.
We have three that have almost 10 percent of the deposits now.
And while we are creating many smaller banks as a result—and
that’s what often happens, is people want a local bank.

But it’s something that we’ll be dealing with for years ahead. We
appreciate your input and your continued input, and look forward
to working in a bipartisan way to see that the consumers and the
communities benefit from whatever the path that banking and fi-
nancial services goes now.

Mr. FRANK. Thank you.

I thank the Chairman as he leaves, and you can be sure that the
hearing is not going to go on too much longer because I have to re-
turn this to Tom DeLay by 5:00.

[Laughter.]

Mr. FRANK. [Presiding.] I want to begin with a couple of points
of strong agreement with Commissioner Antonakes.

The last point he raised is really the subject for another set of
ears. There is a pending action actually already taken by the
Comptroller of the Currency preempting a wide range of state laws.

The problem is that the Comptroller of the Currency is not
equipped to do a lot of the consumer enforcement. Indeed, we've got
a very interesting issue of that sort that I'll be addressing later;
but our Attorney General, Tom Reilly, is now engaged in trying to
enforce good consumer protection against gift cards.

People go into stores and get gift cards, and what we’ve found
is, people sometimes buy the gift cards, and they’ve got an expira-
tion date that people aren’t clear about, and there are other restric-
tions on them; and Attorney General Reilly wanted to enforce our
Massachusetts consumer laws. The retail stores that have these
cards are saying, oh, no, you can’t do that, because we’re banks.
We're in effect the agents of banks here and the Comptroller of the
Currency has preempted this.

Now, the Comptroller of the Currency, if that preemption were
to go forward, has no way to make those consumer protections; and
the Controller has stayed out of it for now, but this is an example
of the kind of overreach that the Commissioner is talking about.

Frankly, I don’t think it’s an accident that it’s at the state level
that consumer protection is really best done.

At the federal level, with all due respect to the regulators, they’re
concerned with large systemic issues. Individual consumer cases
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aren’t going to have as much impact there as they will have on the
state and local levels, so that’s a very important point.

The second point where I very much agreed with the Commis-
sioner—I want to look at this—has to do with giving some pref-
erence when there has to be the sale of branches to community
banks.

We had an example here. When Fleet and BankBoston merged,
there was of course considerable overlap in branches. I forget how
many branches had to be divested, but it was a very large number.

The Attorneys General at that time of both the U.S. And the
State of Massachusetts said, well, antitrust being what it is, we
want to take all of those branches that have to be divested and put
them in one big package and sell them to one big outside bank, so
that outside bank can come in and provide competition to Fleet.

And what many of us in our delegation heard was, no, don’t do
that; we don’t want to have to choose between two very big banks.
This came from our local Chambers of Commerce, local retailers,
from people who were in the locally oriented businesses; they said,
we would find that very difficult. And in fact, all of us in the Mas-
sachusetts Congressional delegation signed a letter urging that
some of the branches be sold to the community banks.

We got some criticism from some journalists who said we were
shilling for Fleet in doing that. And it did not come from banks,
but from borrowers.

I think about 10 percent of the branches were then sold to com-
munity banks. We wish it had been more.

A year later, I was struck that the Boston Globe, which had been
somewhat critical of Congress, wrote an article saying, well, that
consumer satisfaction was at a much higher level in the smaller
banks, in the smaller areas. So that notion of preference to commu-
nity banks is very important.

Of course, the two come together, because one of the things we
have is, the Comptroller of the Currency sent out a CD in which
he tells you that if you change your charter, if you leave your state
charter and become a national bank, he won’t regulate you very
much. It was kind of a recruitment to come be a national bank to
the Comptroller of the Currency.

So I just want to express complete agreement with the Commis-
sioner on those points.

As far as regulation is concerned, I think it is possible to kind
of help CRA be not a burden, but I do not favor the cutbacks in
CRA reach which we have heard about.

Now, to Senator Nuciforo, I just want to focus particularly, be-
cause he recalled us to one of the purposes of this hearing, and that
is the job impact.

As I read the law, the regulators, if they choose to do it, have
at least some leverage over the community reinvestment piece; but
they have no leverage over the job piece.

And I guess we say to them, yes, well, obviously we expect there
to be some job loss. If in fact it turned out that the purchase of a
particular in-state bank by some out-of-state bank was going to to-
tally reduce employment in a very substantial way, that that’s
something we’re going to be able to take into account and object to.
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Mr. NUCIFORO. I think it is something that we ought to be able
to consider.

I think we also have to take a look, not just at what has hap-
pened in the recent past, but at what is likely to happen in the fu-
ture. Toronto Dominion recently announced its intentions to ac-
quire Bank North group; and Toronto Dominion is, of course, based
in Toronto, and has indicated on several occasions in the news-
paper that it not only wants to have a very significant franchise
here in the Northeast, which is currently Bank North, but they in-
tend to acquire three or four or five other banking properties along
the East Coast and central part of the country: Ohio, New Jersey,
Pennsylvania, these kinds of places.

So we have an opportunity now to amend the law and make sure
that, going forward, when you have other large mergers that are
happening, we can consider employment during that time.

Mr. FRANK. I'd like to be very explicit.

People will say efficiency is the thing. Efficiency is very impor-
tant; it ought to be a major goal. But I think it is a grave error
to make efficiency the only criterion.

We are consumers in this country; we are also producers. And a
society in which the ability of people to earn is totally neglected,
again, it’s got an economic problem.

As I said, Henry Ford paid the workers at the time five dollars
a day, and people said, what, are you nuts? In fact, in some areas,
he was; he was this crazy conspiratorial anti- Semite, so he was
nuts about some things, but he was a genius about industrial pro-
duction.

Eventually he said, look, if I don’t pay these guys a decent
amount of money, who’s going to buy the cars? And I think we are
in danger in this country of reaching the level of income inequality
which will produce macroeconomic problems, because you will have
a consuming public unable to buy enough to sustain production. I
think that’s what we're seeing with this great disparity now, where
the luxury retailers are doing wonderfully and the lower-end and
middle- end retailers are doing very poorly.

So I do think it is a mistake to say increased efficiency will be
the only guideline of public policy, and that we won’t take into ac-
count both regional and even macroeconomic impacts.

I have over gone my time. I do want to express my appreciation
to my legislative colleagues. I think we will be working together,
and I did want to say particularly to John Quinn, we’ve been wres-
tling at the federal level with the question of how to fund the Hous-
ing Trust Fund. Some people want to take it out of the FHA, and
I think that has serious problems.

I must say the analogy to the affordable housing program here
in our Massachusetts statute here, it’s a very good idea; so I am
going to pursue that further, and we’ll be in touch on that. Thank
you.

Mr. Watt?

Mr. WATT. Very briefly, Mr. Chairman. I've been looking forward
to calling you “Mr. Chairman” for a good while, so I can’t resist
calling you “Mr. Chairman” while I have that opportunity.
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Mr. Quinn, there were a couple of suggestions that you made for
federal legislation. Any of those things currently in the state legis-
lative, state laws?

Mr. QUINN. Yes. As the Chairman just said, in 1990 we passed
the state statute that requires nine-tenths of 1 percent of the as-
sets within the Commonwealth that are being taken over to be
made available for call by the Mass. Housing Partnership.

So it’s funded over $900 million of housing programs, and I know
that the Bank of America, on top of the $18 million grant, I think
it’s $406 million that they’ll be making available over the next ten
years.

Mr. WATT. Does the state have any employment criteria such as
what was being suggested by Mr. Nuciforo?

Mr. QUINN. No, there is not. As part of this bill that we file for
next session, we would require, premerger—and it’s critical that it
be premerger—to have job projections of one, three, and five years
out by the petitioner, so that the board that’s making the call of
whether to approve it or not has in front of them the facts or the
projections of what’s going to happen over the next five years. So
there’s no requirement of a particular rating of employment, but at
least a knowledge of what it may be so that a full disclosure is
made premerger.

Mr. WATT. Do you contemplate having some sanction if the pro-
jections are not lived up to? Or do you suggest disapproval of the
merger that might result?

Ms. FLYNN. One of my suggestions, it might be scary to the in-
dustry, but why can’t you have a conditional approval ora subject-
to approval? If you're going to make these commitments up front,
the approval is subject to, you're committing or keeping your word
on what was said at the hearing.

Mr. WATT. What’s your position on that, Mr. Nuciforo?

Mr. Nucrtroro. I think we do this with respect to CRA. We give
people scores. We figure out a way to determine what their commit-
ment should be to CRA, and then each and every year there is a
measurement. So we’re able to say, Mr. Antonakes said a moment
ago, that an institution is outstanding or an institution is not out-
standing. There’s got to be a way to similarly measure a bank’s
compliance with the promises it makes with respect to employ-
ment.

And keep in mind, I don’t think this should be the sole factor;
but there are seven or eight factors set forth in the bank holding
company statute. Why not add another one that has to do with em-
ployment, particularly when we’re seeing numbers, employment
impacts like the kinds we're seeing right now.

Mr. WATT. I think I'll yield back, Mr. Chairman.

Mr. FRANK. Thank you.

Mr. Capuano?

Mr. CAPUANO. Mr. Chairman, I just want to thank the represent-
ative of the Senate and the Commission for coming today. I feel as
thought we'’re on the same page, fighting the same battles with the
same people, and I want to thank you. I wish Representative Bach-
us were still here, because I would remind him, as far as I'm con-
cerned, you both speak with accents. I struggled to follow each and
every word you said.
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[Laughter.]

Mr. CAPUANO. I really don’t have any questions, because I agree
with everything you said. I really have just a commentary to re-
mind you of the struggles we face.

I know that you know the numbers in Congress, and I know you
know that the current Administration is less than friendly to even
the concept of regulation. Regulation is a swear word within the
current Administration, and they look the other way on all kinds
of things.

That’s why, though a CRA rating of outstanding is okay, it’s fine
by me, it’s better than not outstanding, it’s not unusual; it’s good,
it’s as good as you can get. But it’s really not a stratified rating
all that much. I actually think it should be rated in a more strati-
fied way so we can really know who is doing more than that was
necessary.

As far as I'm concerned, in the banking world, I've been doing
banking law since, I don’t know, 1978 with Kevin Kiley pretty
much the whole time. I was around during the beginning battles
of the whole debate about interstate banking that has now come to
show that mergers aren’t necessarily bad or evil in themselves if
]i;c V\i{orks out; it actually makes room in many ways for smaller

anks.

And this merger is no different. It may or may not; in the final
analysis, it will probably be an okay thing. It’s not a bad thing,
having mega-banks around for the people who need mega-banks.

The question is, what does it mean in the long run, and what can
we do to solve it? I know from the legislative perspective, I have
no doubt that you feel like you have a tiger by the tail. What real
clout do you have?

I won’t speak for the rest of my colleagues, but I don’t feel like
I have a tiger by the tail as much as we don’t have a tiger. We
have an Administration that doesn’t want to regulate, doesn’t want
to look at it; and we have a Congress right now that’s really not
all that interested even in looking at some of the things that you
suggested.

Mr. Frank, obviously, is the leader of this group, and where he
leads, we’ll probably follow; and that’s all well and good. But it’s
important that you know, because we know, that the likelihood of
success in the short term is really not that great.

No matter how little it might seem, I think there’s very little
hope that we’ll be able to get anything passed through Congress
that will even approach some of the things Massachusetts has done
or the things you've outlined.

I do think we should work on them, and I'm sure we will; but
I think, like with many things, the leadership really has to come
from the Commonwealth. You’ve done a great job thus far, you've
done what you can do within the limits of the mega-merger world,
and I encourage you to do more, and as we go forward, my hope
is that little by little, first of all, the people who are doing the
mergers don’t see us as the enemy. Sometimes they will, and that’s
inevitable. But I don’t think I've heard anything here today that
has been extraordinary. All we're asking for is plans. As you said,
Representative, what are the plans? What are you going to do?
How can we deal with it? How do we move on?
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We all know that yesterday’s ways of doing business, not just in
the banking world, but everywhere. Manufacturing, we've been
through manufacturing. Even the fishing industry is changing
daily. And our job is to try to figure out, okay, how do we help the
people that are left behind? How do we then catch them up?

Again, I just want to thank you for coming today. Thank you for
your leadership on these issues and others, and to pledge to you
our support of your efforts and our cooperation as we move for-
ward.

Mr. FRANK. Just a brief comment on what my colleague said. It’s
true with regard to any major legislative changes in the direction
we’d like to see, they're highly unlikely.

There is one possible exception. That is, as Commission
Antonakes noted as the Bank Commissioner, on a bipartisan basis,
every state bank commissioner and every state Attorney General
has expressed serious concern about the reach of the preemption by
OCC, and I think there may be a chance for us to work together
on that.

The only thing I would say is this: It is true that we are unlikely
to be able to get passed some of the legislation we want to get
passed. On the other hand, our friends in the banking industry
have some legislation in some cases that they would like to see
passed.

And the important principle to remember legislatively is that the
ankle bone is connected to the shoulder bone, so there may be some
basis for negotiation there.

Ms. Lee?

Ms. LEE. Thank you very much, Mr. Chairman. I too want to
thank our panelists, coming from the state legislature to Congress.
I understand, first of all, the power of state legislators at this
point, and so I appreciate all of your progressive moves here in the
State of Massachusetts, and want to comment on Commissioner
Antonakes’ comment with regard to caution as it relates to federal
preemption.

You know, oftentimes many of us find ourselves on the other side
of the states’ rights argument when it comes to federal preemption
of laws relating to the government and the financial services indus-
try.

Case in point: I just want to ask your thoughts on this. When
we passed, of course, the Fair Credit Reporting Act, many of you
know that California has much stronger consumer protection re-
quirements than many states, and of course we had a battle
around that.

Some of the discussion, and I have an amendment—well, several
amendments, but one was to make the federal standard no less
than the strongest state standard. Of course, that got shot down.

Another one was to allow California and other states which had
stronger consumer protection requirements, allow those states to be
grandfathered in. Well, that got shot down. But I'm pleased that
our Chairman was able to help us mitigate against some of the
negative preemptive aspects of that as the bill went through the
House.

And then the other option could be that the standard, the federal
standard, should be the floor rather than the ceiling.
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But now we’re faced with, again, looking at predatory lending,
which will be coming up. We’ve had many discussions about this,
and I'd like to get your take with regard to what the options are
for us at the federal level to ensure that, again, states’ rights provi-
sions prevail where the consumer is better protected.

Mr. ANTONAKES. Thank you very much.

First, I should acknowledge really the leadership role that Chair-
man Frank has taken on matters regarding federal preemption.

I think it’s a delicate issue in many respects, in that you want
to recognize that we do have a dual banking system. You don’t
want to unnaturally impinge on the ability of national banks to
compete nationally and globally, and do their business without
undue interference from the crazy quilt of state laws that exists.

But I think specifically in areas relative to consumer protection,
that state laws should be recognized; and if a decision is made to
roll back state laws, the appropriate place for that to come from is
Congress and not from a federal agency without public debate.

Mr. NuciForo. If I could say something about that, it was, I
think, 1999 or 2000 when the issue of ATM surcharging came up,
and I know this was debated widely across the country. And here
in Massachusetts, several of us, including me, filed bills that would
limit the ability of banks to surcharge.

That kind of bill was stalled in the state legislature for a variety
of reasons, one of which was that there was a case proceeding in
the federal courts in Connecticut that was addressing the same
issue. The case there was whether the OCC and its rules could pre-
empt any state consumer protections in that area, ATM sur-
charging. The federal opinion went against us, as I recall.

So we have seen from the federal side preemptions of a whole
host and a whole variety of consumer protections that are enacted
in state law. Predatory lending, I suspect, will be the next one.

But I do think that to the extent you’ve got any ability as a Com-
mittee or as a Congress sitting as a whole to specifically limit the
ability of the federal regulators, OTS, OCC, the others, to preempt
us, it would make a difference.

Ms. LEE. How would you suggest that the grandfathering in
states would have stronger consumer protections? I mean, what
would be your specific suggestion?

Mr. Nuciroro. Well, I think states generally get the kinds of
consumer protections that they deserve and that they want. What’s
good for consumers in Massachusetts might not be the kinds of pro-
teﬁtions that they would choose in Alabama or in California or else-
where.

So I do think that there should be some effort to seek the level
of consumer protection required by people on the state level.

Now, how you do that, how you craft that kind of provision in
Congress, you're the experts on that; I'm not. But that’s the goal
I think we should be moving towards.

Mr. QUINN. T'll just add quickly, you ought to have the federal
law be a floor, not a ceiling, and to allow the grandfathering of ex-
isting laws. Predatory lending is a perfect example, for the 25
states that have passed predatory lending laws. National banks
say, A, we don’t do predatory loans; but B, your laws aren’t going
to apply to us anyway. So it puts us in a tough situation.
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Then there’s always the implicit threat that if it gets too tough
in Massachusetts, we’ll just flip to a federal charter, and we’ll see
you later. So it’s a delicate balance, but I support the
grandfathering and making the federal law no less.

Ms. LEE. Thank you very much. Thank you, Mr. Chairman.

Mr. FRANK. I just wanted to say to Commissioner Antonakes, il-
lustrating part of the principle, which is there are some things that
are core banking functions, and I don’t think—we passed a law
about check truncation; I wouldn’t let the states interfere with
that. Deposit insurance.

What we need to do is distinguish. On the other hand, you have
a claim that there’s a preemption if a state tries to regulate gift
cards which are issued by a retailer, because ultimately the retailer
is financed by a bank. I think that’s one of the things we have to
determine, is what is or isn’t in the core banking function.

Now, some traditions ought to be maintained, so the last word
will go to a New Yorker.

Mr. Meeks?

Mr. MEEKS. Thank you, Mr. Chairman. And I really don’t have
many questions. I'll be real brief, also.

I want to thank all of you for being here and for participating
in this hearing. I want to thank the Chairman, because I think you
were right when you urged us to come here, that this indeed affects
your state in Massachusetts, but it has some broader ramifications
for all of us, whether you come from California, New York or North
Carolina. So I want to thank you for putting this together and
thank everybody that participated.

I mentioned to the Chairman earlier—and I do like that word,
Chairman Barney Frank is sitting there, so I'll use it as often as
I can, also—I mentioned to the Chairman a few minutes ago that
I was tremendously impressed, particularly when we had the not-
for-profit organizations that were before us and the way that they
seemed organized as well as the way they seemed empowered to
negotiate with the banks, et cetera.

I guess my only question would be, the fact that the way that
Massachusetts law is written, that all the bank mergers have to go
through the Massachusetts bank board, do you think that has an
effect to empower community organizations so that they are able
to negotiate and try to work together to follow through to make
sure that the communities’ needs and requirements are being
taken care of?

Mr. ANTONAKES. Congressman, I think it certainly does. I think
the aspect of local review is very important; the fact that we have
a public hearing here in Massachusetts, often try to have it in the
community that’s most impacted by a merger.

We had, as was referenced, and Representative Quinn had re-
quested, we had our hearing on the Sovereign-Seacoast application
in New Bedford. We had the Fleet/Shawmut hearing back several
years ago in Worcester, where that was the city that was most im-
pacted by the merger as well. And I think local review and the ap-
proval process does to some degree empower local community
groups and further fosters a good dialogue between banks and
those organizations.
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Mr. NUcCIFORO. I would agree with everything the Commissioner
just said.

We have here in Massachusetts something called the Board of
Bank Incorporators, and the Board of Bank Incorporators is the
Commissioner of Banks and the Commissioner of DOR and the
State Treasurer. Those three sit as a board to decide, upon applica-
tion from merging banks, whether there are net new benefits re-
sulting from this merger. Part of that is actually the jobs issue, but
there are many other factors.

My good friend John Quinn here has filed a bill, and I think it’s
a terrific bill, that would beef up the net new benefits criteria so
that we could take a look at specifically employment and the im-
pacts on the local economic condition as a result of these things.

Mr. MEEKS. Thank you.

Mr. FRANK. Thank you.

The representative from California.

Ms. LEE. Thank you.

Before I leave, I just would like to thank the Chairman for bring-
ing us all together today for this hearing, and I wanted to say that
what I have heard here today really gives me a lot of hope in terms
of the B of A/Fleet Boston merger. I wish, when B of A departed
the Bay Area, that we would have had these types of constructive
discussions ahead of the curve.

I think that the negative impact in terms of employment, in
terms of economic impacts and in terms of all of the issues that we
are still dealing with in the Bay Area as a result, we may have
been able to—we would have been in better shape. So I want to
commend you, Chairman Frank, and commend all of you for being
here today.

Mr. FRANK. Thank you, and I hope the Massachusetts groups,
while obviously theyre not fully satisfied, will reflect on that,
which is that yes, this process has been helpful; and I think we
have come out of this, or are going to be coming out of it, better
than we might have.

I just, in closing, again want to thank—the gentleman from
North Carolina?

Mr. WATT. Mr. Chairman, I ask unanimous consent that I be al-
lowed to submit for the record a series of newspaper articles.

I do this because, on the way here, I was going through, and
there was an identification of so many different local impacts that
mergers are having, not only in connection to community jobs, but
the kinds of contributions that are being made to non-profits, to
charitable institutions. Sometimes the larger the merged institu-
tion and the further away it is, it changes the quality of the chari-
table contributions.

Some of those things are reflected in these newspaper articles,
which I also would encourage the banking interests to take a look
at. It’s a whole myriad of things that are kind of set into motion
as a result of a merger.

Mr. FRaNK. Without objection, they’ll be put in the record.

I just want to close by thanking people. First of all, the witnesses
really set a good example here. I wish we had witnesses—let me
just say, these kind of field hearings are sometimes, frankly, road
shows, dog-and-pony shows, where we look good.
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This has been one of the more substantive hearings that I have
been in as a Member of the Committee, and I want to thank my
colleagues. I hope everyone in the area appreciates that getting
nine Members of Congress a couple weeks before Christmas isn’t
easy. Five of our colleagues are from out of town. Four of them are
from Massachusetts. The witnesses were all very good in their tes-
timony. They were on point. They responded to questions.

Finally, when we have hearings in Washington, it’s pretty rou-
tine; but to bring nine Members of Congress and all these wit-
nesses and everything else 400 miles away is a lot harder than it
may look.

So to both the Republican and Democratic staffs, my deepest ap-
preciation. This has been a very well-run hearing, and we've had
good substance. We haven’t lost a Member yet. We have a couple
more to get to the airport, but I think we’ll be okay; but I really
am appreciative of the staff.

As 1 said, it’s hard to kind of export this, and I think this has
been done very smoothly from the recordation to the presentation
of the witnesses.

So I just want to thank everybody, and also note that if I hear
no objection, the record will remain open for 30 days; and I should
tell the witnesses, what that means is that Members of the Com-
mittee will have the option, including some who weren’t here, of
submitting questions to us, which we will transmit.

If any Member of the Committee has a question that they would
like put to a witness, we will submit that, and the witness will
have a chance to answer. And we will keep the record open, which
means, one, if the Members think about something, they can do it;
and, two, if any witness feels he or she wasn’t asked something he
or she wanted to be asked and has a point they want to make, it’s
not hard to find a Member to ask you.

[Laughter.]

Mr. FRANK. And the responses will be placed in the record.

Hearing no objection to that, it is so ordered; and the hearing is
adjourned.

[Whereupon, at 2:12 p.m., the committee was adjourned.]
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STATEMENT OF CHAIRMAN SPENCER BACHUS
COMMITTEE ON FINANCIAL SERVICES
FULL COMMITTEE HEARING
“BANKS, MERGERS, AND THE AFFECTED COMMUNITIES”
DECEMBER 14, 2004

Good moming. The Committee will come to order. Today’s hearing, which was
requested by the Committee’s Ranking Minority Member, Mr. Frank, will examine the
economic impact that large bank mergers have on local communities served by the
combined institutions. With the recent passage of the fifth anniversary of the Gramm-
Leach-Bliley Act - which made it easier for banks, insurance and securities firms to
consolidate — 1 believe that this hearing is an important and timely one and gives us an
opportunity to start looking at the effects of the Act on consumers and the financial

services industry.

Legislation designed to deregulate U.S. banking markets, technological advances,
and other macro-economic factors have contributed to significant structural changes in
the banking industry. There has been a decline of nearly 40 percent in the number of
banking organizations since the mid-1980s, when industry consolidation began in earnest.
Since 1995, the ten largest U.S. banking organizations have increased their share of
domestic banking assets from 20 percent to 46 percent by year-end 2003. I am to some
extent concerned about over-consolidation in terms of its effects on the safety and
soundness of the banking system as well as how it will affect consumers from a
competitive standpoint. With the most recent wave of mergers, we now have three
banking companies — J.P. Morgan Chase, Bank of America, and Citigroup — whose

assets are in the range of one trillion dollars each.
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That being said, although we have seen greater consolidation in recent years, the
degree of consolidation is a relative notion. Over the past decade, roughly 90 percent of
bank mergers have involved a target with less than $1 billion in assets, and three-quarters
have involved an acquiree with assets of less than $250 million. Moreover, we have not
seen the kind of consolidation that we have seen in other industries such as
telecommunications, the automobile industry, technology or even the hotel and restaurant
industry. We are not close to having a banking organization with branches in 50 states,
and we have substantially more banks than other countries. In fact, approximately 1100
new banks have been formed since 1992, showing that investors continue to be willing to
risk their own money to set up new community banks. In addition, many consumers are
investing in mutual funds, securities, and real estate rather then putting their money into a

savings account.

Today’s hearing in Boston will focus on recent mergers with particular
implications for the New England region, including the merger of Bank of America and
FleetBoston, as well as a smaller merger between Sovereign Bank and Compass Bank.
The Committee will hear testimony from New England-based community groups,
executives of the relevant banks, and state and local officials. I welcome today’s

witnesses and look forward to their testimony.

In closing, I would like to thank Mr, Frank for working with us on this hearing.
He deeply cares about the impact of bank mergers on the communities and consumers in

the New England community. I also want to thank the Chairman of the Committee, Mr.
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Oxley, for recognizing the importance of this hearing and for all of his work in putting it
together. The logistics for a three-panel hearing outside of Washington D.C. is no small

task.

The chair now recognizes the Ranking Member of the Committee, Mr. Frank, for

any opening statement that he would like to make.
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Committee on Financial Services
Federal Reserve Building, Boston, MA
“Banks, Mergers, and the Affected Communities”
December 14, 2004

Opening Statement of Congressman Stephen F. Lynch (MA-09)

Good morning. Thank you Chairman Bachus. 1 also want to thank Chairman Oxley,
who couldn’t be here today, and my colleague and friend Ranking Member Bamey Frank
for all of the good that they have done to bring this hearing to fruition today in Boston.

I am honored to welcome our witnesses here, a few of whom I am proud to call my
constituents. Whether it has been in our local communities, in the board room or in my
old haunt the Massachusetts State House, many of these individuals are personally and
professionally committed to ensuring that our banks remain true civic players in the wake
of large mergers. For example, on our first panel we have Florence Hagins from the
Massachusetts Affordable Housing Alliance. Florence has dedicated years of her life to
providing housing counseling to over 5,000 homebuyers and homeowners in her years at
MAHA. As part of this process, she highlighted to her students the benefits of the Soft
Second mortgage program. Iam sure that many of her success stories of first time
homebuyers were possible because of public private partnership between community
organizations and local banks.

Oliver Wendell Holmes once said “the greatest thing in this world is not so much where
we are, but in which direction we are moving.” We are in an age of increasing
globalization and large-scale consolidation in the financial services industry. As
legislators, we have an obligation to consider how our laws can be strengthened in this
changing environment so that we can better anticipate the full impact of a bank merger on
a local community. For example, does the Community Reinvestment Act need to be
shored up to better protect worthwhile programs in our cities and towns during a merger
process? Is there enough transparency in the charitable giving practices of banks? These
are just a few of the many relevant policy questions that are legitimate areas for the
Comumittee to explore.

In addition to being a lawmaker, | am a citizen of Massachusetts. From this perspective,
I would like to highlight and focus upon the real impact to our community that has
followed from the Bank of America/ Fleet and Sovereign/Seacoast mergers. Inevitably,
much of our focus at today’s hearing will be upon what is left to be done. It is critical that
we remember the accomplishments and contributions we have already seen. Both Bank
of America and Sovereign have accomplished a great deal in the last year in the wake of
these large scale mergers in our community. Iapplaud the leadership of Ken Lewis,
Chad Gifford and Joseph Campanelli in guiding these institutions forward.

These leaders, and countless others, have worked hard to listen to the needs of our
communities and strived to address them. In early December, Sovereign Bank
announced a “Community Investment Agreement” of $3.6 billion of funding committed
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through 2008 and the establishment of a Community Advisory Committee. Over at Bank
of America, they agreed to a number of commitments to the community, particularly in
the realm of affordable housing. For example, Bank of America has maintained support
for the Soft Second mortgage program, which is very popular in my district in
Dorchester. Additionally, they joined the Federal Home Loan Bank of Boston and
committed to providing $100 million in community lending and investment in the Fleet
footprint over the next ten years. Just last Friday Bank of America announced the
addition of 300 executive jobs to the area as part of the transfer of the Wealth and
Management Division to Boston.

Despite all of these accomplishments, there are still some details to be worked through.
Bank of America has committed $1.5 Billion of charitable giving nationally through its
foundation over a ten year period, however questions remain about how this money will
be distributed. As we will hear today, local community groups are still working through
the details of small business lending, community development funding, and the levels of
charitable commitment in the Massachusetts area. It is my hope that this forum will
create an opportunity for all parties to see where they have common ground and identify
possible areas of progress moving forward.

Thank you to each one of you for participation in this hearing. Ilook forward to your
testimony.

1 yield back.
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Congressman Tim Murphy, PA-18
Opening Statement
House Financial Services Committee Hearing on “Banks,
Mergers, and the Affected Communities”
November 17, 2004

Thank you Chairman Bachus. I would also like to thank our witnesses for taking the time
today to comment on the impact of financial institution mergers.

Tunderstand the importance of consolidating major financial institutions to benefit the
community. These transactions provide financial stability and economic development, as
well as offer a broad range of financial services to the public often not available through
smaller banks.

In the 18™ district of Pennsylvania I have the privilege of representing two chief financial
companies, Mellon Financial Corporation and PNC Financial Services Group, as well as
several independent financial entities. These institutions offer practical financial services
at the corporate, small business, and personal level while enhancing the community
financial system.

Undoubtedly, through these acquisitions and mergers, the size and scope of fiscal
services offered by of our country’s financial industry have been changed. Bank of
America surprised the world when announcing its merger with Fleet and spurred a series
of additional financial fusions. J.P. Morgan Chase followed suit by acquiring Bank One
and Sovereign purchased Seacoast. This reconfiguring of major financial institutions,
concurrently, has brought about a string of concerns.

At the heart of this hearing is the impact these large-scale mergers have on employment
and financial stability in communities. While Bank of America’s combination with Fleet
resulted in a 2.5 percent job cut, it has also launched a ten-year community development
plan to contribute to the local economy. Like Bank of America, J.P. Morgan Chase
agreed to a ten-year $800 billion community development plan. Additionally, the
Seacoast merger resulted in the closing of twelve Sovereign branches coupled with a $3.6
billion commitment to community investment, signifying its efforts to remedy the
unfortunate repercussions. I applaud the efforts of these financial institutions as they
consider community interests during mergers; nevertheless, I believe stricter adherence to
the regulations protecting community investment and development to be critical.

Mergers are a chief feature of the financial industry. They generate new job growth and
provide communities with valuable assets. Yet, I am concerned that many modifications
in major financial institutions may drastically interfere with consumer interests.
Adequate oversight is required to guard against anti-competitive practices that may
threaten the financial needs of our local communities.

1 ook forward to hearing from our witnesses on this matter and yield back the balance of
my time.
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Good morning, Chairman Oxley, Congressman Frank, members of the Committee
and staff. My name is Steven L. Antonakes and I serve as the Commissioner of Banks
for the Commonwealth of Massachusetts. In this capacity, I also serve on the Legislative,
Regulatory, and Strategic Planning Committees of the Conference of State Bank
Supervisors. Thank you for the invitation to testify today.

The Division of Banks is the primary regulator of nearly 300 Massachusetts state-
chartered banks and credit unions holding total combined assets in excess of $225 billion.
The Division is also charged with licensing and examining over 5,000 non-bank financial
entities, including, but not limited to, mortgage lenders and brokers, check cashers and
sellers, foreign transmittal agencies, and collection agencies.

This moming, I intend to describe the bank holding company acquisition and
bank merger review process in Massachusetts; relate the impact of bank consolidation in
Massachusetts; and discuss why 1 believe it is necessary to better position community
banks to compete if we want to ensure the continuation of a vibrant, competitive banking
industry which will maximize choice for our consumers and benefit our communi‘ties~

The Committee’s invitation requested that my testimony comment on three
specific issues. I am happy to do so given Massachusetts’ longer history than ﬁmst in
experiencing interstate acquisitions. My testimony comments on the status of jobs within
the bénking sector and the Commonwealth’s ability to determine whether prior
agreements and commitments have been met. Massachusetts has its owﬁubank holding
company statute (G.L. ¢. 167A) and Community Reinvestment Act (CRA) (G.L. c. 167,

s. 14). I will address any differences between these laws and federal acts and comment
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on how I believe their existing scope has allowed the Commonwealth to have a
meaningful role in these acquisitions and mergers.

By way of background, Massachusetts passed th¢ first regional interstate banking
act in 1982. This law provided for a regional compact among tﬁe New England states for
holding company transactions on a reciprocal basis. It was used as a model for laws
enacted in several other states for interstate holding company acquisitions within
specified geographic regions. Upon challenge, the Massachusetts Act was held
constitutional by the United States Supreme Court. As is often the case under the dual
banking system, such laws allowed the states to experiment with interstate banking. The
results could then serve as a basis for any broadeningmor expansion o nationwide
banking. Additionally, regional compacts would allow for the growth of regional multi-
state bank holding companies to be more able to compete with money center hblding
companies. ‘

After a number of regional transactions, Méssach{lsetts eliminated the regional
restriction ‘and passed a nationwide interstate holding company law iﬁ 1990. Four years
after Massachusetts passed its nationwide interstate law, Congress passed the Rieglg-Neal
Interstate Banking and Branching Efficiency Act of 1994 pfovidiné for nationwide
banking. Massachusetts adjusted its law in 1996. T};is bfi-ef hiétory of the developmen‘t
of the Massachusetts interstate banking laws established that the rules for nationwide
holding company acquisitions have essentially been well settled since 1990.

The Massachusetts state bank holding company act » requires bank holding

company transactions to be approved by the Commonwealth’s Board of Bank
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Incorporation. I chair the three-member Board which also includes the Commissioner of
Revenue and the State Treasurer.

Of significant importance is the fact that the state’s bank holding company law
applies to all acquisitions of Massachusetts holding companies as well as banks,
regardless of whether the bank is state or federally chartered.  This pfovides the
significant benefit of local review of certain fransactions that would in many other
jurisdictions only require the approval of the federal government. The existence of this
law is why Massachusetts has had a role in reviewing and approving some significant
transactions in the past few years even though state-chartered banks were not involved.
Under existing procedures, an application addressing twenty areas of interest and
statutory criteria is required to be submitted. fhe holding company law requires the
Board to hold a public hearing. The Board often holds the hearing in the area most
impacted by the proposed merger. A public comment period is provided as well.

Massachusetts statutory approval requirements chsély parallel] the existiﬁg federal
rules governing bank holding company transactions. Spééiﬁcally, the Board is required
to determine whether or not competition among banking institutions will be unreasonably
affected and whether or not public convenience and ad;fantage will be promoted. In
making such a determination, the Board considers a sh'owing vof net n-ew benefits. The
Massachusetts statute defines net new benefits as including: initial capital investments;
job creation plans; consumer and business services; commitments to maintain and open
branch offices; and other matters as the Board may deem Anecessary.

Other factors are also considered by the Board, including the Community

Reinvestment Act rating of each bank or subsidiary bank of a bank holding company
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involved in a transaction. In addition, the law requires that a bank holding company
pledge ninety hundredths of one percent of the assets located in the Commonwealth to be
made available for low cost loans through the Massachusetts Housing Partnership Fund
(Fund). The law also requires that the Board receive notice from the Fund that
satisfactory arrangements have been made on that requirement béfore it approves a
transaction. The activities of that Fund were recognized and preserved in a provision
included in the Riegle-Neal Act.

The Board also considers loan, investment, and other commitments madeﬁ(during
the application process. As a means towards reviewing these future-looking
commitments, the Board relies heavily upon the pasxt 'performance of banks in meeting
similar prior commitments. These issues are a specific area of inquiry by the Board when
the holding company again comes before the Board for a subsequent acquisition.
Nevertheless, the Board has held that future planned CRA-related activities do not
substitute for the past record of performance of applicant ‘banks. Accofdingly, it is the
past record and available performance ratings from regulatory agencies that receive the
greatest weight in consideration of a proposed transaction.

Not unlike the rest of the country, Massachgsetts_ has seén substantial
consolidation within the banking market during the past 20 years. However; while the
number of banks in Massachusetts has decreased by {)ver 30 percent since 1980, the total
combined assets of Massachusetts state-chartered banks have increased fourfold during
this period. Moreover, despite this significant consolidation, employment studies
indicate that the number of jobs tied to the Massachusetts banking industry has increased

dramatically in the past 20 years. This demonstrates that consolidation has allowed banks
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to grow and gain financial strength thereby allowing banks to be more competitive, add
branch offices and additional lines of business. This in turn has allowed banks to
increase their employment bases over time despite cases in which layoffs have occurred
at the consummation of many mergers.

Moreover, thé rétc of consolidation has not been as great in Massachusetts as it has
been nationally. As a result, a significant degree of banking choice remains in the
Commonwealth which greatly benefits Massachusetts consumers. I believe that the reason
Massachﬁsetts has been somewhat insulated from a greater degree of consolidation is the
number of banks that have maintained their mutual form of ownership and their
community focus. Certainly mutual banks are more immune to takeover efforts.
Moreover, during uncertain times, mutual banks are insulated from the pressure of greater
risk taking in an effort to deliver higher rates of return to investors.

Over the last several years, there has been a healthy gro‘wthk in bank assets.
However, as a result of nearly 20 years of consolidation, a bifurcated system has emerged
both locally and nationally which generally includes a small number of very large banks
operating on a nationwide basis and a large number of small community banks generally
operating in a small number of communities within a state or perhaps a few states. The
existence of very large banks operating on a nationwide basis ha.; been authorized by
federal and state law, and reviewed and approved i}y federal and/or state regulatory
agencies subject to the various criteria established under those laws. As with the intended
purpose of the New England Banking Compact, all of us — legislators and regulators —
recognized there could be benefits if, like othér financial service entities, the banking

system operated on a nationwide basis. 1 appreciate and recognize the Committee on
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Financial Services’ decision to take some time to review and understand the impact of
these laws, regulatory approvals, and consummated mergers on all interested parties. I also
encourage the Committee to use this review as an opportunity to consider what may need to
be done at the federal and state level to foster a banking system that remains receptive to
both banks operating throughout the nation or on a regional bésis as well as smaller
community banks.

There is a significant benefit to maintaining the level of banking choice that exists
in today’s banking market. The threat that persists is the ultimate nationalization of the
United States banking §ystem resulting in a few large Banking organizations accountable
only to the federal government with little or no local .accountability. Such a reduction in
competition would undoubtedly impact both pricing and service. Moréover, the incentive
for a large national company to be in tune with local community needs on a continuous
basis is also unclear.

Accordingly, we must confrent the issue before Vus "aé to hdw to best positioﬁ our
community banks to be able to effectively compeJte agaihst iargei; nationwide bank
competitors to ensure that consumers continue to enjoy the advantage that the multiple
banking options currently available provide. Allow me to briefly share with you some of
my thoughts on this matter. . 7

First, regulators and state legislators need to work to ensure a competitive
environment exists for our state-chartered banks. This can be aécomplished By enéuﬁﬁg
the state banking code is regularly updated and does not place state-chartered banks at.a
competitive disadvantage with their federally chartered counterparts. This requires fhe

balancing of supervisory and consumer protection objectives while also best positioning
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our state-chartered banks to effectively compete in an increasingly competitive
marketplace.

As part of this process, state banking departments need to strive to ensure that
they complete their supervisory duties while minimizing, as best as possible,
examination-related regulatory burden, increase agency efficiency, and maintain a
qualified, professional examination staff capable of supervising an increasingly complex
financial services industry.

Second, regulators, state legislatures, and kCongress need to recognizé the
overwhelming and growing compliance burden the banking industry is facing and its
disproportionate effe;:t on smaller institutions. The Community Reinvestment Act, the
Home Mortgége Disclosure Act, Truth-in-Lending, i”ruth-in—Savings, the Bank Secrecy
Act, the Patriot Act, and numerous other laws are sound and were passed for good
reasons. Many of these laws, in fact, have their roots in Massachusetts. However, the
growing cumulative weight of these and other laws and "regulations is crushing smalblu
banks. For community banks, the costs to comply with the litany‘of federal and state
laws and regulations threaten not only their abi§ity to compete with their large?
counterparts and serve customer and community needs, but also their own viability. am
sure you will agree that there is something wrong \;vhen a 15 employee bank has 6
employees dedicated solely to regulatory compliance.'

Accordingly, there needs to be a means éf regularly féviéwiﬁg laws ;nd
regulations for their continued relevance. Moreover, the ability of smaller banks to
comply with mandates more appropriate for la‘rger financial institutions needs to be taken

into account. When drafting new laws, consideration must also be given as to whether or
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not smaller b'anks are engaging in the very practices these laws and regulations are
designed to address.

Third, thought should be given to requiring that community banks receive
preference in the process to purchase or lease branches closed or divested as a result of a
bank merger. Assuming competitive bids are provided, this will allow community banks to
expand their branch networks, increase competition, maximize banking choice, and
perhaps provide continuing employment opportunities for existing branch personnel at
locations slated to be closed.

And finally, Congress needs to continue to be vigilant relative to efforts of federal
bank regulatory agencies to preempt state consumer brotection laws. Too often lately,
certain federal bank regulatory agencies have taken actioﬁ to shield naﬁonai banks, federal
thrifts, and their subsidiaries from state consumer protection laws without the bgneﬁt of
Congressional hearings or consideration. We should question what public policy goals
such actions further. Should federal preemption efforts continue, not on’iy will consumer
protection efforts be weakened, but federally chartered banks will certainly gain an even
greater advantage over their smaller state bank counterparts resulting most likely in the end
of the community banking system and our nation’s centuries’ old dual bankiné system.

1 would be happy to answer any questions the Committee may have.
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Statement of Irene Baldwin
Executive Director
Association for Neighborhood & Housing Development Inc

Before The
U.S. House of Representatives
Committee on Financial Services
December 14, 2004

“Banks, Mergers, and the Affected Communities”

Chairman Bachus, Ranking Member Frank, members of the Financial
Services Committee and other members of Congress, thank you for the
opportunity to submit testimony about the important issue of bank
mergers and their impact on communities. New York City, where our
agency is based, has been hit by wave upon wave of bank consolidations
in recent years. The trend towards increasingly large financial
institutions has had a very real and often negative effect on our
communities, and we are grateful that the Committee has turned its
attention to this growing problem.

Our comments will be focused on recent JPMorgan Chase mergers and
their impact on New York City communities.

About ANHD

The Association for Neighborhood & Housing Development (ANHD) is a
membership organization of New York City non-profit neighborhood
housing groups. We were formed in 1974 and today we have 93 active
members, based in neighborhoods in all five boroughs of the City,
representing both the most established community organizations and
also younger, emerging neighborhood groups.

Our mission is to ensure decent housing and neighborhoods for the
people of NYC, especially poor and working class people. We believe
that the best way to achieve this mission is to support the work of those
non-profit groups rooted in the community. We work with our member
organizations to develop a local housing policy/advocacy agenda which is
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responsive to the needs and priorities of our diverse communities and we
try to speak with a unified voice in promoting that agenda.

Many of our member groups came into being around the same time as
the Community Reinvestment Act. These groups were created for the
same reasons as the CRA: to turn around an epidemic of housing
abandonment and fierce neighborhood blight brought on mostly by
financial disinvestment. Over the past twenty-five years, thanks in large
part to the Act, banks have returned to our neighborhoods and have
become prominent partners in community revitalization. But now, with
the transformation of the financial services industry in recent years and
with the expansion of our area banks into national and even global
financial institutions, many of these important partners are not as well
positioned as they once were to respond to neighborhood priorities and
community credit needs. With the health and future of our
neighborhoods so intertwined with that of the Community Reinvestment
Act, we believe the CRA needs to be more effectively enforced in the
context of the new banking landscape.

Summary of ANHD Testimony

ANHD'’s testimony will focus on our experiences with JPMorgan
Chase/Bank One in New York City as it relates to the following issues:

e Community development and CRA-related commitments made by
the bank during recent mergers and the extent to which those
commitments are currently being met.

s Adequacy of current laws to provide sufficient criteria to review the
impact of bank mergers on communities and to ensure that
communities’ interests are protected after the merger.

Overview of Past Community Development Commitments of
JPMorgan Chase

As noted earlier, it is a particular concern to ANHD members that, as our
local banks have merged, the larger institutions have become less
responsive to community needs and priorities. This is a fairly new
problem which has only come to ANHD'’s attention in the past two or
three years. The story of JPMorgan Chase in NYC offers a good example
of the challenges financial institutions face in addressing community
development needs as their scope becomes national and global.

At the time of its merger with Morgan, Chase Manhattan Bank had been
considered a leader in community development in New York City for
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many years. Always one of our largest retail banks, it was also
considered by many to be the dominant bank in community
development. As we noted in comments submitted to the Federal
Reserve in March 2004:

“Traditionally, Chase had been considered the premier community
development lender and investor in our neighborhoods. Community-
based organizations used Chase (and still doj for their banking
services; Chase was the lender of choice for community development
real estate loans and lines of credit. Chase also had strong
affordable mortgage programming and was a leading partner with
community groups in increasing homeownership opportunities for
underserved constituencies. In addition, Chase was considered a
leading philanthropic funder of community-based organizations in
support of affordable housing and neighborhood revitalization
inttiatives.”

{A copy of the March 2004 comment letter is attached to this statement
as Attachment 1).

Morgan Guaranty Bank had also been very well regarded as a strong
investor in low-income neighborhoods. Its programs and initiatives were
different from Chase’s; in contrast to Chase’s extensive direct lending to
community groups, Morgan CDC did a great deal of indirect lending and
investment through intermediaries. Morgan played an advisory role in
helping to design and structure new community development initiatives
and it assumed a leadership role in financing those projects and in
attracting other investors. Morgan’s advisory and investment services
were not replicated by any other financial institutions in the City at that
time. Both Chase and Morgan also had very generous grant programs
which, as with their lending, varied in strategy and priorities.

In November, 2000, after Chase applied to the Federal Reserve for
approval to purchase Morgan, ANHD submitted comments to the Fed
which noted the exemplary community development programs of each of
the two banks. Our comments also noted our fear that some of Morgan’s
programs would be eliminated as a result of the merger. We were also
concerned, even at that time, that as the bank expanded its regional and
national presence, its community development focus in New York City
would diminish. (A copy of the November 2000 comment letter is
attached to this statement as Attachment 2).

On November 30, 2000, ANHD leadership met with the JPMorgan Chase
Vice Chairman for the retail bank, as well as with various Chase staff, to
discuss the issues we raised in our comment letter. At that meeting, the
bank promised to preserve all of the staff and programs of Morgan CDC.

(93]
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Bank representatives also promised to maintain within the merged
institution the existing levels of community development lending and
investment of the separate banks. And, importantly, the bank proposed a
community development organizational structure which we thought
supported effective community development programming.

Over the course of the next three years, there were a number of changes
at the bank. Then, in early 2004, when JPMorgan Chase applied to
acquire Bank One, ANHD again submitted comments to the Federal
Reserve regarding the merger; this time, however, the tone of those
comments was very different.

When we reached out in 2004 to our community organizations to learn
about their recent experiences with JPMorgan Chase, we received
substantially more negative criticism than we saw during the previous
merger. There was a sense that while Chase was still in many ways a
strong and committed partner, it was less able to support community
development efforts on a neighborhood level. Its Community
Development Group had become decentralized and had lost staff and
resources and the bank was less effective in working with community
groups. It was feared that with the planned merger and the relocation of
the bank’s retail headquarters, these problems would be exacerbated.
ANHD also had a very particular concern that the bank did not honor
many of the promises it had made to community groups at the time of
the Chase and Morgan merger.

What was most dramatic to us was how quickly the bank’s performance
changed from 2001 to 2004.

Community development and CRA-related commitments made by
JPMorgan Chase during recent mergers and the extent to which
those commitments are currently being met

When ANHD members met with JPMorgan Chase representatives in
November 2000, the bank promised the following:

e It would preserve the staff and programs of Morgan CDC.

+ It would maintain a centralized Community Development Group
appropriately situated within the bank to coordinate and deliver a
full range of community development products and services. (This
was a very important issue to ANHD members- an effective
organizational structure is as critical to good community
development programs as the commitment of financial resources)
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» It would maintain the existing levels of community development
lending and investment of both Morgan and Chase, with an eye
towards increasing those levels if the bank’s profitability improved.

The bank failed to honor these promises:

e Within a year, the entire staff of Morgan CDC were gone and were
not replaced

¢ Over the next three years, the Chase Community Development
Group was gradually broken down: The Foundation was taken out
of the Community Development Group and moved to public
relations, the Affordable Mortgage division was eliminated, the
Morgan CDC programs no longer existed and there was substantial
shrinkage in staff.

s Two years after the merger, the Chase Foundation reduced its
philanthropic budget by 10% and shifted resources away from
community development into other interest areas. And, at least
from the experience of our membership, the bank is no longer
lending to community groups at levels it had in the past.

We had several meetings with bank representatives over the past
three years, at which time we reminded them of their earlier promises;
each time we were told, for varying reasons, that the bank would not
be honoring those commitments.

Adequacy of current laws to provide sufficient criteria to review the
impact of bank mergers on communities and to ensure that
communities’ interests are protected after the merger

The Community Reinvestment Act plays a pivotal role in ensuring
financial investment in low-income communities. The broad nature of its
mandate gives banks and communities the flexibility to craft products
and services to meet the specific needs of particular communities.
However, this same broad mandate makes it difficult to set threshold
standards of performance for financial institutions. As applied, it is not
very effective in protecting communities’ interests after a bank merger.

ANHD routinely submits comments to federal regulators when a major
New York City bank seeks approval to merge. We have always found it
very easy to comment on a merger; the staff at the agencies are always
very helpful in providing us with information we need regarding the
application and there are no rigid rules as to the form of the comment.
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The fact that banks’ CRA performance is a factor in approving an
application makes banks much more willing to meet with community
representatives during the course of the merger. It also provides an
incentive for banks to make increased commitments at that time to low-
income communities; for example, the recent JPMorgan Chase/Bank
One commitment of $800 billion dollars over ten years to low- and
moderate-income communities.

Current Laws Need Reform

Despite the important role the CRA plays in encouraging financial
investment in low- and moderate-income communities, there are many
weaknesses in the current laws’ ability to protect community interests
after a merger:

¢ Since no bank merger in recent memory has ever been turned
down because of the banks’ poor CRA performance, it leads one to
question whether the law is in fact being rigorously enforced.

s The application review process seems to rely over-heavily on past
CRA performance. In the JPMorgan Chase/Bank One approval
order, a number of very substantial concerns were raised by
commenters. The approval order sets out these concerns, but
does not respond to them; it instead discusses how the banks’
most recent CRA evaluations would weigh most heavily in its
decision. This approach seems to make the whole public
comment process rather pointless.

¢ The regulators do not enforce CRA commitments, even those made
in the course of obtaining approval for a merger. In the case of
JPMorgan Chase, ANHD submitted written comments to the
Federal Reserve in 2000 documenting our concerns with the
Chase/Morgan merger. Then, after the bank made certain
commitments to us, we also forwarded that information to the
regulators. In 2004, our comments to the regulators on the
JPMorgan Chase/Bank One merger described in some detail our
difficulties in getting Chase to honor the commitments made in
the earlier merger. None of these generated any response from the
regulators (nor did we expect them to). ANHD generally relies on
the good-faith of the financial institution to carry out any
commitments it makes.

e Banks are not required to generate prospective CRA plans as part
of the merger process. In the case of JPMorgan Chase/ Bank
One, ANHD, along with advocates around the country, urged
Chase/Bank One to develop detailed, specific CRA plans for each
of its major markets, including New York City. We recommended
the bank adopt for NYC a formal, written CRA plan with clear
lending and investment targets, timelines and outcomes, by which



97

Chase, its regulators and the public could monitor and evaluate
the bank’s performance. The bank did not generate such plans.
JPMorgan Chase/Bank One did announce a 10 year $800 billion
dollar CRA commitment in April, which is the most ambitious
CRA commitment ever, and very exciting. However, the
commitment is very broadstrokes and it is impossible to evaluate
or monitor to what extent it will benefit New York City’s
communities, or the local communities in Chase’s other markets.

Conclusion

As the trend towards bank consolidations continues, the impacts of
mergers on local communities will become more visible. While
JPMorgan Chase remains committed to community development in
New York City and is still a very prominent investor in low-income
neighborhoods, it plays a lesser role than it once did. We believe the
challenges the bank faces are due to its very large size; it is not as
well positioned to respond to neighborhood priorities as it was when
its market was local. Other large banks have the same constraints,
and we expect this situation to worsen as these large mergers
continue. As part of the solution to this complex problem, we will
need regulatory and legislative reform which encourages very large
banks to remain accountable to local communities.
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ASSOCIATION FOR NEIGHBORHOOD & HOUSING DEVELOPMENT INC.

305 Seventh Avenue, Suite 2001, New York, NY 10001-6008 (212) 463-8600 Fax: (212} 463-9606

Attachment 1

ANNL

March 13, 2004

Jennifer Johnson

Secretary

Board of Governors

Federal Reserve System

20% Street & Constitution Avenue N.W.
Washington, DC 20551

COMMENTS REGARDING THE PROPOSED MERGER OF JPMORGAN
CHASE AND BANK ONE

Dear Secretary Johnson,

ANHD urges the Federal Reserve Bank to condition approval of the
JPMorgan Chase/Bank One merger upon specific commitments by
JPMorgan Chase to substantially strengthen its community
development/CRA programs and initiatives in New York City.

Because of the immense impact this merger would have on low-income
communities around the country, we also join other commenters in
urging the Federal Reserve to hold public hearings in each of JPMorgan
Chase & Bank One’s major markets.

Summary:

The Association for Neighborhood & Housing Development (ANHD) is a
30 year old non-profit coalition of 102 New York City neighborhood-
based housing groups. Collectively and individually, our members are
very familiar with JPMorgan Chase’s community development programs

" and how they compare with those of other New York City financial
institutions.

These comments are based on our direct experiences with JPMorgan
Chase over the past three years, on meetings and discussions we have
had with JPMorgan Chase staff and leadership during that period, and
on comments and information we solicited from our membership
regarding their perceptions of Chase’s community development & CRA
strengths and weaknesses.
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With 200 branches in the five boroughs, JPMorgan Chase Bank is far
and away New York City’s largest retail bank. Chase in its current
configuration is the result of mergers with several NYC retail banks over
the past fifteen years. Traditionally, as Chase has absorbed all these
other local financial institutions, it has been able to grow its community
development programs to become a strong partner in our neighborhoods
as well as a citywide leader in community development. However, since
the last merger, the acquisition by Chase of JPMorgan, we have seen a
retrenchment from this role and JPMorgan Chase has become a less
visible presence on a neighborhood level. We are concerned that the
pending merger, and the relocation of the bank’s retail financial services
headquarters to Chicago, will exacerbate this disturbing trend to the
great detriment of New York City’s neighborhoods.

Issues:

Our core concerns and issues are as follows

» JPMorgan Chase’s organizational structure, through recent
reorganizations, limits its ability to establish effective partnerships
on a neighborhood level.

o JPMorgan Chase’s community development programs have become
less responsive in recent years to the priorities and needs of NYC’s
low-income neighborhoods.

+ JPMorgan Chase did not fully honor certain commitments it made
to community groups around its last merger. We fear the same
will occur with this pending merger.

Discussion:

In various conversations and meetings the ANHD membership has had
with Chase leadership over the past three years, the bank has made it
clear it considers itself more and more a national, or even global,
institution, and it has restructured its programs and products
accordingly. As a result, in community development, JPMorgan Chase
now works more and more with large intermediaries and regional and
national organizations and less with community-based groups.

But despite JPMorgan Chase’s growing national presence, it is still NYC’s
largest neighborhood banking network. Traditionally, Chase had been
considered the premier community development lender and investor in
our neighborhoods. Community-based organizations used Chase (and
still do) for their banking services; Chase was the lender of choice for
community development real estate loans and lines of credit. Chase also
had strong affordable mortgage programming and was a leading partner
with community groups in increasing homeownership opportunities for
underserved constituencies. In addition, Chase was considered a leading
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philanthropic funder of community-based organizations in support of
affordable housing and neighborhood revitalization initiatives.

Today, this is no longer the case. Fleet, with only a fraction of Chase’s
branches, originates more community development loans in NYC. Chase
no longer has an affordable mortgage division and it lags behind other
local lenders in its home lending to minorities. All of the other major
financial institutions allocate a far greater percentage of their
philanthropic budget to affordable housing and neighborhood
revitalization than does Chase.

While Chase is still in many ways a strong and committed partner in
community development, it has surrendered the leadership role it once
held and which is expected of it as the City’s largest bank. We hope that,
as part of this merger, and as the bank reorganizes yet again, it can
recommit to New York City, and especially to the City’s low-income
neighborhoods.

Structural Issues:

When Chase was at its most effective, it had a strong, centralized
community development group. Community development lending and
investment, affordable mortgage programs and community development
philanthropy were all housed within the group and this enabled the bank
to develop strong, seamless partnerships in low-income communities.
Neighborhood organizations were able to develop good working
relationships with loan officers and other Chase staff to respond to
emerging community credit needs and priorities.

When Chase acquired JPMorgan towards the end of 2000, ANHD
leadership met with David Coulter, who was at the time the Chase Vice-
Chairman for National Consumer Finance. At that meeting, Mr. Coulter
committed to, among other things, maintaining a centralized group
which coordinated and delivered the full range of community
development products and services of the two merging banks. {See
attached letter from ANHD to David Coulter dated December 8, 2000).

However, a year after making that commitment, the programs of the
Morgan CDC were discontinued. That same year, the Chase Foundation
was moved out of the Community Development Group and housed
instead in public relations. Then in 2003, the Community Development
Group eliminated its affordable mortgage division; affordable mortgage
programs, insofar as they still exist, are now delivered out of the bank’s
mortgage company, which we believe operates out of Ohio.

While this fragmentation of the community development group and its
programs was taking place, the bank was at the same time cutting back

3



101

on staff resources for these initiatives. The entire staff of Morgan CDC
left the bank and was not replaced. The Chase Foundation once had
eight staff, now it only has three dedicated to New York City
philanthropy.

This downsizing has had a very real impact on Chase’s community
development programming. Community development grantmaking is
now done entirely electronically- proposals can only be submitted on-
line; responses are delivered via e-mail. Chase grantees routinely go
years without speaking to a human being at the bank; grantmaking as a
result has become less strategic and the grant process more error-prone.

A number of ANHD’s CDC members, those who develop affordable
housing, have found that it has become more difficult to obtain
community development loans from the bank. It was noted that loan
officers are no longer able to work as closely as they once did with
community-based organizations to move a loan proposal through Chase’s
approval process. As a result, Chase is making fewer loans to
community-based organizations.

Programmatic Concerns:

The structural problems highlighted above, along with a reduction in
financial resources, have visibly weakened JPMorgan Chase’s community
development programs and services.

Community development lending: While Chase remains a major
community development lender in New York City, most of its lending is
now to large intermediaries and for-profit developers, moving away from
direct lending to community organizations. Community-based housing
groups have identified a continuing need for direct lending, particularly
for affordable housing, and Chase needs to rebuild its programs in this
area to meet this critical need.

Comrmunity development grantmaking: Chase is a very generous
supporter of a range of charitable initiatives in New York City; its CRA-
eligible grant support in NYC last year was $13 million. (With an
additional $2 million to the United Way. ) We recognize Chase’s overall
generosity, but it has been an ongoing concern of the ANHD membership
that Chase’s CRA-related grantmaking is no longer tied to core
community priorities.

Of greatest concern is the minimal amount of funding Chase provides
for affordable housing programs. The most recent CRA evaluation of
Chase (9/2003) recognized that funding for affordable housing programs
and initiatives is a core community credit need in New York City,
particularly in our low- and moderate-income communities. While other
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financial institutions acknowledge and respond to this need Chase
allocates less than 15% of its CRA-grant budget to affordable housing
efforts. Over the past three years, the bank’s United Way contribution
far exceeded its support for affordable housing programs. See attached
letter from Mark Willis dated 2/18/2004. By comparison, HSBC,
Washington Mutual, Bank of New York and M&T Bank each confirmed
that at least 50% of their NYC CRA grant budget last year was targeted
to affordable housing. (One bank dedicated 80% of its grant budget to
this critical issue}.

Just as Chase has been shifting its lending efforts towards large
intermediaries and away from community-based organizations, it is
doing the same in its grantmaking. Many of the local banks Chase has
acquired once provided significant grant support to community-based
organizations; they were in fact central sources of funding for
neighborhood groups. Today, few of these organizations receive
anywhere near a comparable level of support from JPMorgan Chase as
they did from the predecessor banks. Chase’s shifting priorities and its
reduction of support to community-based orgamzatlons has created real
hardships for these neighborhood groups.

Affordable Mortgage Lending: ANHD received very positive comments
from community groups about Chase’s affordable mortgage products and
programs. Chase was considered one of the major home lenders in many
neighborhoods, and those organizations with homeownership programs
reported that Chase had responsive loan officers and good products.
Neighborhood groups considered Chase an excellent partner in their
efforts to increase homeownership opportunities for poor and working
people.

However, there are some broader issues around Chase’s home mortgage
lending. According to research by the National Community Reinvestment
Coalition, Chase seriously underperformed compared to NYC lenders as a
whole in its level of lending to African American or Latino borrowers and
in minority communities. In 2002, 16% of Chase’s single family loans
were to black or Latino borrowers, compared to 19% by lenders as a
whole. It fared even worse in lending in minority census tracts: only 20%
of its lending was made in those tracts compared to 26% by lenders as a
whole. Further, the bank’s last CRA evaluation noted that it was only
“adequate” in lending to low-income and moderate-income borrowers in
the New York MSA.

Community groups have also reported that they are seeing a rise in
foreclosures by Chase on 1-4 family homes in their neighborhoods; the
foreclosure rates exceed those of other major lenders in the community.
ANHD first raised this issue at a meeting with Vice Chairman Donald
Layton in February 2003 and then at ensuing meetings, most recently at
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a January 2004 meeting with Chase leadership. The problem is still not
resolved; Chase needs to work with community organizations to establish
a solid foreclosure prevention effort to reverse this very troubling and
destabilizing trend in our communities.

Monitoring Chase Commitments:

We would strongly urge the Federal Reserve to insist on a transparent
monitoring and reporting process for any commitments Chase may make
in the course of this merger.

As we noted in other sections of this comment, Chase made several
commitments to the ANHD membership at the time of its merger with
Morgan. This was not a formal CRA agreement, but {we thought) a good
faith commitment by the bank to its community partners. Within two
years, Chase unabashedly and unapologetically reneged on almost all of
its promises.

ANHD has also found it very difficult to obtain specific information from
Chase on its CRA-related programs and activities. As the attached
correspondence reflects, we have repeatedly asked for budgets or targets
on Chase’s community development lending, investments and grants; we
never receive this requested information. We run into a similar obstacle
when we ask for details on past performance. For some time, we have
raised the concern that Chase is decreasing its lending and grant
support for community-based groups. We have made straightforward
requests for information on the number and percentage of Chase’s loans
and grants to community organizations; we have not been able to obtain
this information either.

In the past, Chase would generally provide very detailed information on
its CRA-related activities upon request. This reluctance to provide
specifics on its community development efforts is fairly recent. Without
this basic information, it is very difficult for communities and advocates
to intelligently evaluate or comment on the bank’s CRA performance. We
hope Chase will again begin to provide this information to the public.

Recommendations:

1. Public Hearings: We strongly urge the Federal Reserve to hold
public hearings on this proposed merger. We discussed above our
difficulties in obtaining details from Chase on its CRA-related
lending and investments; we suspect other interested stakeholders
face the same problem. Public hearings which fully explore
Chase’s CRA activities would give all of us the information we need
to evaluate the bank’s CRA performance and, more importantly,
the impact of this merger on our communities.
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2. CRA Plans: We also urge as a condition of this merger, that
Chase/Bank One develop detailed, specific CRA plans for each of
its major markets, including New York City. As we also discussed
above, we do not believe that Chase honored all of the promises it
made during previous mergers. To avoid this occurring again, we
recommend the bank adopt for NYC a formal, written CRA plan
with clear lending and investment targets, timelines and outcomes,
by which Chase, its regulators and the public can monitor and
evaluate the bank’s performance.

3. Community Development Structure: We further recommend
that JPMorgan Chase establish a community development
structure which effectively supports neighborhood needs and
priorities. For NYC, we recommend that Chase re-establish a
centralized community development group within which is housed
community development lending, philanthropy and affordable
mortgages. Staffing needs to be expanded so that Chase may
begin to re-establish relationships and partnerships with
communities and community groups to carry out successful
neighborhood-centered community development programs in our
low income communities.

4. Community Development Programs:
Lending:  We recommend that Chase strengthen its capacity to
undertake direct lending to community-based organizations,
particularly in the area of affordable housing. We recommend that
Chase establish as a target making at least half of its community
development loans to community-based organizations.

Philanthropy: Here, too, we recommend that Chase re-establish its
connections to the City’s neighborhoods. We recommend, again,
that at least 50% of Chase’s CRA-related grants be awarded
directly to neighborhood-based organizations. We also recommend
that Chase better focus its grantmaking on community priorities.
Like its peers, the bank should allocate at least 50% of its CRA
grant budget in NYC to affordable housing. Finally, Chase should
increase it overall grant budget. In its merger application, Chase
noted it would increase its contributions in Chicago; it was silent
as to any increased support elsewhere. In keeping with its planned
growth, Chase should increase its CRA-eligible philanthropy in
NYC by 40%, the amount Bank of America committed to in its
recent merger.

Affordable Mortgage Programs: This is an area of tremendous
concern to ANHD. In our comments we noted real strengths and
real weaknesses in Chase’s mortgage lending. With the recent
dismantling of the affordable mortgage division, it is not clear to us
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that Chase will be able to maintain the strong partnerships it has
with housing counseling organizations in New York City’s low-
income neighborhoods. We are equally concerned that Chase will
not be able to turn around its rising foreclosure rates without a
strong local foreclosure prevention program. We recommend that
Chase re-establish its affordable mortgage division and work with
community partners to strengthen and expand its homeownership
programs and foreclosure prevention efforts.

Conclusion:

As we have tried to communicate throughout this comment, Chase had
traditionally been the leader in community development among New York
City financial institutions. Chase was once the model by which we
measured other local banks. As it grew and expanded through different
mergers over the years, it became an increasingly prominent institution
in our City’s neighborhoods. However, the bank’s continued growth has
most recently had the opposite effect; it has reached a scale where it is
less able and interested in establishing and maintaining community
partnerships. Although our City’s largest bank is still prominent in
comumunity development, it has abdicated its leadership role. We are
very concerned that yet another expansion, particularly one which will
greatly extend the bank’s geographic reach and move the retail bank’s
headquarters to Chicago, will create even more distance between Chase
and its communities.

We are hopeful, though, that Chase will choose to recommit to its
communities. With the increased resources of the merged institution,
the bank could once again become the leader in community development
that it once was. ANHD and its membership would be eager to work with
JPMorgan Chase to help them accomplish this.

Sincerely,

R\
Irene Baldwin
Executive Director

cc: J. Bernstein, FRB
E. Rodriguez, FRB
M. Willis, JPMorgan Chase

attachments



106

ASSOCIATION FOR NEIGHBORHOOD & HOUSING DEVELOPMENT INC.
305 Seventh Avenue, Suite 2001, New York, NY 10001-6008 (212} 463-9600 Fax: (212} 463-9606

Attachment 2

L

November 13, 2000

Jennifer Johnson

Secretary

Board of Governors

Federal Reserve System

20t Street & Constitution Avenue N'W.
Washington, DC 20551

COMMENTS REGARDING THE PROPOSED ACQUISITION BY THE CHASE
MANHATTAN CORPORATION OF JP MORGAN and the MERGER OF
CHASE MANHATTAN BANK and MORGAN GUARANTY TRUST

Dear Secretary Johnson,

Below are preliminary comments from the Association for Neighborhood and Housing
Development (ANHD) regarding the proposed merger of Chase Manhattan Corporation
and JP Morgan. These comments were faxed to the Federal Reserve Bank of New York
on November 13, 2000,

ANHD has a number of comments and concerns regarding this merger and we are
meeting with David Coulter, National Consumer Finance Vice Chairman at Chase on
November 30, to discuss these issues. We will also submit supplemental comments to the
Federal Reserve Bank by December 7, based on the outcomes of this meeting.

Background on ANHD:

The Association for Neighborhood and Housing Development (ANHD) is a non-profit
member organization whose membership is composed of ninety five neighborhood-based
New York City non-profits engaged in housing, community development and economic
development in low and moderate income neighborhoods throughout the five boroughs.
Our members work extensively with financial institutions and other partners on a wide
range of housing and economic development initiatives in their communities and have a
thorough and first hand knowledge of New York City banks” CRA-related activities in
their neighborhoods.
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Summary of Our Concerns Regarding the Merger

The ANHD membership is deeply concerned about this merger and for reasons that are
somewhat different then those raised around other bank mergers. Both Morgan Guaranty
Trust Company and Chase Manhattan Bank are true leaders in community development
in New York City. Both banks have very substantial levels of lending and investment in
the five boroughs of the City and, from a community development perspective,
community organizations could not have two better partners in neighborhood
revitalization.

Each bank has a very different community development philosophy and strategy and we
need each of those strategies to support our neighborhood preservation and housing
development efforts. For example, Chase does a great deal of direct lending to New
York City community organizations and is probably the leader among area financial
institutions in the depth and breadth of its lending and investment in neighborhood-based
community development projects. As the merger application noted, Chase provides
construction lending, interim financing, permanent loans and letters of credit to finance
community-sponsored affordable housing projects in our neighborhoods. It also provides
community organizations with cash flow lines of credit and with recoverable grants to
suppost project pre-development costs.  Finally, Chase has extensive small business
lending initiatives and residential lending programs. Particularly noteworthy is the
bank’s participation in the New York Mortgage Coalition, a model program to increase
access to credit by lower income first time homebuyers.

Morgan CDC, on the other hand, does a great deal of indirect lending and investment.
Through partnerships with intermediaries, Morgan has provided technical assistance and
financing to create exciting new, large-scale community and economic development
initiatives which would simply not have happened without Morgan’s presence as the lead
nvestor.

Both banks are also very generous supporters of community organizations; here again,
each bank has a somewhat different straiegy and philosophy in their grantmaking
initiatives, and we highly value each of their efforts. And, in the case of Morgan, that
bank also administers several private foundation accounts and it has been very successful
at finding funding opportunities for its private clients with an interest in urban affairs in
NYC. That link has been a great benefit to nonprofits here.

While in the other businesses of the two institutions it might make a great deal of sense to
merge, from a community development perspective, New York City’s low income
neighborhoods stand a great deal to lose if any of the distinctive programming of each of
these banks is lost through the merger.

Because Chase is the acquiring bank, much of our concerns focus on what will happen to
JP Morgan’s programs after the merger. (If Morgan were buying Chase, we would have
similar concerns about the future of Chase’s programs). Our major concerns are as
follows:
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Morgan CDC is a great asset to New York City communities. According to the
intermediaries with whom it partners, Morgan plays an advisory role in helping to
actually design and structure new community development initiatives and it
assumes a leadership role in financing these initiatives. Morgan is also very
sucecessful in attracting other investors to these projects. Many of the non-profit
organizations that work with Morgan have indicated that its advisory and
investment services are not replicated by any other financial institutions in the
City. Examples of its important work in this area are cited in the application: its’
role in creating the Primary Care Development Corporation, the bridge financing
and gap loans it provides to local equity funds which syndicate Low Income
Housing Tax Credits; and its current efforts to syndicate Welfare-To-Work Tax
Credits. ANHD would like assurances that the CDC is well integrated into
Chase’s community development structure and that its budget and resources are
maintained post-merger so that it can continue and build on its important work.
Morgan’s grantmaking and Chase’s grantmaking have significant areas of overlap
(where they both fund the same organizations) and significant areas of departure
where each bank has philanthropic initiatives not replicated by the other. A great
many New York City community organizations have regularly received each year
substantial grants from each of the two banks; a decrease in that support would
be a significant blow to these organizations. In addition, Chase has very great
breadth of grantmaking; it has been able to reach an extraordinarily large number
of community organizations, far beyond the universe of community organizations
with whom Morgan works. Further, Chase has a number of special initiatives
aimed at critical community development priorities, including its various financial
literacy programs and its faith-based community development program. Morgan,
on the other hand, has been able to work very closely with a smaller number of
organizations and, through its more labor-intensive processes, has been
particularly effective in linking its private foundation clients with an interest in
NYC community development with these community groups. ANHD would like
to know how Chase plans to integrate these two philanthropic programs;
community organizations’ cannot afford to lose either of these important partners
as they meet the challenges of rebuilding and preserving low income
neighborhoods.

JP Morgan’s CRA assessment area is New York City; Chase has a much larger
assessment area. We are concerned that, over time, even if levels of lending and
investment are expanded, the community development focus on New York City
will diminish as Chase’s regional and national presence grows. We would like a
commitment from Chase to preserve and expand on the existing level of grants,
loans and investments both Morgan and Chase now make in New York City.
Chase expects to save money and increase profits as a result of this merger. As
the new bank expands its services, it will also be better positioned to expand its
community development programming. ANHD believes the new bank should, as
a baseline commitment, maintain both Chase and Morgan’s current level of
lending and investment in New York City for at least five years. The bank should
also have a specific strategy in place where, as its profits increase, it appropriately
increases its level of lending and investment beyond this baseline level.
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We are looking forward to a very productive meeting with Chase and Morgan leadership
in December, where we are hopeful that these concerns will be addressed. We will at that
time file supplemental comments with the Federal Reserve Bank of New York regarding
the impact of this proposed merger on the convenience and needs of New York City’s
residents and its impact on the CRA-related lending and investment of JP Morgan and
Chase.

Singerely,

\

Irene Baldwin
Executive Director
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Sovereign Bank

Joseph P. Campanelli
Vice Chairman
Sovereign Bancorp

Joe Campanelli was appointed Vice Chairman of Sovereign Bancorp in September of 2002, He
also was named President & COO of Sovereign Bank New England in December of 1999.

As of January 2005, he will assume the title of Chief Executive Officer for Sovereign Bank’s
New England division. In this role will have total responsibility for all bank operations in the
New England region.

In addition to establishing strategy and executing business line initiatives, Joe is also a member
of Sovereign Bank’s Office of the CEO. He played an active role in the acquisition and
conversion of the Fleet divested business units.

Prior to joining Sovereign Bank in September of 1997, Joe spent almost 20 years serving in a
variety of executive positions with both Fleet and Shawmut Bank. Over the years, he has been
instrumental in establishing key economic development programs with a variety of agencies and
industry groups.

An active member of the community, Campanelli serves as a Director of the Commercial
Finance Association, Massachusetts Business Development Corporation, Boys and Girls Club of
Boston and is a Trustee of Tufts New England Medical Center. He also plays a leadership role
with the United Way of Massachusetts Bay, and will serve as the Co-Chair for the organization’s
2005 fund drive.

In addition, Campanelli will co-chair the 2005 National Conference for Community Justice. He
will also chair the 2005 Heading Home fundraiser for Shelter Inc., an agency that provides
housing and other services to homeless families and individuals, He is a member of the
Executive Committee with the Boston Minuteman Council of the Boy Scouts of America and the
Board of Overseers of the Boston Museum of Science.

Subsequent to graduating from Babson College with high distinction, he began his banking
career in Hartford, CT, in 1979. He has remained active with a variety of professional, civic and

charitable organizations throughout the region, and is recognized as an innovative leader.

Joe and his wife, Carolyn, reside with their three children in Wellesley, Massachusetts.
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The Committee on Financial Services, U.S. House of Representatives
“Banks, Mergers and the Affected Communities”

Federal Reserve Bank of Boston

Tuesday, December 14, 2004

10:00 a.m.

Testimony of Joseph P. Campanelli, President and Chief Operating Officer,
Sovereign Bank New England, and Vice Chairman Sovereign Bancorp, Inc.

On behalf of Sovereign Bank New England and Sovereign Bancorp, Inc. I am providing
written testimony for the record in addition to my oral testimony provided on December

14,2004.

T would like to address commitments that Sovereign made during the merger approval
process. First let me say, that we met or exceeded our commitments in our recent
acquisition of Seacoast Financial Services Corporation

Jobs
Prior to the acquisition, Sovereign projected that approximately 74% of Seacoast’s
employees would be retained, and all branch staff and other personnel working with
customers would be included in those retained. Sovereign also promised that it would
consider former Seacoast employees first in filling open positions. Following
consummation of the acquisition, approximately 74% of the Seacoast positions were
retained. All branch and other personnel working with customers were retained or
offered positions. Those employees who were not offered positions received a severance
package that included a severance payment, as well as health, dental, and life insurance.

Also, they were offered outplacement services through Keystone Associates, an
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experienced third party provider. In addition, Sovereign has given preference to Seacoast

employees in filling open positions and, to date has placed 20 of those employees.

We cannot deny that there are jobs losses in these transactions. However, we would like
to point out that Sovereign offers a greater range of products and services and has a wider
geographic reach than the banks it has acquired. It has been our experience that, as a
result, many employees of the acquired banks have been able to assume greater
responsibility and have higher compensation opportunities.

Commitments
With respect to branches, Sovereign stated that 12 overlapping branch offices would be
closed and that all branch personnel in those offices would be retained. In addition,
Sovereign agreed to give preference, assuming comparable economic terms were offered,
to local community banks or credit unions to purchase a branch office, which is to be
closed; and Sovereign also agreed to encourage its landlords to give the same preference
on leased premises. Sovereign is meeting these commitments. Following the close of the
acquisition, Sovereign did close 12 branches. Seven were Sovereign branches and five
were Seacoast branches. All personnel in those branches were offered positions.
Sovereign is meeting its commitment to give preference to banks and recently accepted

an offer to sell a closed branch to a local community bank.

In this connection, Sovereign also committed that in no case would Sovereign be moving

out of any community being served by Seacoast. Sovereign has met that commitment and
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1s an important presence in all those communities and is doing its best to grow its

business in those communities.

Sovereign also addressed capital improvements to branch offices in area served by
Seacoast promising to spend approximately $2.4 million. To date, Sovereign has spent
$3.1 million for those branch improvements, including adding drive-up ATMs,

improving parking lots, building internal offices and improving platform areas.

Sovereign committed that Kevin Champagne, Seacoast’s Chief Executive Officer and a
Director of Seacoast, would be appointed as a Director of Sovereign Bank. That was

accomplished at the Bank’s August Board meeting

When Sovereign entered the New England market in March of 2000, the bank publicly
made a bank-wide three-year community reinvestment commitment of $3.7 billion
dollars. All of these commitments reflect specific allocations in the states where we have
a principal banking presence. That goal was exceeded by 150 percent bank-wide and the

Massachusetts commitment of $613 million by 175 percent.

The bank entered into an enhanced three-year agreement (2000 — 2002) with the
Community Advisory Committee in Massachusetts. We have met or exceeded these

commitments.
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In addition, we made a public commitment in 2003 for three years (2003 — 2005) of $5
billion bank wide. We are meeting or exceeding those commitments to date. Just ten days
ago, we announced Sovereign’s Massachusetts Community Investment Agreement for

years 2004-2008 for $3.6 billion.

The bank made commitments to the Massachusetts Affordable Housing Alliance to
originate Soft Second mortgages for the period 2000 —~ 2006 for first time homebuyers.
We initially found ourselves falling short of the aggressive origination goals. We then
took steps to improve our progress by increasing staff and establishing a loan production
office in Roxbury, Massachusetts. As a result, we expect to come close to our goal for

2004.

Furthermore, we committed to establishing advisory boards in our principal New England
markets. These advisory boards are made up of a diverse group of local community and
business leaders. We report on a quarterly basis to these advisory boards on the progress
we are making toward achieving these commitments. We currently operate two advisory
boards in Massachusetts with three new boards planned for 2005 to help manage our new

commitments in the region formerly served by Seacoast.

Sovereign is not eligible for membership in the Federal Home Loan Bank of Boston as
Compass Bank was. As a result, Sovereign has been unable to participate in the Bank’s

Affordable Housing Program. Nevertheless, Sovereign is being as innovative as possible
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with the Boston Bank to find a way to gain admittance to the program. We hope to be

successful in this effort.

In addition when entering the market in 2000, Sovereign agreed to assume a commitment
to the Massachusetts Housing Partnership for $148 million. As a result of recent
acquisitions, that has increased by $14 million. Nearly 85 percent of that money has been

disbursed for affordable housing at below market rate pricing.

An important concern raised by not for profits groups is the level of charitable support
provided to qualified institutions in connection with the Seacoast acquisition. We initially
committed $450,000 a year for five years. That has since been enhanced to $600,000 for
the Seacoast footprint or $3 million over the next five years. To date, we have made

grants in excess of $550,000.

In addition, Sovereign has made an equity investment of $1 million in the South Eastern
Economic Development Corporation (SEED) in Taunton that exceeds any of the previous

bank commitments by 30 percent. Sovereign is also represented on the board.

T will also note for the record in its most recent CRA examination - performed by the
Office of Thrift Supervision, Sovereign Bank received an “Outstanding” — the highest

rating.
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In the last three months, Sovereign has instituted a management structure that has senior
management located within local markets that are able to make decisions quickly and in
response to the local lending needs. This change will further strengthen Sovereign’s
position in local communities

Regulatory
Sovereign believes that present laws do provide sufficient criteria for the review of the
impact of a proposed bank merger on communities. All depository institutions are
required to be periodically examined by their regulator for compliance with the CRA.
The regulatory agency to which a merger application is made is specifically required by
current Jaw to take into account the CRA performance of both the acquiring institution
and the selling institution. The regulatory agencies have authority to deny applications

on the grounds of CRA performance alone.

In addition to the review by the regulatory agencies, the public is provided a comment
period to file any comments in favor of or against an application. This provides a person
time to file a comprehensive comment or protest. A protester can request that a hearing
be held on the application to allow the regulators to elicit additional information. Because
of the serious delays that a protest and hearing can cause, an institution that is interested
in growing by acquisition has an extreme incentive to be very proactive in maintaining an

exemplary record.

The protection of a community's interests after a merger is completed is similarly well

guarded under current law. An acquirer that has not completed its past commitments will
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have a very hard time obtaining approval of a new application. The reviewing agency
will consider the performance of an applicant with respect to past commitments. Bank
management are accomplished business people, who understand that CRA compliance is
not only good for the communities in which they live; it is absolutely a business

imperative if their banks are going to be able to grow.

Finally, I would like to talk about another program that Sovereign has been involved in
that we believe exemplifies what it means to be a corporate partner in the community,
especially by providing financing for small business. Roxbury Technology Corporation,
a minority-woman-owned company in Jamaica Plain, had been looking for $500,000 in

financing to expand the business of reconditioning printer and copier cartridges.

The owner wanted to expand the business. She was turned down for a loan from another
bank. The issue was brought to my attention by one of our advisory board members and
we made it a priority to help. The office supply company, Staples, also committed to use

RTC as its preferred minority-owned business supplier.

We gave her the financing, which will result in the hiring of 10 additional workers over
the next year and a projected increase in sales to $8 million annually. Sovereign also
took this opportunity to change our office supply vendor to Staples, because we want to
have relationships with companies who understand the value of making commitments

where they count and their commitment to vendor diversity.
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1 hope this provides you with a better understanding of Sovereign’s commitment to
serving local communities through reinvestment, job creation and personal involvement
in community affairs. It is Sovereign’s firm believe that our success is clearly linked to

the health and vitality of the communities in which we live and work.

Thank you once again for inviting me to speak before your committee. 1am happy to

answer any questions you may have.

HHEH
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COMMUNITY INVESTMENT AGREEMENT
March 7, 2000

Sovereign Bank New England
And
Community Advisory Committee

Proposed Agreement, Timeframe, and Monitoring

Consistent with our Community Reinvestment Plan to provide the neccssary financial
products and services to low and moderate income communities and individuals
Sovereign Bank New England (SBNE or the Bank) will make a commitment for the vears
2000, 2001, and 2002 with the Community Advisery Committee (CAC) which will
contain specific goals for loans, investments, and services. SBNE agrees that during
2002 the Bank will negotiate with the CAC specific goals for 2003 and 2004, consistent
with the philosophy and intent of this agreement.

SENE wil] create a Commonwealth Advisory Committee (“The Committee™ for
Massachusetts. This Cormmittee will have the responsibility of monitoring and advising
SBNE on the exccution of the bank CRA plan as well any specific agreements, including
but not limited to the CAC agreement. The Committee will be comprised of
approximately twelve members including bank decision-makers, with at Jeast four
community members novninated by the CAC, and community members at large. The
Committee will mect quarterly and review cach of the programs of the agreement,
program goals and program results year to date through the full term of the agreement.
The formal structare and reporting mechanisms will be determined jointly with the bank

and Commitiec members.

SBNE and the CAC in partnership have developed this Agreenient and the following
community investment programs that will provide financing for affordable housing and
economic development projects for low and moderate income residents and areas in
Massachusetts.



171

Small Business Lending

Sovereign commits to originate a minimum of $336 Million in smeall business loans in
Massachusetts during the term of this agreement. SBNE’s loan parameters run from a
minimum of $2,500 to a maximum of $2 Million. The Bank will work with community
development corporations and the minority business commumity to finance economic
developmen: initiatives, small business start-ups and expansion, job linkage and work
force development projects that create jobs for low and moderate income residents and
comumunities, The Bank will support organizations which provide financial and technical
assistance to small, minority and women-owned businesses. Specifically, the Bank will
target 25% of its small business loans 1o borrowers in LMI areas, 60% to businesses
carning less than $1 Million in revenue, and 63% to businesses needing loan amounts of
iess than $100,000.

SBNE's small business delivery strategy will include locally based relationship managers
across New England for whorn community involvement wall be a job requirement. All
employees will receive fair lending training and front linc sales staff and others will
participate in assistance outreach through seminars and other education venues. In
addition, we will provide a specific focus on minorty and women-owned businesses.

Sovereign will offer a guaranteed second look program to applicants not meeting
underwriting c¢riteria and ascertain whether mitigating circumstances and/or credit
enhancement would allow granting of credit. The Bank will also provide SBA and other
loan guarantee and credit enhancement programs. In addition, the Bank will provide fast
credit turnaround time (credit decision in three business days, clesing In ten business
days). The Bank will offer a discounted (50 basis points below prime) rate to applicants
that receive technical assistance of up to $1 Million in credit granted annually,

Affordable Mortgages

Sovereign commits to lend a mimmum of $162 million iz low and moderate-income
mortgages in Massachusetts through the year 2002. The Banx will utilize the ACORN
and Soft Second mortgage programs that offer low cost and flexible credit underwriting
criteria in addition to other affordable mortgage products. The Bank will comymit to lend
$75 Million of the $162 Million to the ACORN and Soft Second mortgage programs.

The Committee will agsist Sovereign in developing other programs that help to achieve
common goals 1 increasing community access to affordable mortgages to low and
moderate and minority borrowers. The Bank wall work to reduce loan defaults and
foreclosures by contracting with counseling agencies on a fec for service basis which
employs comprehensive pre aud/or post purchase counseling programs.
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Equity Investments

Sovereign will invest $2.0 million in equity positions through the year 2002 in
community based equity and loan providers such as CDFIs, CDCs, loan pools, and
vanous collaboratives that serve, at least 75% minority and women-owned businesses,
and/or LMI owned businesses or businesses that serve LMI arcas.

Sovereign will consider direct investrent participation as part of its equity investment
pool. Any direct investment will not count toward the $2.0 million.

%

Loans and Investments in the Boston Empowerment Zone

As part of Sovereign’s commitment to New England, Sovereign will make avdilable
35 million annually in loans and investments in the Boston Empowerment Zone.

Retention and Creation of Branches in LMI and Mipority Arcas

Sovereign will commit to keep open all branches purchased in LMI and minority areas
for one year after the final divestiture closing date. Beyond that year, the Bank will seck
input from the Committec upon consideration and before filing for any branch closings in
LMI and minority areas.

Human Resources Diversity Commitment

SBNE is committed to achieving diversity within all levels of its workforce and its Roard
that is reflective of the communities it serves. As a reflection of this commitrment,
Sovereign agrees that, with the active participation of CAC, it will:

Determune specific diversity goals within 30 days of the signing of this
agreement;

Determine a detailed plan to implement the goals within 60 days of the
final divestiture closing date.

For thosc hires that Sovereign will make that arc not covered under agreement with Flect,
Sovereign shall immediately implement hiring practicss that reflect diversity at all staff
levels.

Sovereign will appoint 2 Manager of Diversity for New England who will assume
responsibility for program advocacy, monitoring, coordination and oversight in the areas
of human resource diversity.
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Sovereign will offer bilingual services consistent with the needs of the various
communities it serves.

The CEO and COO of the Bank will personally espouse a commitmuent to these goals.
They will hire and support senior staff who will be responsible for designing and
implementing these policies, as well as to work with the Committee to perform an
analysis of any impediments that might exist to meeting these goals.

Procurement

Sovereign will design and implement a program with a goal of wtilizing mineriry and
women vendors that is reflective of the communities it serves. As a reflection of this
comimitment, Sovereign, with the active participation of CAC, will:

Determine specific goals within 30 days of the signing of this agreement;

Determine a detailed plan to implement the goals within 60 days of the
signing of this agreement.

The CEOQ and COO of the Bank will personally espouse a commitment to these goals.
They will hire and support senior staff who will be responsible for designing and
implementing these policies as well as to work with the Committee 1o perform an
analysis of any impediments that might exist to meeting thesc goals.

Free or Low Cost Saving and Checking Accounts

We corumit to establish a goal of opening 10,000 basic banking accounts and fres
checking accounts by 2002 and thereafter annually in Massachusetts.

Community Development Financing

Sovereign commits to lend a minimum of $97 million in community development
financing in Massachusetts during the term of this Agreement for affordable housing
projects and cornmercial real estate sponsored by for profit and non-profit organizations.
Financing will include acquisition, construction and permanent loans. The Bank wiil
target 60% of its commitment to housing projects and 40% to cornmercial real estate that
will benefit the LMI communities.

The Bank has agreed to take the unfunded Fleet loan obligations to Massachusetts
Housing Partnership Fund in an amount of approximately $60 million. Within this
amount, the bank agrees to a free one year rate lock on loans totaling $20 million. OQf this
$20 million, $10 million will be set aside at the lower of cither the Federal Home Loan
Bank CIP rate plus 25 basis points, or the 20 year treasury rate plus 25 basis points,
which ever is lower at the time the rate is locked.
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This $10 million set aside is in addition to lower rate interest set-asides still outstanding,
specifically $3.7 million in the case of the Fleet/Shawmut commitment and $4.7 million
in the case of Fleet/BNE commitment. )

In addition, Sovereign will also participate in investment programs to develop low
income housing through federal and Massachusetts’s low income housing tax credit
(LIHTC) programs and historic tax credits. The goal for investments in the federal
LIHTC program will be $10 million by 2002.

Annual Grauts to Suppert Community Development and Civil Rights Advocacy

Sovereign will contribute to community development activities amounting 1o at least
$250,000 in 2000 and at least $500,000 annually in 2001 and 2002 in Massachusetts.

This grant support will be targeted to:

s Affordable housing including home buyer and homeowner counseling, the
development of affordable rental and special needs bousing, and related programs for
LMIpeople;

s Community and economic development including small business technical assistance,
micro and peer lending programs, entrepreneur training, job training and workforce
development programs, and the development of commercial or industrial real cstate;

o Econoemic education including credit counseling and programs expanding access to
credit and banking services for LMI and minority communities; and,

s Civil Rights related advocacy such as community organizing, diversity education,
expanding awarcness and understanding of racial and gender cconomic disparities,
research and litigation to enforce civil rights laws, and other such efforts which can
affect public policy and business practices.

SIGNED: 355 /2005

b}ﬂ/u/u, Wnkarsohd JA
Senator Dianne Wilkerson Jphn P. Hamill
Convenor hatrman & CEO

Community Advisory Commitlee Sovereign Bank New Englané
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We, the following community based organizations have agreed to work with Sovereign
Bank New England toward the effective implementation of this agreement. ’

Community Advisory Committee

Negotiating Team Mémbers

NAME ORGANIZATION .

Juan M. Cofield NAACP-Boston Branch

Marc Draisen Massachusetts Association
of CDCs -

David J. Harris Fair Housing Center of I3
Greater Boston b

Kenneth 8, Guscott Minerity Developers
Association

Clayton Tursbull The Waldwin Group

Steve Wright Massachusetts Black

Lawyers Association

Committee Members

[ NAME ORGANIZATION SIGNATURE

M&@“‘M,G—

Heaced Copera, Gt 75 L

—_ 1 :
B / or1 (Bl 770 7
5 A S OR G, _For - .
il S &)a? y ‘ o

Special Thanks to the offices of Senator John Kerry and Congressman Michael
Capuano. Especially their Committee Observers:

Roy Martin Qffice of Senater
John Kerry

Egobudike Ezedi, Jr, Office of Congressman / ”
Michael Capuano 4
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Memorandum of Understanding
between
Sovereign Bank New England
and the
Massachusetts Affordable Housing Alliance

Sovereign Bank New England has agreed to provide home purchase mortgages to a total of 325
first time home buyers (50 in 2001, 75 in 2002, and 100 in both 2003 and 2004) through the Soft
Second First Time Home Buyers Program in the city of Boston.

In addition, Sovereign Bank New England has agreed to provide home purchase mortgages to a
total of 325 first time home buyers (50 in 2001, 75 in 2002, and 100 in both 2003 and 2004)
through the Soft Second First Time Home Buyers Program in the balance of the state. This
program was developed by the Massachusetts Affordable Housing Alliance (MAHA), banks, and
state and city officials.

Sovereign Bank New England and MAHA agree to the {ollowing terms and conditions:

Commitment: Sovereign Bank New England commits to provide first and second mortgages to a
total of 325 qualified first time home buyers (50 in 2001, 75 in 2002, and 100 in both 2003 and
2004) for the purchase of one, two, and three family properties in the city of Boston. In addition,
Sovereign Bank New England has agreed to provide home purchase mortgages to a total of 325
first time home buyers (50 in 2001, 75 in 2002, and 100 in both 2003 and 2004) through the Soft
Second First Time Home Buyers Program in the balance of the state.

MAHA agrees to continue to provide all of the services to first time home buyers and new
homeowners outlined in our memorandum of understanding with the bank, provided that adequate
funding continues to be available to MAHA to do so.

MAHA reserves the right to re-open discussion of this agreement if, during the period covered by
the agreement, the bank substantially increases its presence in the city of Boston through expansion,
acquisitions, or mergers.

Program: To provide first and "soft second" loans to low and moderate income first time home
buyers. The maximum first mortgage amount will represent 75% loan to value and the second
mortgage will represent the greater of $20,000 or 20% loan to value.

Soft Second: $20,000 or 20% loan to value, whichever is greater. Principal is deferred for 10
years and Massachusetts Housing Partnership (MHP) funds may be used to supplement interest
only payments for the first nine years. MHP provides a loan loss reserve of 10% of all soft second
loans which eliminates the need for Private Mortgage Insurance.

Interest Rate: Interest rate on the first and second mortgages will be 50 basis points below the
bank's 30 year fixed 2 point rate. No points will be charged to the borrower.

The following alternative pricing structure may also be used:
The interest rate on the first will be the same as the bank's 30 year fixed 2 point rate. The interest
rate on the second will be 237 basis points below the bank's 30 year fixed 2 point rate, The
discount on the second mortgage will be sufficient to keep the borrowers' payments to very close to
what they would have paid under the program structure described above. No points will be charged
to the borrower.

1
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Loan Terms: First Mortgage - 30 year Fixed Rate Mortgage
Second Mortgage -  Interest only for the first 10 years
30 year maturity

Amortized over 20 years after first 10 years

Subsidy: MHP funds the lender the net present value subsidy amount and places 10% of the
Second Mortgage amount into the separate Loan Loss Reserve Account held at MHP.

Borrowers are provided subsidy when income is not high enough to fully cover monthly housing
costs. A subsidy "phase out” gradually increases the borrower's share of the second mortgage
payments. MHP will not subsidize borrowers' interest payments below the point where the
borrower is paying 28% of his/her income for housing debt. The maximum public subsidy will be
determined by MHP program guidelines:

Eligible Properties: Property must be located within a participating community in the
Commonwealth of Massachusetts. One, Two, and Three Family owner occupied primary
residences only.

Income Limits: Income limits are determined by MHP.

Loan-To-Value: Maximum loan to value of 95% (excluding MHP subsidy provided as a
deferred payment loan).

Maximum Purchase Price: As set by the Massachusetts Housing Partnership.

Currently:

Condominium $150,000

Single Family $165,000

Two Family  $180,000 (due to be increased by MHP in April)
Three Family $200,000 (due to be increased by MHP in April)

Income: Ability to repay will be determined by taking into account all elibible income from wages,
pensions, interest, dividends, and government sources. Non-taxed income such as Social Security
shall be considered at 125% of the actual amount.

Child Support & Alimony: Child support and alimony will be accepted as income provided that
proof of receipt is available and the payment can be expected to continue for at least three years.
Borrower must provide verification of receipt of payment for the last 12 months (i.e. copies of
canceled checks, bank statements with regular deposits, verifications from court). A full divorce
decree or separation agreement is required.

Borrowers responsible for child support and/or alimony payments must provide a copy of the full
divorce decree or another document evidencing the monthly liability,

Qualifying Ratios: Maximum ratio of 33%/38%. Only borrower's share of the second
mortgage payments used to calculate debt-to-income ratic in the initial years.

Rental Income: 75% of gross rent deducted directly from PITI. PITI may not exceed 50% of
borrower’s gross monthly income (excluding rental income). For three family homes, underwriting
for rental income will be as follows: 75% of gross rent deducted directly from PITI. PITI may not
exceed 50% of the sum of borrower's gross monthly income plus rent from one of the rental units.

2
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Loan Terms: First Mortgage - 30 year Fixed Rate Mortgage
Second Mortgage - Interest only for the first 10 years
30 year maturity

Amortized over 20 years after first 10 years

Subsidy: MHP funds the lender the net present value subsidy amount and places 10% of the
Second Mortgage amount into the separate Loan Loss Reserve Account held at MHP.

Borrowers are provided subsidy when income is not high enough to fully cover monthly housing
costs. A subsidy "phase out" gradually increases the borrower's share of the second mortgage
payments. MHP will not subsidize borrowers' interest payments below the point where the
borrower is paying 28% of his/her income for housing debt. The maximum public subsidy will be
determined by MHP program guidelines:

Eligible Properties: Property must be located within the City of Boston. One, Two, and Three
Family owner occupied primary residences only.

Income Limits: Income limits are determined by MHP.

Loan-To-Value: Maximum loan to value of 95% (excluding MHP subsidy provided as a
deferred payment loan).

Maximum Purchase Price: As set by the Massachusetts Housing Partnership.

Currently:

Condominium $150,000

Single Family $165,000

Two Family  $180,000 (due to be increased by MHP in April)
Three Family  $200,000 (due to be increased by MHP in April)

Income: Ability to repay will be determined by taking into account all elibible income from wages,
pensions, interest, dividends, and government sources. Non-taxed income such as Social Security
shall be considered at 125% of the actual amount.

Child Support & Alimony: Child support and alimony will be accepted as income provided that
proof of receipt is available and the payment can be expected to continue for at least three years.
Borrower must provide verification of receipt of payment for the last 12 months (i.e. copies of
canceled checks, bank statements with regular deposits, verifications from court). A full divorce
decree or separation agreement is required.

Borrowers responsible for child support and/or alimony payments must provide a copy of the full
divorce decree or another document evidencing the monthly liability,

Qualifying Ratios: Maximum ratio of 33%/38%. Only borrower's share of the second
mortgage payments used to calculate debt-to-income ratio in the initial years.

Rental Income: 75% of gross rent deducted directly from PITL. PITI may not exceed 50% of
borrower’s gross monthly income (excluding rental income). For three family homes, underwriting
for rental income will be as follaws: 75% of gross rent deducted directly from PITL. PITI may not
exceed 50% of the sum of borrower’s gross monthly income plus rent from one of the rental units.

2
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Purchase & Rehab: Sovereign Bank New England agrees to offer buyers the option of a
purchase and rehabilitation loan through the Soft Second program. Maximum loan to value will
be 95% of the property's "as completed" value or purchase price plus cost to rehab, whichever is
less. The cost of the improvements may not exceed $50,000. The purchase and rehab loan may
include fees due to the rehab agent as well as carrying costs for the property during the rehab
period.

A cost estimate of work, and specifications for the work from a licensed contractor and from a
qualified Rehabilitation Specialist should accompany the application. An appraisal will be ordered
by the bank when the application is received; that appraisal will determine the “as completed value".

If the property contains lead paint and additiona! funds for de-leading are obtained through public
sources willing to be in fourth position, cumulative loan to value may exceed 95%. In no case shall
the bank's liability exceed 95% loan to value.

All rehabilitation work must be carried out by licensed contractors. No "sweat equity” is permitted.
Rehab Agent must oversee work and sign off on disbursement of funds to contractors.

Gifts: Of the 5% minimum downpayment on single family homes and condominiums, 3% must
come from the borrower's own funds; the remaining 2% may come from (1) a gift from a family
member or an unrestricted grant without terms for recapture or repayment from a non-profit
organization, (2) a gift or unrestricted grant without terms for recapture or repayment from the
FDIC or (3) a secured grant from a non-profit organization or government agency that is not due
and payable until the sale or refinance of the property. The remainder can not come from the seller.

Of the 5% minimum downpayment on two and three family homes, 3% must come from the
borrower's own funds. The remaining 2% may come from sources (1) through (3), as outlined
above. The remainder can not come from the seller. Closing costs and prepaid items may be paid
from gifts. Gifts are allowed from a family member or a grant or an unsecured loan from a non-
profit organization or public entity, so long as the borrower has met the minimum downpayment
requirements. The seller of the property may also pay the closing costs. However, contributions by
the seller are subject to the following limitations:

* In the case of loan-to-value of less than or equal to 90%, contributions are allowed up to 6% of
the appraised value or sales price, whichever is less.

* In the case of loan-to-value of greater than 90%, contributions are allowed up to 3% of the
appraised value or sales price, whichever is less.

The seller may not pay prepaid items.
Closing Costs: As negotiated.

Employment: All borrowers should have two full years of employment activity history for income
utilization. There is an emphasis on income stability rather than job stability. It is acceptable as
long as a two year history of stable income exists, employment gaps are explained, and the
borrower(s) works in a field in which other employment opportunities with similar incomes are
readily available.

Self employed - Self employed borrowers must have a two year history in same profession.
Income must be verified with two years of personal and/or corporate income tax returns, along with
all supporting schedules and Year To Date Profit and Loss Statement and Balance Sheet.
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Credit: The most recent 12 months of a borrower's credit history will be reviewed for minor
instances of derogatory credit to ascertain that the borrower has a sufficient number of accounts
without adverse ratings to support a determination that the overall credit history is an acceptable
one. The borrower's credit history must demonstrate a willingness to repay debt. Each evaluation
of credit will be reviewed on a case by case basis. A decision will be made at the lender's discretion.

All late payments within the past two years are to be explained. Any excessive or recurring lates
beyond two years may also require explanations.

Credit inquiries that are less than 90 days old and do not appear as open credit on the credit report
wil require a written explanation from the borrower or creditor.

Outstanding collection accounts must be brought current. Limited or no credit history can be
supported by evidence of rent and/or utility payments.

At least two years must have elapsed since any bankruptcy was discharged. Borrowers must have
re-established credit. A satisfactory letter of explanation and a letter of discharge and Schedule of
Credits listing all debts is required.

Private Mortgage Insurance: None required.

Pre-Qualification: The bank pre-qualifies applicants and calls MHP, then mails in Registration
upon collection of a $25 fee payable to MHP.

Home Buyer Education: The buyer must present evidence that he/she has enrolled in

an MHFA certified home buyer education program. The program must include information about
homeowner/landlord responsibilities such as home maintenance, budgeting, tenant selection, and
tenant-landlord law. The borrower must receive a graduation certificate before the loan is closed.

Reserves: 2 months PITI (principle, interest, taxes, insurance) is waived.
Escrows: Real estate taxes, hazard insurance and flood insurance (if applicable) required.

Marketing: The bank agrees to market the Soft Second Program through all of its Boston
mortgage marketing efforts, including, but not limited to, contact and communication with local
realtors and information posted and/or distributed at home buyers seminars, neighborhood
branches and local housing fairs. The bank will work with MAHA to develop a coordinated
marketing campaign designed to maximize participation of minority households and households
with annual incomes below $25,000,

The bank agrees to review its marketing efforts and loan closings in the Soft Second Program
annually with MAHA members and/or staff. If the number of loans closed during any year
covered under this agreement is less than the number committed, the bank agrees to carry over the
unused allocation and expand its neighborhood based advertising and marketing of the Soft Second
Program during the following year.

Privacy Waiver: Loan applicants will sign and submit to MAHA a privacy waiver. This privacy
waiver will give permission to the bank to discuss the customer's credit situation with designated
representatives of MAHA. The waiver will also enable the bank to refer borrowers who are unable
to make payments due to circumstances beyond their control to MAHA's post-purchase counselor.
Upor determination of the nature and extent of the borrower's hardship and analysis of the
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borrower's financial condition, the bank will work with the borrower and MAHA to attempt to
develop a mutually acceptable payment schedule that would provide repayment within the
borrower's financial capacity.

Comments: First time home buyer is defined as a person who has not owned his/her own home
within the last three years.

Orginations Contact:

Bank Contact:

Massachusetts Affordable Housing Alliance agrees to the following:

Counseling: MAHA will provide regular five week home buyer counseling sessions and three
week homeowner workshops for low to moderate income first time buyers and others. MAHA will
hold these sessions provided that adequate resources are available to the organization to do so. The
home buyer sessions will include:

Understanding mortgage terms

Working with a realtor

Credit history

Qualifying ratios

Home inspections -
Downpayments and closing costs

Landlord Responsibilities

The homeowner workshops will include:

budget counseling

savings programs and tax planning
routine home maintenance

home repairs

grants and low interest loans for rehab and repairs
crime and fire safety

homeowners insurance

finding and screening tenants
tenant/landlord issues

lead paint

avoiding default and foreclosure
Boston Building Materials Co-Op
Boston Oil Consumers Alliance

Marketing: MAHA will market the Soft Second Program through its Home Buyers Union
members, home buyer classes, information tables, community meetings, and other events.

Homeowner Services: Through its HomeSafe Resource Center, MAHA will provide: one-on-one
counseling to program homeowners who find themselves unable to make their mortgage payments
on time. MAHA will also provide advice to homeowners who need information about home repair
programs, finding and screening tenants, and other issues related to successful homeownership.
MAHA will offer these services provided that resources are available to the organization to do so.
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MAHA Contacts: Hillary Frank Pizer and Florence Hagins 822-9100

Signed by:

Chief Executive Officer Chair
Sovereign Bank New England MAHA Home Buyers Union

Date:



184

DI Bequiay

HMIONATT
B4ISNOH WN03

S00T Y3nodyy £007

UB[J JUAUIISIAUTY
Aunwuo))

2NV
NDIHIAAOS

53030 Tuppueg Aunuwituo)) :wmobsm .



185

$00T “Aing pastasy

*pue|s] apoyy pue 2aysduwIef] MaN INdI1)IUU0))

‘§)3aSNYILSSEIA] ‘AISIIL MIN ‘CIUBAJASUUIJ UT SOPIUNUINIOD PUE S[ENPIAIPUI JUIOdUY
-3]RIIPOUI 0) -MO] 03 SIIAIIE IDNAIIS/HINUN[0A dA0[dUId PUE ‘SUONNGLIJUOI/SJUIUI)SIAUL
‘sueo] Juouwrdo[aAdp A)JUNUITIOD ‘SUBO] ULIEJ/SSIUISN] [[BWS ‘SUBO] JoWwnsuod ‘safedpiown ur
JUAUIISIAUT UOIJI (°S $ € BUL 0] SPUWIIO0D USIIIA0S “(SOOT - £007) S1BIA € IX3U Y} IIAQ

‘ue[d JUSUIISOAUIY AJUNUIIO)) S, 31 JO uonejuatue]dur oy} 99SI0A0 0} sioSeuew

SSQUISNQ IOTUIS JO 223TUIUIOL) JUAUNSIAU] AJTUNIIIO,) [RUIAUT U PAJRaId OSe sey Jueq a1,
"SOT)TUNIIUIO) JWI0JUL-9JBISPOW PUR -MO[ UI JUSUIISOAUIRI Ajfunuruiod 1oddns 0 uorsstu s
19U 0} USISISA0S MO][R J8l) SI9PEed] ANUnNWwwod JO So9)Iuiod A10siape [euolSal poysIjqeise
pue suorjeziuegio paseq AIUNWUIOD snoroumnu yim sdiysiounied peuiioy sey ueg o)
‘uonIppR U "SJUSUIISaAUT puk Surpud] ur s[eod ueld S} Papesoxd udra1aaos (00T - 0007) ueld
JUSUISDAUISY AJUNWIWOY) UOHI] £ ¢§ IBaK ¢ s jueg ay1 ySnoryy, -eoussard Sunjueq [edrourd
B 0ARY 9M 210UM SIOIBWI UI JUSUNSIAUISI Ajtununuuod ur 1aAe[d Jueoyusis e 1 jueq USOI0A0g

uondNpo.Nuf

%

=



186

"S[RNPIATPUI PUR SSNIUNTUUIOD JWOOUI-OJBISPOW PUE -MO]

JOJ UoneINPa pue 21ed ey Judwdo[aasp Arunuwuod quado[oAsp
ssaursnq [ews ‘FuIsnoy 9[qepIojje JO SPAAU Y} SSAIPPER 0} pAUIISop aIe
S9OIAIRS pue sjonpoid Mm@ SaNIUNWIUOD INO JO AN[RIA AU} 10 SISWOISND
INO YIIM SUOHR[AI [RIDIJOUq AJ[en)nuI P[Ing 01 SNUIUOD [[IM I
‘uonedionied sokojdws pue $90IN0SAI S Jueq 9Y) JO JUSUISIAUL YFNOIy)
SOTIUNWIWOD INO JO SPAAU 9} SUIAIIS 0} PAILIIPIP PUR PAPIUUOD 218 DM

JUIUIIIBYS UOISSIIA]
JurwdopPAd( Aylunwwio))

(=



187

Bunroday/asn1Iunio)) JUSUIISIAU] AJTUNUWITIO ).
Sun10doy/Sos)TIIIIO)) AIOSIAPY

STUSLUIIUILIIO)) 901AI9Se

SIUSWIISIAU] PUB SUOUNQLIUOD) Vs

SHPAI)) X8, [eOLI0}SIH/SUISNO}] SUIOOUI-MOTe
Surpua Jusurdo[oAa( ALIUNUITIO, Ye

SuTpuaT WIBJ/SSIUISNE [[eWS,

1IPSID) JOWNSUO)e

50323110105

:syusuoduuos rofeu SuIMol[o] o3 SUTeIuod ue[d QYL

"OATOS OM SOTTUNTINIIOD ST} UI S8aI8
SUWIOOUI-3]BIOPOT PUE -MO] JO SPASU JIPAID 913 SUR9aW a1e Jurg Y3 JO SIIUN SSOUISNG ([ 1BY) SOINSUS
[OIYM ‘AT]0] 10V JUSUNSOAUISY] ATuntwuo)) 8je10d1o)) s uS1010A0g JO UOISUIXA UE ST UB[g 9y,

"PUB[S|

opoy pue ‘arysdurely MoN TNONISUUO)) “SPOSNYIESSEIA “AOSIO[ MAN ‘BIUBAJASUUS Ul SONTUNUIWOD
pUR S[ENPIAIPUL SUIOOUI-3}BISPOW PUE -MO] JO SPIsU SUD[UEq I9YI0 PUR IPSIO 3G} Ja3UI 0] UOISSI
$J1 enupuod 0} podofesdp 19aq sey (U], SYI) Ueld TUSULSOAUIN] AITUNTILO)) s juey USISI0A0S

MITAIIAQ

=0



188

S

"$901JJ0 ueOo] 93e31IoW pue SA2IJJO Youerlq S yueq uIIoI2A0S

Jo 11e y8noIp oqe[reae are syonpoid asay ], ‘sjueis pue syid ‘sueo]

wo1j owod Aew jey) sjuawAed umop () pue ($91e1 1S2I9IUL PAIUN0ISIP ()
‘syonpoad oygroads unypim 9,64 01 dn soner owoour-03-3qop JAYSHY (¢) ‘ewoy
e oseyoInd 03 UMop 941 Se 3N © YIim SUIOURULJ dneA O} UBO] WNWIXLW
(7) ‘eduerRq WUNIUTUTUI OU UM SUBO] (1) oJe sarnjed) jonpoid oFeduow o)
Jo owos ‘sweidoxd ueo] YV A/VH: PUe 9B\ AIpPaLj/Qe druue, ‘sorouady
Suisnoy Mvi§ “ued o) Aq paudisop usoq aAey syonpoid oy, siowo)sno
QWIOOUI-2]BIIPOW PUR -MO[ JO SPIU JIPAId 33 100wl djoy 03 paudisop

u29q 24ey Jey} syonpoid a8e3jow 2jqepiofJe snotdwnu sap1aoid uderoaog

‘pueisy apoyy pue daysduwe maN

“INJ11O9UUO0)) “S13ISNYIBSSBIA] ‘AISIOL MIN ‘BIUBAJASUUIJ UT SONIUNUIUIOD
pu® S[ENPIAIPUI W OIUI-IJRIIPOW PUR -A0] 03 SaFed)ioun uy

UOI[I] STH IS ISBI[ JE S.IBIA € JXIU Y} J9A0 PUI] 0] SHWIWOD USIIIIA0S

S93831I0TAl %




189

S001110 Sunfueq AIUnUo)) USISINA0S «

OTIS - 002

‘suomysynboe yseosrag 8018 - »007

PUE XossH ISHJ 10§ p00T ‘AInp PAsiady 901$ - £00¢
aafysduzeg] MON % SHISHYIBSSEI

058 - $007
T8 - S00T S8 - 1007
18- $00C S¥$ - £00T
078 - €007
0918 - 00T
0b1S -~ ¥007
068 - €007
SI8- 5007
€18 - ¥00T

018 - €007

833 194 SUOHIA §

0918 - S002
LIS - P0OT
€518 - €007

SI3e31IOIA



LIS 14334 1£4%

Sl ¢l 01

C IC 0¢

091 U4 06

0S8 9% Sy

190

011 801 901

091 LST 139

$00¢ ¥00¢ £00¢

180X J0d VOTTIN §

¥00z AIng pastsaa — WON[IIQ STH' TS

uoliq 0€E° 1S
S98eS1I0IAl



191

‘sea1e pue o[doad swooUI-0JRIOPOW PUL -MO] }SISSE 1By s1onpoxd
IWINSUO0D Paziuoisno dojaaap 03 sorouade aje)s pue suoneziuesio
J1701d-UOU M JIOM PUE 9]BIIO 0} IOABIPUD OS[E [[IM Jueq oYL

‘sjuedrjdde

payienb 31pa1o 03 AJ[1qepIOlJe WNWIXeW 3y} ap1aocid 0} paudisep

a1e sjonpoid JIPAId IDWNSUOD () ‘SBAIE PUE S[ENPIAIPUI SWOOUI-0]RISpOU
pue -mo] 0} s3onpoid 3Ipa1d Iownsuod SunsIxa o Jo [[e 9O [[IM 9

‘pue[s] apoyyy pue anysduwref] moN

4Nd1IAUU0)) ‘SIISNYIBSSEI ‘AISIIL MIN BIUBA[ASUUIJ UY SO IUNUITIOD
pUE S[ENPIAIPUI SUWIOIUI-IIBIIPOUW PUE -MO[ 0} SUBO] JISTNSUOD

Ul UOI[[Iq T$ ISEI[ J€ SABIA € JXIU Y} JIAO PUI] 0} SPUWIUOD UTIIIIA0S

JIPAI)) JWNSUO))




192

$PONIO Supjueg AUNIuoy) uSIa1sA0g « 6

suonsinbor 3se0dvag pue 8% - 5007
x5S 38414 19 b00T ‘AIng PasIAY 98 - $00T
o AN pUE SRISIOESSELY Tv$ - €007
Teax Iod SUOITN §
898 - 007
858 - 00T
058 - €007
S9% - S007
o
278 ~ 007
0278 - €002
STIS-S00T
091$- #0027
098 - £60T
S1$-S00C
01$ - $007
€% - €007

JIPII) JowInsuo))



01

1434 9t 0T¢

¢l 01 £

£C (44 0¢

§Te 091 09

193

99 08 1974
i% 9t [4%
89 8¢ 0s

£007 $007 €007

T894 194 UOIIIN §
(v00z &g pastaar) — WOI[[I] S

uoru SpLS
}PAI)) JdWNSuo))



194

11

‘suoneorrdde ssauisnq [[ews si1 e 10J

weidoid oo puodas e sKojdurd uJra10A0g "sassoursng [fewrs Juroe]
sonrumzoddo pue soZus([eyd oY) PULISIOPUN PUE dWI} PUNOILILIN]
Jua[[09%a apraoxd oym Auioyine Jurpua] ym siofeuewr digsuorie[ar
paseq Ajreoo] yiim dnoid ssoursng juopuadopur ue sey USISIOA0S

('suonem3ar D Aq

pauljap se ‘UOI[TW [§ UBY} SSO] SUBO[ I SURO] SSAUISN( [[WS) *JYJeW w:gﬂ&n
redurid s31 ut sassoursng SunsIxs pue dn-3ae)s 0) SUBO[ 0N
gurpnour ‘SurIe) [[EUIS/SISSIUISN( [[BUWS 0) SUBO] Ul UOI[[Iq $90°7$
JSBI[ JB SABIA € IX3U Y} J9A0 Ip1A0.Id 0) SHW 0D USIAIIA0G

SUIPUIT WLIBJ/SSOUISNY [[BWS



195

4!

“PAAISSISPUN A[[EUOT}IPEI} SI€ JBY) SISSIUISIL] SSOOOE 0] PozZI[Nn
aq T1im sjood Surpuay [eoof pue ‘stweidoid Ajuerens pue pazIpIsqnS-JUIUNLISAOL)

‘SpIepuels

[BUOLUOAUO0D PUOA2q Furoueul] 315onbal Oym SISIOISTIY 0] SURO] I0(] MO UL NoRLL

188, v/ 9A01dde 0] s10j1IMIOpPUN PUR SIQPUS] JO HUN VS Ue sey ued oy] weidoid
(VES) UOTeNSIUIWPY SSouIsng J[BWUS 9Y) Jopun 1opu2] paLvjaid & stwoo9eq sey uSoIsAos

‘ud1010A0§ pue uoneziuesIo yyoid-uou oy; Aq

apewt o1 SUOISIOop SunumIdspur “(JeIs1e[joo PUB 2INIONNS ‘$aAIS5al $sof ueo] Selrdordde
s uepd ssauisng B SUIIuIqns ssauisng AIsA9 yim (00°$Z$ JO WnNWixew e 0}

dn apewr o1e SUBO] "SEOIE SWOOUI-2)BISPOUT PUE -M0] Ul Juaurdo[assp onuouods sjourord
o sjueynsuod ajealid pue suoijeziuedIo paseq-AjUnuIuiod 820} AQ paIdisiuiupe

are swesdoid ssey ], “sinauaidenus 10y Suniojusw pue sueo] dn-11eis opiaod jer swerord
ueo} ssudiojus-o1ot poddns 0} s801N0821 [RUONEONP? SOPIA0Id PUE S)SOAUT USIOIA0S

e

(‘71107)) SUIPUI T ULIRJ/ssouIsSng [[ewS WW

LA, -

i

4



196

$2013 () Surjueg Ayununuoy) uSiaIaaog « ¢l

suopisInboe 1sE0dEIg

PUE X255 ISI1] 10} pOOT ‘AInp PasAdy £€8 - 500T
€S - v00T
ayysdureyy Mo oussop
‘ oy 875 - £007
Ied X B J w:OM:mz %
$€8 - 5067
££% -~ p007
O€S - €007
9% - S00T
o
LS - ¥00T
LS~ €007
S¥8 - S00T
rys - $00T
268 - €007
5 - 500z A[uQ TN'1
$$ - 00T

is - o0z SUIPUIT] ULIBJ/SSoUISNY [[EWS



4!

197

£el 149! 01
L g 1
8 L L
1974 44 (43
9 S 4
te 0¢ 8¢
143 €L 3
S00T 00T £007

89 X 19 UOTITIA §

(+00Z ‘A1 Pasiaa1) UOT[IW 6SES

(ATuQ TIA'Y) uorru 7e€$
SUIPUI'T ULIRJ/sSoUISng [[eWS



198

¢l

8L 789 009
oy §¢ 9
(44 (4% 107
0sT ¢L1 0¢l
9¢ §¢ vC
$0T 00¢ s6l
0ce S1C c0c
$00C Y007 £007

189X 104 UOT[IA §

(ro0z Gt pos1209) — WOV $90°TS o 0

uoriq [98°1$

SuIpud T wLIeg/ssouisng [ewis [[v



199

91

‘s300f01d Justdo[aaap o1mIou099 uo s19dojeAdp ssouIsng

1g01d 103 pue suoneziue3io 31Jo1d-uou Uo [[ed OYM SIOPUI[ PIeIIPep
JO 3515009 syrun Surpud] Juswdo[aAsp AJTUNUIUOD,/[BIOISTTIOD

oYL ‘situn SuIpud JudwWdo[oAdp ATUNWIIOD/[BIDISTUTHOD S}

y3noay juswdoroasp Arununuod djowoid pue j1oddns [im uSio10A0S

“(yorjrewa Sunjueq edound
sy ur suone[nSal ) Aq peulyap se) SuB o[ JUIWdOPAIP AUNuIwod uf
UOI[[IUI ¢/ €S ISBI I8 SABIA € IXU YY) J19A0 3p1aoad [[IM u31919A0

JudwdoPAd(@ Ajrunwiwao))




200

L1

‘seale

SWOOUI-9)BIIPOW PUB -MO] J1JoUdq 18y} s1o2foxd 107 sdnoid
pajeaI-yoInyd pue s19do[oasp jjoid-10f-jou ‘suoneziue3io
jiyoxd-uou 03 sueo| pue santadord renuapisar ‘syoafoxd
Sursnoy o[qepiojye A[Iwej-nnu Jo UonvI[Iqeyal JIo/pue
aseyoind ‘uononnsuoo 10J sueo] apraoid os[e [[Im USIAI9A0S

"(SeaJe ueQIN UT SI0JBRQNOUL SSAUISN( [[BWIS pUE

SIOIUDD 9OTAISS [B100s ‘s10juad Furddoys dins pooyioqysiou
‘syuomIoA0IdT 19JU90 AJIUNUIIOD) 9J8)SS [B91 [BIOISWIUIOD

Jo yuowrdoraaap ay3 1oddns [[im jeyl saniroey 3Ipad surpraoid
AQ UONBZI[LIIAJI UBQIN JO S)IOJJO dNUNUOD [[IM USIOIIA0S

(‘110)) y_wWdoPAI( AJIunuwuio))




201

s30130) Sunjueg AUMUIo?) GSISI9A0S «

$$ - S00T
¥8 - v00T
£8 - €007

81

LTI$ - $00T

IS - $007

18 - €007
T3 I3 SUOHIIA §

€698 - $00T
£98 - $007
098 - £00T

018 - s00t
88 - ¥007
9% - €007

0% - 5007
LES - ¥OOT
SE€8 - €007

¥s - S002
€3 - $00T

zs- 00z JjudwrdopaAd( Ayrunuwuio))



61

202

Sel LTI L11
1 s [4
S 14 £
oy LE 33
01 8 9
LTl 4! IT
€9 £9 09
$00T v00¢ £00T

189X 1 J UOTIA §

ot 6L€$
yudwdopPAd(q Ayunwuio))




203

0¢

-oouasaxd Junjueq [edourrd e oAeY 9M OTUM UT SOTIIUNUIHOD
311 JO UONBZI[IqR)S PUB UoNeZI[RHAdI Juatdo[aAsp Fumunuod oy} 10 woddns
Jo woy jueyoduwn ye aJe syusunsaAul pafijenb yvyD 1euy seziugooss yueq sy

‘suosiad IO seare OUWIOIUI-0)RIOPOUI PUR -MO]
JIJOULq JBY) SONILINDAS PIoeq 0FeT1I0U UT JUSTUISOAUT JOPISUOD OS[E [[Im ueg 9],

juotdopaasp Ayrununuod poddns jey; spuoq redrotunuu
SuoreI0dIOd JUSTISIAUT SSIUISN] [[BIS

s103(o1d pue suonjeiodiod yusdo[aasp Ajrunuuod
SuOTUN JIPAId PISeq-AJUNUITIOD

suonmnsur [eroueury juswdo(assp Arunuruuod

10) POYIWUI] 9q JOU [[1M NG “OPNJOUL [[IM SJUSUIISIAUT ST,

-oxprewr Surjueq [edrourid S)T UT SONIUNWILIOD PUE S[ENPIAIPUL
SWOOUI-0JBIOPOUL PUE -MO] JJOUS] JBY) SJUSUIISIAUT AJTUNUOD Parjijenb
VYD UL UOI[[TW ()9§ - SH§ SIEdK 9011} JXOU JTf} JOAO JSIAUTL 0 O3S [[IM Jueg o1 L

SYUIUIISIAU]

=



204

1T

om s3oofoxd yuowdo[aaap

Arununuod axew o3 syueisd 10§ Ajdde pue sansst puoq 103 3IP2Id JO 1a13] © apraoid [[im
Jueq oy ‘o1qissod uoypy 109foxd & Jo wonadwios 91e)1[108Y 01 SIIOUIFE [RIUSTUUIIA0T
pue suoneziuesio jijord-uou yim sdrysioupred w0y 01 23S [[Im UFI10I9A0G

"Jsa193ut Juswaeuewu A3mba S I0M0LI0Q Y} I0] SSOUIATIBAOUUL PUE
Anniqrxary sopraoxd weiSoid s yueg oy, -so1eI1S91)Ul Paxy Yum Suroueury jusuewrad
pUE UONONNSUOD J3W0ISNO Y} sapraoid jrun juswdofaasp Ajrununuos s ugo10A0S

‘sjustdopoaap Sursnoy Jo sad£y asayy Suneyioe] ul
pue s3pai) xe] SUISNOH dWodU[-Mm07] JO 9seydind a1} ur 10IS9AUT SANIOR UB ST UFI0I9A0S

"PUe[s]

opoqy pue anysduie}] MON ‘INOTIOAUUOY) “SIOSNYDBSSBIA ‘ASIof MON ‘BIUBAASUUD]

ur syoyaew Supjueq edround sy ur syoafoxd Sursnoy sjqepiojye ur porrad reak-¢

€ I9A0 SIIPaID) Xe], SUISNO} SWOIUT-MO] U UOI[[IW 6§ IS8 18 ap1Aoid [[im uB1010A0S

SHPa.I)) Xe | 9[qep.roj}y

=



205

so01y () Sunjueq Amunumol) u§1e1940g »

78 - 5007
8- v00T
1$ - €007

(44

T1$ - $007
01§ - $00Z
018 - €007

183 & 104 SUOHIIAL §

18- 5007
018 - v00T
018 - €002

% - 5007
8 - $00L
78 - £00T

§8 - 5007
$§ - v00T
$8$ - €007

18- 5002
18- $007

15+ €002 SHPaI)) Xe ], dlqeployyy



X4

143 0¢ 6C

206

[4 [4 I
S S S
C [4 C
4! 01 01
4! 01 01

$00¢ v007 €007

189X 194 UOTIIN §

oI £6$
S)IPaI1D XB L, J[qepIofy

=



207

T

"SULIEJ [[RWIS/SSOUISNq

[[eWS pue SORIUNUTIOD dWOOUI-3]BISPOU 0} -MO] ‘S[eNPIAIPUI JWOIUT
-91BISPOW 0} ~MO] I8 SUONNQGIIU0D PaljIfenb vy JO SaueIdouaq Y|,
"UOT}eZI[BIIA] POOYIOqUIIaU pue Juotdo[aAdD OTWOU09d ‘quado[oap
Arunuuoo ‘3uisnot] o[qeprojge Jo asodind Arewrid oty 105 suoneziuedio
yyoxd-uou parjrjenb o3 apew 9q [[Im sUONNGINUOD payifenb VYD

‘puefs] apoyy pue daysduwey

MIN “INO1IIUUO)) “S)JISNTYIBSSBIAl ‘AISIIL MIN ‘BIUBAJASUUIJ UT SBAIR
dupjueq redpurid sj1 u suonpnqLIUOd pagienb VYD Ul uolIu [SE'SS
ISBI] JB SIBIA € IXIU JYJ JIA0 IINLIIU0I A[[BII3I}R.I)S [[IM USIFAIA0S

SUONNQLIU0))

A=



208

§301JQ Sunjueyg Anunuwuo)) udraIsA0s «

4

€TE8 - S007
suopisimbaz 1svoovag SIES - 00T
PpuEe XassH ISIL X0} $OOZ ‘Ajnp sy 01ES -~ £002
aupysdmey MaN 3 W 183X Iad pussnoyr §
9098 -~ S00C
009% - ¥00Z
06S$ - €007
098 - S007
285 - S007 PN
08S ~ $00T
08% - €007
$98% - $007
00LS - v00T
STIS8 - €002
0¥$- 5007
o¥$- 00T
$T8- €007

SUONNLIIU0))



209

9T

9L6'1 S6L'1 | 08S'I
ov oy S¢
[4:] 08 08
€98 00L SIS
09 09 09
£Ce Sle 01¢
909 009 06¢
$007 007 €007

IBO X IoJ puesnoy] §

(007 AInf posisax) — UOIIIA mm.mm

<=

UOIIIA 918°+$
suonnqriuo))



210

LT

‘sdoyssrom juaurdorasep

SSOUISNQ [[EWS PUR SIRUTWOS I9ANqawoy awn-)siy ‘sdoysjom juswsdeuetu
Kauowr Jommnsuod ur uonedionred roquustr wes) Y3nory) SaRIUNUIIO) IO

UI JINOA WI0dUI-9)eIdPOW Pue -mof 03 sanrumoddo [euonieonps popuoixs apraoid
ey} SeATyenIul Aoe10)1] [erourul} pue swerdoid jeuoneonps syroddns udorsaog
1x0ddng euonesnpsy

*JEULI0} 9A13ORIDIUT UooIeo ® Ul 9]doad Sunok 10y Surjueq U0 UOHBULIOJUT
reuoneonpa Surpraoid 211s jouIou] 9914198 o1jqnd s Jueg oY} ST WO uegspry

wod uegspry

*SANIUNTIWO0I 110 UI 3DUIPJIP wird) Suoy ‘9anisod e ayewm

Je{) SI2W0)SNd ano YIm sdigsuornie[aa [eRRouag Afjeninul pying o} ST UOISSTuI
anQ -suSredwed Lepq pajiu(} Suiped| pue ‘sjooyds dqnd ur syuapmys Furroing
pue SuLIo)Ud ‘SPIvoq AJUNUINIOI U0 IAIIS 03 S.INOY JO SPUESNOY) JINUNJOA
SIPQUIdJA] D T, USIOIIA0S MI0M PUR JAI] SIOUI0ISND PUR sddLofduid ano sxdym
SINIUNUITIOD Y} JO SPIIU Y} SUIAIIS 0) PIJBIIPIP PUE PIPTWIWOD ST USIIIA0S

SANIAIIIY IIIAIIS/IIUNJO A




211

8¢C

“SOOTIIIOD
AI0STApR INO PUB ATUNUIIOd 9Y) 0} A[[enuue papiaoid ST sTeoT JuounsoAUl
Arununuoo sj1 Jureowr ur Jueg oY) Jo soueuiojrad o) uo yrodar y

‘PUR[S] PO PuUER INONO2UUO) ‘SIIOSNYIBSSRIA

‘KosIaf MON ‘BIUBAJASUUDJ UI PoIuasa1dor o1e SO91IUITIOD oY [,
‘sordoxuepiyd pue sjonpoid vy mo1aal 03 pue ‘sanrunizoddo Surpus]
[RI0I0WIWIOD pPUR 3UISNOY SUWOOUI - 9)BIdPOU PUB-MO] AJIIUSPI pue ap1aoid
0} ‘seorjorid Surpua] JoyuowW 0} ‘SuUaZNIod [ 03 suondo Jurpus] sAneMIIIe
poddns 01 o1e S2oTIIIUIOD AIOSTAPE 9} JO S[BOS Y], ‘BaIe JoxIew O1j10ads
€ UI SPO3U [BD0] MOUY OYM SO} YIM SISeq Je[n3al & U0 )edTUNO0D 0}
Jueg US10I9A0S MO[[E Jet]) suoneziuesio 11joid-uou pue sIOped] AJUnuod
JO soonIuIuo)) AIOSIAPY [BUOISOY USASS PAySI[qeIse sey UFIeIoA0S

$IPIWO0)) AIOSIAPY V)

o=



212

6T

"uotqqq
$90°7$ 18] 18 SIBAA € 1XOU 9} 19A0 ap1aoid — Jurpuar] wie,J/ssaursng [[eWS.

"UOT[[Iq [$ ISLI[ 38 SIBAA ¢ IXQU 9} JOAO PUS] 0} JITIIOD — JIPAI)) ISWINSUO))e
“WOI[[Iq ST 1§ ISEI] 1B SIB9K ¢ JXOU 9} IOAO PUA] 0 IO — SaTeT1IOIA 9[qepPIOT Ve
1916 UB[J JUSW)SOAUISY AJIUNURUO,) INO Jo sjuouodwod Jofew oy,

‘seaae Supjueq [edurad 31 Ul SAPIUNWINIOD PUR S[ENPIAIPUT STOIUI-I)BIIPO

0] -A0] 0} SATTAIIIE IIIAIIS/IINUN[0A JdA0[dWId puUE ‘SUONNQLIIUOI/SIUIUIISIAUT ‘SUBO]
JuowdofaAdp AJUNWIUIOD ‘SUBO] ULIE)/SSIUISN( [[RUWIS ‘SUBO] JIWNSU0I ‘safeS)iom

U] JUIWI)SIAUL UOI[[I] 0°S$ © B [[IM HUeq USAIIA0S ‘S0T YIN0IY) €007 WI0L]

Arewruang

o=



213

0t
SOOIAIOS IOJUN[OA 30A0[dUId PUE WO JUBHSPTY — SIUSUIIWIIO,) 9OIAIIG.

uoTjyI
09 01 Gp§ SIBOA € XU 3} JOAO ISOAUT 0] S — SJUIWSOAU] PIIend) VIYDe

"UOII TSE°SS
ISBI[ JB SIBAA ¢ 1XAU 9} JOAO 9JNqLIIU0D A[[BO1391e1)S — SUONNGINUOD) VY De

"UOI[[IW ¢ ISBI] I8 STBAA ¢
IX3U 9} JOAO JSOAUL O} JIUITUOD — S}IPAI)) Xe ], [BOLI0)SIH/SUISNOF] SWOJU] MO e

“UOTI 6L£$
1SB9] JB SIB2A ¢ 1XoU 9 1940 9p1aoad - Surpud] juswdopaaa(q Ayrunuuuuo))e

(4u0D) Arewiwing

e =13



214

I¢

6€6°T$ 998919

9.61 S6LT

0¢ 81

143 0¢

S€1 LTl

78L 789

454 143

L1S$ 7879

S00¢ ¥00¢
AAVINIANNS

9°90¥°1 $

LT1
009
0T¢
4%

£00¢

STVIOL

suonnNgIIuO)) VD
syuausoAu] payIrend) Vi)
SHpaI1) Xe], 91qeplofyy
juswrdopaaa( Anunuiwo))
e /ssaulsng Jjenig
Iowmnsuo,)

s28edL0IN

NVId INHINLSHANIHE ALINQONINOD
MNVE NOTTIHIAOS

«=p



215

(43
"S[ENPTAIPUL PUE SAMTUNTILIOD
OUIOOUI-2)BISPOLU PUE -MO][ 0] SJUAUNSIAUT pue SuIpua] ul sjeod ued
11 Papeaoxa yued a3 ‘(00T - 0007) Ue[d JUSUISIAUINY ATUNWIWO) 1894
9211} Ju2091 Jsowr ano Uy -oouasaid Sunjueq [edourid B oARY om d19UyMm
S1ONIBUI UT JUSLLISIAUTdI AJUnwWituod ur 19Ae[d JuedjTusis B ST U31019A0S

"S90IAISS pue sjonpoid [erourul} ATBSS903U

oty Surpraoid Aq JI0M PUE SAT] OM 9JOYM SAMIUNTIWIOD S} Ul JUISJIP
JULOYTUTIS © 9B O] SNUNUOD A\ 'SS00NS UL} Fuo] 1o jo yued
jueproduur ue st 9ouasard Surjueq [edrourid B oA®Y oM 2I9YM SONIUNTUTIOD
oY1 JO speau [eroueul] oy} SUISSAIPPE ey} PIZIUZ0031 SAeM[R SBY USI0I0A0S

: "PUB[S] SPOY PUL BIUBAJASUUSJ

‘Kasrar maN ‘arrysduel] MoN ‘SPOSNYIBSSBIA “INOII0aUU0)) Ul

SISQUUAE WD) )06 J9A0 PUB SINLV 0001 ‘S9911J0 Sunjueq ATunuwios
009 I9A0 YILM UOHMINISUT [BIOUBULJ UOI[[Iq $S§ B SI queq UFI0I10A0S

AX0)ISTH
JUAUISIAUIIY A)IUNWwio))

<=



216

33

‘suoneziuedio paseq Ayrunwiuod jiyoid-uou yPim sdrysismaed ooz 1040«

‘Sursnoy Ajrurey
- S[GBPIOIIE UL SJUDUIISIAUL JIPAIO Xk} JUISNOY] SUIOdUI MO UT UOI[TU Q1§ JOAQ.

‘Surpuo] justido]aAsp O1WIOU0D? AJTUNIUUIOD UT UOI[[I] §'§ 10A()s

‘S[enprapur
PUR SOUTUNIIOD SUIOOUT-9}BISPOW PUR -MO] 0} SUBO] JOWMNSUOD YT UOT{[I] §* 1§ 19AD.

‘S[enpraiput
PUE SAIUNIIIIO) SUIOOUI-9}RISPOUE PUB -MO[ 0] SUeo] 9583110 Ul UOTI[Iq §' 1§ 10AD.

‘swresfoxd Surpus] uONRISIUNUPY SSaUISny
rewrs oy ut vonedonyed Surpnjour SULO] SSSUISNQ [JBWS UL BOIJIq 7§ I9A«

UBWLIONIJ
UR[J JUUIISIAUIIY A Unwuio))

=0



217

Pe

STENPIAIPUI PUE SAIUNTIWIOD SUIOJIUI-2}BISPOW PUE -m0] 0} swerfoid jeuoneonps
puE YINoA pue Sed1AISS JUAdO[dASp A)UNUIWIOD pue STWIOU00d op1aoid jey)
mezruedIo 31Jo1d-uol 03 UOI[[IM ¢§ JIAO PINGLIUOD UOHEPUNO, Juey USI0I0A0G.

‘seare Junfueq
Jrunuswod oy ut ojdoad Sunok puesnoy) [219A9S 1940 10] SUDjURY UO UOTIRULIOJUL
reuonjeonpa papiaoxd 931s 301U 9914125 O1jgnd S, UFI0IGA0G - OO JUBGSPIYe

"SanIUNUIIOo Furyueq
10 Jo sjuawdas ([ 0) sweiFord Surpus| aAneULIIIJE 99S19A0 0} Suotjeziuedio yjord
-UOU PUB SISPEI] AJUNUIWIOD JO SIIPIUILO.) AIOSIAPY V¥ [Bu0ISa1 paziueSiQ.

sudredwies Aepn pajiup) 3uipes| pue Ajuewny] 10 1eiIqey
10j sasnoy Surp(ng urpndul ‘sjooyss o1qnd ul sjuepms JULIO) pue SuLIojuLW
‘sp120q A)UNUINIOD B0 JUTAISS SINOT] JO SPUBSTIOY} IOTUN]OA SISQUIOL B ]+

(‘7107)) dUBULIOLID J
Ug[J JUSU)SIAUIY ANUNWUIO))

=



218

gE

"UOIIIq O°G$ 03 UOIIIq §'y§ WOy Pasealaur s

(5007 — £007) poriad uelJ 1804 911 OY} JOJ JUSUIISIAUII AJUNTHUIOD 0} JUSUWIILUIWIOD 810}
s, ug1o10A0S onysdwe[] MON PUE SIIOSNYIBSSBIA] 10] PAYSIQRIST 9I0M JBU[) SJUSUIISOAUL
pue Surpus] I0J s[e0s ueld [eUISLIO Ay} 0} opewl 1om sjusunsnipy “uonelodro))

[eIouURUL] 1SBOORAS PUE Jued XaSSH 15K JO suonisimboe oy} SULMO[[O] Q0T “10qUIada(]
Surpua pourad ue[J 21} JO IOPUIBWIAI 3Y) YInoXy 0T ‘A[Nf 9ANOILJO 918 SUOISIASI uejJ oY,

080’ 050’ 009°1 0901  suonnquuo)
$9 al STy €L ssoursng [[ewg
$T 6 $8¢ 991 1RPunsuo)
8C$ €T$ 00€ $ 01T $ sodeduon

[80D) PISIAIY  [€0N) ugld [RUISLIO 1805 PISIAY [B0D) ueld [BUISLIQ
aarysdure g maN $1)OSNYIBSSBIAI

P00T ‘AInf pasiaay
$007 — €007
Ue[J JUIUIISIAUIY AJUnwuo))

=



219

SOVEREIGN BANK

COMMUNITY REINVESTMENT PLAN

PERFORMANCE REPORT

December 31, 2003



220

COMMUNITY REINVESTMENT PLAN

Performance Summary
December 31, 2003

Enclosed is Sovereign Bank's Performance Summary report showing it's lending and investment
activity in mortgages, consumer loans, smali business loans, community development iending and
contributions to low- and moderate-income individuals and communities in the Bank's assessment
areas. The summary report shows specific performance resuits by state for each level of
business to the goals outlined in our Community Reinvestment Plan for year end 2003.

Below is a summary of the lending activity for year end 2003.
Mortgages

Loans to LMI borrowers equaled $380 million or 231% of the mortgage loan goal. The
lending resulfs continue to be outstanding as market interest rates remain low with mortgage
refinancing reaching record levels. Mortgage refinancing year-to-date equal 68% of our total
mortgage loan originations.

Consumer

Loans to LMI borrowers equaled $663 million or 301% of Plan goal. Consumer lending
volumes remain significant in auto and home equity loans. Auto loan lending volume granted to
low- and moderate-income borrowers equaled 60% of total consumer lending. Consumer lending
volume continues to be affected by low consumer market rates.

Small Business/Farm Lending
in the third quarter 2003 small business lending equated $708 million or 118% of Plan goal.
The bank continues to show outstanding distribution of small business loans in LM census tracts

where lending equaled $154 million. In addition loans less than $250,000 equaled 88% of total
loans booked.

Community Reinvestment Plan 4th Quarter 2003 for OCC_Sr Leaderst
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COMMUNITY REINVESTMENT PLAN

Performance Summary
September 30, 2004

Enclosed is Sovereign Bank's Performance Summary report showing it's lending and investment
activity in mortgages, consumer loans, small business loans, community development lending and
contributions to low- and moderate-income individuals and communities in the Bank's assessment
areas. The summary report shows specific performance results by state for each level of
business to the goals outlined in our Community Reinvestment Plan for 2004 through September
30th.

Below is a summary of the lending activity for 2004 through September 30th.
Mortgages

Loans to LM} borrowers equated $419 million or 95% of the mortgage loan goal. The bank
originated 71% of it's mortgage loan originations in it's assessment areas. Market interest rates
continue to move up slightly in the quarter. Our mortgage lending for home purchases increased
while mortgage refinances reduced slightly.

Consumer

Loans to LMl borrowers equaled $482 million or 193% of Plan goal. Consumer lending
volumes remain significant in auto and home equity loans. 58% of the auto loan lending volume
was granted to low- and moderate-income borrowers. The lower consumer market rates continue
to drive our consumer lending business.

Small Business/Farm Lending

Through the 3rd quarter small business lending equaled $479 million or 77% of Plan goal.
The bank provided 76% of it's total small business lending in it's assessment areas. The bank
continues to show outstanding distribution of smal! business loans in LMI census tracts where
tending equaled $106 million. In addition loans less than $250,000 equaled 85% of total loans
booked.

Community Reinvestment Plan 3rd Quarter 2004 for OCC_SR Leader_ Mkt CEO1
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COMMUNITY INVESTMENT AGREEMENT
BETWEEN
SOVEREIGN BANK
AND
COMMUNITY ADVISORY COMMITTEE
Dated December 1, 2004

Sovereign Bank (the Bank), and the Community Advisory Committee (CAC) share a common
goal and belief in serving the socially and economically diverse communities of Massachusetts.
In furtherance of this common goal the Bank and the CAC under this Agreement shall work
together to provide financing for affordable housing and economic development projects that
serve to benefit low and moderate-income residents and communities.

The Bank will make a commitment of $3.6 billion during years 2004 — 2008 toward specific
goals for loans, investments and services within the Commonwealth of Massachusetts (the
Commonwealth). The Bank is making this commitment in conjunction with its Community
Reinvestment Plan that presently runs from 2003 — 2005. The enhancement of the current
Community Reinvestment Plan reflects the increased assets acquired or about to be acquired in
the Commonwealth. The lending and investment programs provided herein are intended to
promote this commitment.

The Bank will maintain its Commonwealth Advisory Group (The CAG) for Massachusetts to
monitor and advise on the performance of the Agreement. The Comunittee will meet quarterly
and be comprised of approximately twelve members including four community members of the
CAC and Community and small business members at large.

SECTION I: AFFORDABLE MORTGAGE LENDING

The Bank commits to lend over the term of this Agreement a minimum of $940 million in
mortgages to low and moderate-income individuals in Massachusetts. The Bank will use it’s
Affordable Mortgage Product, Exhibit I, and other qualified mortgage products such as the
Fannie Mae Community Homebuyer's Program and Freddie MAC Community Gold Program to
make financing available to low and moderate-income applicants in Massachusetts. Mortgage
financing will be available for Home Purchase transactions and Refinance loans to low and
moderate-income residents. The Bank will also use the Soft Second mortgage program and work
with qualified non-profit homeownership counseling agencies who specialize in pre-and post
purchase counseling. The Bank’s commitment toward the Soft Second mortgage program is
spelled out in its Memorandum of Understanding, see Exhibit I1, with the Massachusetts
Affordable Housing Alliance.

The Bank will work to reduce loan defaults and foreclosures by contracting with counseling
agencies on a fee for service basis, which employs comprehensive pre and/or post purchase

counseling programs. -
1
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SECTION II: SMALL BUSINESS LENDING

The Bank agrees to lend a minimum of $1.2 billion in small business loans in Massachusetts
during the term of this agreement. A small business loan is any business loan in the amount of
$1 million or less, not secured by residential real estate. The Bank will work with community
development corporations and the minority business community to finance economic
development initiatives including commercial development and revitalization, small business
start-ups and expansion, job linkage and work force development projects. Particular emphasis
will be placed on projects that create jobs for lower income residents of urban areas and lower
income communities. The Bank will support organizations which provide financial and
technical assistance to small, minerity and women-owned businesses. Specifically, the Bank
will use the following Critical Success Factors to achieve its small business lending commitment.
Within the $1.2 billion lending commitment, the bank will make available the following specific
commitment: See Exhibit 1L

The Bank will also provide SBA and other loan guarantee and credit enhancement programs. In
addition, the Bank will provide fast credit turnaround time and a guaranteed second look
program to applicants not meeting underwriting criteria and ascertain whether mitigating
circumstances and/or credit enhancement would allow granting of credit.

SECTION III: EQUITY INVESTMENTS

The Bank agrees to invest over the term of this Agreement a minimum of $30 million in equity
positions in community development financial institutions, community development
corporations, equity loan pools and/or various collaboratives that serve low. and moderate-
income owned businesses, minority and women-owned businesses and businesses that serve low
and moderate-income areas of Massachusetts as well as direct equity investment participations
that provide a competitive market return to the Bank.

In addition, the Bank will seek to invest over the term of this Agreement a minimum of $30
million in the purchase of Low Income Housing Tax Credits. As an equity investor, the Bank
will participate as a limited partner in projects with priority given to non-profits, family and
urban projects,

SECTION IV: LOANS and INVESTMENTS IN EMPOWERMENT and ENTERPIZE
ZONES

The Bank will make available $25 miltion in loans and investments in the Empowerment and

Enterprise Zones, in Boston, Worcester, and Springfield during the term of this agreement.
r

2
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SECTION V: RETENTION and CREATION OF BRANCHES IN LOW and
MODERATE-INCOME AND MINORITY AREAS

The Bank agrees to provide the National Association for the Advancement of Colored People —
New England Area Conference (NAACP-NEAC) with advance notice of any planned branch
closings 30 days prior to the time required by regulation 12 U.S.C. 183Ir-1 that may be located in
a low- and moderate-income area or predominantly minority census tracts as determined by the
federal census data. The Bank agrees to meet with NAACP-NEAC to review the business
reasons for a planned branch closing, if requested. The Bank will look at the impact a branch
closing will have in the immediate community and give consideration to making available to
community based development organizations branch buildings that become vacant.

SECTION vI: HUMAN RESOURCES DIVERSITY COMMITMENT

The Bank’s senior management remains committed to achieving diversity within all levels of its
workforce and its Board that is reflective of the communities it serves. As a reflection of this
commitment, Sovereign will:

¢ Commit to achieve a minimum of 20% racial diversity and 20% female employee
diversity within all EEO-designated categories

o Initiate bank staffing and development initiatives to provide professional growth to Team
Members

¢ Initiate a strategic plan to address retention rates for Team Members in general and
diverse Team Member population specifically

¢ Ensure integrity and permanence of diversity culture

+ Commitment to develop a plan to achieve above stated goals

The Bank will report the progress on the implementation of these initiatives to designated
members of the CAC quarterly and semi-annually to the CAG.

SECTION vII: PROCUREMENT

The Bank recognizes the importance of strengthening minority and women owned businesses

enterprises (M/WBE) as they contribute to the overall economic growth and expansion of our

business markets.

The Bank’s senior management is committed to utilizing minority and women vendors that are
reflective of the communities served in the Commonwealth of Massachusetts. The Bank is
committed to achieving a goal of 20% of all goods and services for business lines purchasing
within Massachusetts be from minority vendors when there are certified minority vendors able to
bid on the work. In addition, the bank is committed to achieving a goal of 15% of all goods and
services purchased for business lines purchasing within Massachusetts be from women owned
businesses when there are certified women owned vendors able to bid on the work.

3
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The Office of Diversity’s Performance and Monitoring program will ensure implementation of
Sovereign's Massachusetts M/WBE program with accountability residing with business line
leaders. Assistance in achieving these goals will be provided from the Diversity Office, Legal
Department, Privacy and Purchasing and have the executive oversight of the President of
Sovereign Bank New England Division.

Performance reports outlining the M/WBE spend will be provided to the CAC on a quarterly
basis and semi--annually to the CAG.

SECTION VIiI: COMMUNITY DEVELOPMENT FINANCING

The Bank agrees to lend over the term of this Agreement a minimum of $222 million in
community development financing in Massachusetts for affordable housing projects and
commercial real estate sponsored by for profit and non-profit organizations. Financing will
include acquisition, construction and permanent loans. The Bank will make every effort to
provide 60% of financing to affordable housing projects and 40% to commercial real estate that
benefits low and moderate-income communities.

SECTION IX: GRANTS

During the term of the Agreement the Bank will make available $4.5 million in grants to
community-based non-profit organizations involved in affordable housing, community economic
development initiatives, educational and human service programs and arts and cultural programs
that improve the needs of low- and moderate-income communities and individuals as well as
grant support for civil rights related advocacy such as community organizing, diversity
education, expanding awareness and understanding of racial and gender economic disparities,
research and litigation to enforce civil rights laws, and other such efforts, which can affect public
policy and business practices.

SIGNED:

Senator Dianne Wﬂkerson Josep Campanel

Convenor Pregfdent & Chief Operatmg Officer
Community Advisory Committee Sovereign Bank

C ity A SovB&CAC(MA)
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We, the following community based organizations, have agreed to work with Sovereign Bank
toward the effective implementation of this agreement.

Community Advisory Committee

Committee Members
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SOVEREIGN BANK

Massachusetts Corhmunity Reinvestment Commitment 2004 to 2008

Small Business Lending $1,200*
Consumer 1,196
Affordable Mortgage Lending 940
Commercial Community Development 222
Equity Investments 30
Low Income Housing Tax Credits 30
Loans and Investments in designated Empowerment Zones 25
Grants 4.5

Total Lending and Investments $3,648
*In millions

Community Investment Agreement SovB&CAC(MA)



242

SOVEREIGN BANK
ASSESSMENT AREA
2004
State MSA County
Massachusetts 1448 Norfolk, Plymouth, Suffolk,
Barnstable
Dukes
2160 Essex
1576 Middlesex
Nantucket
3930 Bristol
4414 Franklin, Hampden, Hampshire
4934 Worcester

Community Investment Agreement SovB&CAC(MA)



Term
Minimum Mortgage

Maximum Mortgage
Primary Homes ~ 1 Unit
Primary Homes ~ 2 Units
Primary Homes -~ 3 Units
Primary Homes ~ 4 Units

Eligible Properties

Income Qualification:

Mortgage Insurance:

Interest Rate:

Rate Lock:

Points:

243

Exhibit1

SOVEREIGN BANK

Affordable Mortgage Product

MASSACHUSETTS
30 years
None
 Purchase Rate/Term Refinance Cash Qut Refinance

97% - $322,700
97% ~ 8413,100
95% - $499,300
95% - $620,500

95% - $322,700
95% - $413,100
95% - $499,300
95% - 3620,500

90% - $322,700
90% - $413,100

Primary residences only

1 — 4 Unit, Single Family Dwelling, Condos and PUDS
{Must be FNMA/FHLMC warrantable)

¢ Maximum 80% of median household income for applicable
MSA in the bank’s assessment area or

*  Maximum 100% of median household income and property
must be in a low to moderate-income census tract in the
bank’s assessment area.

*  Maximum 120% of median household income in low to
moderate-income census tracts in the cities of Boston,
Brockton and Springfield.

* Note: Cash-out refinances are limited to 100% of median

household income in Massachusetts.

Required

The interest rate will be discounted % of 1% below the bank’s zero
point market rate.

- No lock fee is required. The lock period is 90 days and may be

extended for an additional 30 days for .125 points payable at

¢ closing.

. None

SovB&CAC{MA)
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EXHIBITII

Memorandum of Understanding
Between
Sovereign Bank New England
and the
Massachusetts Affordable Housing Alliance

Sovereign Bank New England has agreed.to provide home purchase mortgages to a tora)
of 275 first time home buyers (75 in 2004,100 in 2003, and 100 15 2006) through the
SoftSecond First Time Home Buvers Program in the city of Bosion.

In addition, Sovereign Bank New England has agreed 1o provide home D‘l":h

mortgages to a total of 300 first time home buvers (ELO in gach of the years 2004-2006)
througn the SoftSecond first time home buyvers program in the balance of tle state.

This program was develey
(MAHA}, banks, and sta

3 b .
TSN Soverey

ne homn bm ers (,, n 700» !
‘\)063 for tb»’ p ase of one, two, and three mmuy
of Boston. In adcu tion. Sovereign Bank New Englan
providehome purchase mortgages to a total of 300 firs
(100 in each of the years 2004-2006) through the SoftSe

the balance of the state.

TOpert

Q.."O

tim
cond Pxogrdm in

ﬂ)

home buyvers

mv‘ﬁ

MAHA agrees to continue to provide all of the services to first time home buyers

and new homeowners outlined in our memorandum of understanding with the

bank, provided that adequate funding continues to be available to MAHA to do

s0.

.

MAHA reserves the right to re-open discussion of this agreement if, during the
period covered by the agreement, the bank substantially increases its presence in the city
of Boston through expansion, acquisitions, or mergers.

Program; To provide first and "soft second” loans to low and moderate income first
time home buyers. The maximum first mortgage amount will represent
77% loan to value and the second mortgage will represent the greater of
$20,000.0r 20% loan to value.
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Soft Second: $20,000 or 20% loan to value, whichever is greater. Principal is deferred
for 10 years and Massachusetts Housing Partnership (MHP) funds may be
used to supplement interest only payments for the first nine years. MHEP
provides a loan loss reserve of 10% of all soft second loans which
eiiminates the need for Private Mortgage Insurance,

Interest Rate: Interest rate on the first and second mortgages will be 50 basis points below
the bank's 30 vear fixed, two pointrate. No points will be charged to the
borrower.

The foliowing alternative pricing structure may also be used:

The interest rate on the first will be the same as the bank's 30 ve
fixed 2 peint rate. The interest rate on the second will be 237 basis
points belowv the bank's 30 year fixed 2 point rate. The discount on
the second mortzage will be sufficient to keep the borrowers' paymentsio
very close to what they would have paid under the program structure
described above, No points will be charged to the borrower.

d Rate Mortgage
foL the first 10 vears

Loan Terms:

urd; “: lennder rhe net presen

gt

sl {
Reserve Af:count held at ;\IH‘P.

Borrowers are provided subsidy when income is not high enough to fuily
cover monthly housing costs. A subsidy "phase cut” gradually increases
the borrower's share of the second mortgage paymvnts‘ MHP will not
subsidize borrowers' interest payments below the point where the
borrower is paying 28% of his’her income for housing debt. The
maximum public subsidy will be determined by MHP program guidelines;

Eligible Properties: Property must be located within a participating community in the
Commonwealth of Massachusetts. One, Two, and Three Family owner
occupied primary residences only.

Income Limits: Income limits are determined by MHP.

Loan-To-Value: Maximum loan to value of 97% (excluding MHP subsidy provided as
a deferred payment loan).

Maximun Purchase Prices: As set by the Massachusetts Housing Partnership.
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Income: Abiiity to repay will be determined by taking into account all eligible
income from wages, pensions, interest, dividends, and government
sources, Non-taxed income such as Social Security shall be
considered at 125% of the actual amount.

Child Support: Child support and alimony will be accepted as income provided
Alimony that proof of receipt is available and the payment can be expected
to continue for at least three years. Borrower must provide verification of
receipt of payment for the last 12 months (i.e. copies of canceled checks,
bank statements with regular deposits, venifications from court). A full
divorce decree or separatign agreement is required.
.

Borrowers responsible for child support and/or alimony paviments
must provide a copy of the full divorce d cree or another document
evidencing the monthly liability.

Qualifying Ratios: Maximum r?ti@ of 33° 3 %% for one-family homes. 28/36% for 2-
i orrower's share of the second

.

ot-

s
ate debt-tosincome ratio i the initial

rental income will be a
f ctly from PITL. PITI mavnot
excesd 30% of mb sum of borrower's gross monthly income plus rent from
one of the rental units.

B v

Purchase & : Sovereign Bank New England agrees to offer buyers the option ofa
Rehab purchase and rehabilitation loan through the SofiSecond program.
Maximum loan to value will be 97% of the property's "as completed”
value or purchase price plus cost to rehab, whichever is less. The
cost of the improvements may not exceed §50,000. The purchase
and rehab loan may include fees due to the rehab agent as well as
carrying costs for the property during the rehab period.
A cost estimate of work, and specifications for the work from a licensed
contractor and from a qualified Rehabilitation Specialist should
accompany the application. An appraisal will be ordered by the bank
when the application is received; that appraisal will determine the "ag
completed value”,

If the property contains lead paint and additional funds for de-leading are
obtained through public sources willing to be in fourth position,



Gifts:

Closing Costs:

Employment:
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curnulative loan to value may exceed 97%. In no case shall the bank's
liability exceed 97% loan to value.

All rehabilitation work must be carried out by licensed contractors. No
"sweat equity” is permitted. Rehab Agent must oversee work and sign off
on dishursement of funds to contractors.

Of the 3% minimum downpayment on single family homes and
condominiums, 1.5% must come from the borrower's own funds; the
remaining 1.5% may come from (1) a gift from a family member or an
unrestricted grant without terms for recapture or repayment from a non-
profit organization, (2) a gift or unrestricted grant without terms for
recapture or repayment from the FDIC or (3) a secured grant from 2 non-
profit organization or government agency that is not due and payable unii]
the sale or refinance of the property. The remainder can not come from
the seller.

Of the 3% minimum downpayment on two and three family homes, 1.5%
must come from the borrower's own funds. The remaining 1.3% may
come from scurces (1) through (3), as cutlined above, The remainder can
not come from the seller.

Closing costs and prepaid items may be paid from ¢ Gifis ars
allowed from a family member or a grant or an unsecured loan from g
non-profit organization or public entity, so long as the borrower has met
the minimum downpaviment requirements. The seller of the property may
alsopay the closing cosis. However, contributions by the seller are
subject to the following limitations:

In the case of loan-to-value of less than or equal to 90%, contrib-
utions are allowed up to 6% of the appraised value or sales price,
whichever is less.

In the case of loan-to-value of greater than 90%, contributions are
allowed up to 3% of the appraised value or sales price, whichever is lags.

The seller may not pay prepaid items.
As negotiated,

All borrowers should have two full years of employment activity history
for income utilization. - There is an emphasis on income stability rather
than job stability. It is'acceptable as long as a two year history of stable
income exists, employment gaps are explained, and the borrower(s) works
in a field in which other employment opportunities with similar incomes
are readily available, :
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Self employed: Self employed borrowers must have a two year history in same

Credit:

profession. Income must be verified with two years of personal
and/or corporate income tax returns, along with all supporting
schedules and Year To Date Profit and Loss Statement and Balance
Sheet.

The most recent 12 months of a borrower's credit history will be
reviewed for minor instances of derogatory credit to ascertain that

the borrower has a sufficient number of accounts without adverse

ratings to support a determination that the overal] credit history is an
acceptable one. The borrower’s credit history must demonstrate a
willingness to repay debt. Each evaluation of eredit will be reviewed on 2
case by case basis. A decision will be made at the lender's discretion.

All late payments within the past two vears are to be explained, Any
excessive or recurring late pavments beyond two years mav also require
explanations.

Credit inquiries that are less than %0 days old and do not appear as open
credit on the credit report will require a written explanatien Tror the
borrower or creditor.

and/or utility pavments.
v pal

At least two years must have elapsed since any bankruptey was
discharged. Borrowers must have re-established credit. A
satisfactory letter of explanation and a letter of discharge and
Schedule of Credits listing all debts is required.

Private Mortgage Insurance: None required.

Pre-Qualification: The bank pre-qualifies applicants and calls MHP, then mails in

Registration upon collection of a $235 fee payable to MHP.

Home Buyer Education: The buyer must present evidence that he/she has enrolled in a

Reserves:

Homeownership Collaborative- certified home buyer education program.
The program must include information about homeowner/landlord
responsibilities such as home maintenance, budgeting, tenant selection,
and tenant-landlord law. The borrower must receive a graduation
certificate before the loan is closed.

2 months PITI (principle, interest, taxes, insurance) is waived.
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: Escrows: Real estate taxes, hazard insurance, and flood insurance (if
; applicable) required.

Marketing:  The bank agrees to market the SoftSecond Program through all of
its mortgage markating efforts, including, but not limited to,
contact and communication with local realtors and information
posted and/or distributed at home buyer seminars, neighborhood
branches, and local housing fairs. The bank will work with MAHA o
develop a coordinated marketing campaign designed to masimize
participation of minority households and households with annual
incomes below $23,000.
The bank agrees to review its markerting efforts and loan closings in the
SoftSecond Program annually with MAHA members and/or staff. Ifthe
number of loans closed during any year covered under this agreement is
less than the number commitied, the bank agrees to carry over the unused
allocation and expand its neighborhood based advertising and marketing
of the SoftSecond Program during the following vear.

Privacy Waiver! Loan applicants will sign and submit 1o MAHA a priv
privacy waiver will give permission o the bank to di lise
credit situation with d°swwtm representatives ot A Hx A, T‘ 12 ‘«\&l\e‘
will also enable fhv bank to refer borrowers wha are un
pavments d cumstances beyond

3

UILLc.\C‘ counselor. LDL'I determination of the nature

uunower’s nardship and analysis of the borrower's financial conamor. the
bark will work \mth the borrower and MAHA to atempt to velop a
muially acceprable payment schedule that would provide
within the borrower's financial capacity.

(Dn

Comments:  First time home buyer is defined as a person who has not owned
a home within the last three years.

Orginations Contact: $TEVE JpweRls  /-508 & 2€ 3278

o )

Bank Contact: 7644 g&)/ 1677 BETST-291 9

Massachusetts Affordable Housing Alliance (MAHA) agrees to the following:

Counseling:  MAHA will provide regular five week home buyer counseling sessions
and three week homeowner workshops for low to moderate income first
time buyers and others. MAHA will hold these sessions provided that
adequate resources are available to the organization to do so. The home
buyer sessions will include:
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Understanding mortgage terms
Working with a realtor

Credit history

Qualifying ratios

Home inspections
Downpayments and closing costs
Landlord Responsibilities

The homeowner workshops will include:
budget counseling s
savings programs and tax planning
routine home maintenance
home repairs
grants and low interest loans for weatherization, rehab and repairs
crime and fire safety
homeowners insurance
finding and screening tenanis
tenant'landlord issues
lead paint
avoiding default and foreclosure
Boston Buiiding Matenals Co-Op
Boston Oil Consumers Alliance

Marketing:  MAHA will market the SoftSecond Program through its Home
Buyers Union members, home buyer classes, information tables
community meetings, and other events.

Homeowner Services: Through its HomeSafe Resource Center, MAHA will provide
~ one-on-one counseling to program homeowners who find themselves unable to
make their mortgage payments on time. MAHA will also provide advice to
homeowners who need information about home repair programs, finding and
screening tenants, and other issues related to successful homeownership. MAHA
will offer these services provided that resources are available to the orgamzauon
to-do so,

MAHA Contacts; Hillary Pizer and F lorence Hamns 822-9100 .
s
Signed by: / }sz«bw 4. /&/zuw% STLEALE % A
! g a
Tite_ 57/ : Title /414,«, \lm L/J/vw AT

v
Bank » Svlliticgei ' Mass. Affordable Housing Alliance

4 s
Date: /ﬂ)&&l\{*&éf‘af Z9 &0 4 . Date: \/C[/um, )] 3/ 2o Y
. : Va
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Exhibit I

COMMUNITY INVESTMENT AGREEMENT
BETWEEN
SOVEREIGN BANK
AND
COMMUNITY ADVISORY COMMITTEE
Dated December 1, 2004
Following is Sovereign Bank’s commitment to small business lending as described in Section
11, Page 2 of the subject Agreement. The Bank’s lending commitment is established from the

new demographic data released by the Fed in determining the Bank’s assessment areas and
branch locations in low and moderate income communities in Massachusetts

All other terms and conditions of Section II Small Business Lending remain.

Loans in Low and Moderate Income Census Tracts 300
Loans < or equal to $100,000 300
Loans to companies with revenues <$1 million 300
Loans in > 50% Minority Census Tracts 120

c ity b Ag SovB&CAC(MA)
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Memorandum of Understanding
Between
Sovereign Bank New England
and the
Massachusetts Affordable Housing Alliance

Sovereign Bank New England has agreed to provide home purchase mortgages to a total
of 275 first time home buyers (75 in 2004, 100 in 2005, and 100 in 2006) through the
SoftSecond First Time Home Buyers Program in the city of Boston.

In addition, Sovercign Bank New England has agreed to provide home purchase
mortgages to a total of 300 first time home buyers (100 in each of the years 2004-2006)
through the SoftSecond first time home buyers program in the balance of the state.

This program was developed by the Massachusetts Affordable Housing Alliance
(MAHA), banks, and state and city officials.

Sovereign Bank New England and MAHA agree to the following terms and conditions:

Commitment: Sovereign Bank New England commits to provide first and second

mortgages through the SoftSecond mortgage program to a total of 275
qualified first time home buyers (75 in 2004, 100 in 2005, and 100 in
2006) for the purchase of one, two, and three family properties in the city
of Boston. In addition, Sovereign Bank New England agrees to
providehome purchase mortgages to a total of 300 first time home buyers
(100 in each of the years 2004-2006) through the SoftSecond Program in
the balance of the state.

'MAHA agrees to continue to provide all of the services to first time home buyers
and new homeowners outlined in our memorandum of understanding with the
bank, provided that adequate funding continues to be available to MAHA to do

S0.

MAHA reserves the right to re-open discussion of this agreement if, during the
period covered by the agreement, the bank substantially increases its presence in the city
of Boston through expansion, acquisitions, or mergers.

Program:

To provide first and "soft second" loans to low and moderate income first
time home buyers. The maximum first mortgage amount will represent
77% loan to value and the second mortgage will represent the greater of
$20,000 or 20% loan to value.



Soft Second:

Interest Rate:

Loan Terms:

Subsidy:
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$20,000 or 20% loan to value, whichever is greater. Principal is deferred
for 10 years and Massachusetts Housing Partnership (MHP) funds may be
used to supplement interest only payments for the first nine years. MHP
provides a {oan loss reserve of 10% of all soft second loans which
eliminates the need for Private Mortgage Insurance.

Interest rate on the first and second mortgages will be 50 basis points below
the bank's 30 year fixed, two point rate. No points will be charged to the
borrower.

The following alternative pricing structure may also be used:

The interest rate on the first will be the same as the bank’s 30 year

fixed 2 point rate. The interest rate on the second will be 237 basis
points below the bank's 30 year fixed 2 point rate. The discount on

the second mortgage will be sufficient to keep the borrowers' payments to
very close to what they would have paid under the program structure
described above. No points will be charged to the borrower.

First Mortgage - 30 year Fixed Rate Mortgage
Second Mortgage - Interest only for the first 10 years
30 year maturity
Amortized over 20 years after first 10 years

MHP funds the lender the net present value subsidy amount and
places 10% of the Second Mortgage amount into the separate Loan
Loss Reserve Account held at MHP.

Borrowers are provided subsidy when income is not high enough to fully
cover monthly housing costs. A subsidy "phase out" gradually increases
the borrower's share of the second mortgage payments. MHP will not
subsidize borrowers' interest payments below the point where the
borrower is paying 28% of his/her income for housing debt. The
maximum public subsidy will be determined by MHP program guidelines:

Eligible Properties: Property must be located within a participating community in the

Commonwealth of Massachusetts. One, Two, and Three Family owner
occupied primary residences only.

Income Limits: Income limits are determined by MHP,

Loan-To-Value: Maximum loan to value of 97% (excluding MHP subsidy provided as

a deferred payment loan).

Maximum Purchase Prices: As set by the Massachusetts Housing Partnership.
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Ability to repay will be determined by taking into account all eligible
income from wages, pensions, interest, dividends, and government
sources. Non-taxed income such as Social Security shall be
considered at 125% of the actual amount.

Child Support: Child support and alimony will be accepted as income provided

Alimony

that proof of receipt is available and the payment can be expected

to continue for at least three years. Borrower must provide verification of
receipt of payment for the last 12 months (i.e. copies of canceled checks,
bank statements with regular deposits, verifications from court). A full
divorce decree or separation agreement is required.

Borrowers responsible for child support and/or alimony payments
must provide a copy of the full divorce decree or another document
evidencing the monthly liability.

Qualifying Ratios: Maximum ratio of 33%/38% for one-family homes. 28/36% for 2-

family and 3-family homes Only borrower’s share of the second
mortgage payments used to calculate debt-to-income ratio in the initial
years.

Rental Income: 75% of gross rent deducted directly from PITI. PITI may not exceed

Purchase & :
Rehab

50% of borrower's gross monthly income (excluding rental income).

For three family homes, underwriting for rental income will be as

follows: 75% of gross rent deducted directly from PITL. PITI may not
exceed 50% of the sum of borrower's gross monthly income plus rent from
one of the rental units.

Sovereign Bank New England agrees to offer buyers the option of a
purchase and rehabilitation loan through the SoftSecond program.
Maximum loan to value will be 97% of the property’s "as completed”
value or purchase price plus cost to rehab, whichever is less. The
cost of the improvements may not exceed $50,000. The purchase
and rehab loan may include fees due to the rehab agent as well as
carrying costs for the property during the rehab period.

A cost estimate of work, and specifications for the work from a licensed
contractor and from a qualified Rehabilitation Specialist should
accompany the application. An appraisal will be ordered by the bank
when the application is received; that appraisal will determine the "as
completed value”.

If the property contains lead paint and additional funds for de-leading are
obtained through public sources willing to be in fourth position,
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cumulative loan to value may exceed 97%. In no case shall the bank's
liability exceed 97% loan to value.

All rehabilitation work must be carried out by licensed contractors. No
"sweat equity" is permitted. Rehab Agent must oversee work and sign off
on disbursement of funds to contractors.

Of the 3% minimum downpayment on single family homes and
condominiums, 1.5% must come from the borrower's own funds; the
remaining 1.5% may come from (1) a gift from a family member or an
unrestricted grant without terms for recapture or repayment from a non-
profit organization, (2) a gift or unrestricted grant without terms for
recapture or repayment from the FDIC or (3) a secured grant from a non-
profit organization or government agency that is not due and payable until
the sale or refinance of the property. The remainder can not come from
the seller.

Of the 3% minimum downpayment on two and three family homes, 1.5%
must come from the borrower's own funds. The remaining 1.5% may
come from sources (1) through (3}, as outlined above. The remainder can
not come from the seller.

Closing costs and prepaid items may be paid from gifts. Gifts are
allowed from a family member or a grant or an unsecured loan from a
non-profit organization or public entity, so long as the borrower has met
the minimum downpayment requirements. The seller of the property may
also pay the closing costs. However, contributions by the seller are
subject to the following limitations:

In the case of loan-to-value of less than or equal to 90%, contrib-
utions are allowed up to 6% of the appraised value or sales price,
whichever is less.

In the case of loan-to-value of greater than 90%, contributions are
allowed up to 3% of the appraised value or sales price, whichever is less.

The seller may not pay prepaid items.
As negotiated.

All borrowers should have two full years of employment activity history
for income utilization. There is an emphasis on income stability rather
than job stability. It is acceptable as long as a two year history of stable
income exists, employment gaps are explained, and the borrower(s) works
in a field in which other employment opportunities with similar incomes
are readily available.
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Self employed: Self employed borrowers must have a two year history in same

Credit:

profession. Income must be verified with two years of personal
and/or corporate income tax returns, along with all supporting
schedules and Year To Date Profit and Loss Statement and Balance
Sheet.

The most recent 12 months of a borrower's credit history will be
reviewed for minor instances of derogatory credit to ascertain that

the borrower has a sufficient number of accounts without adverse

ratings to support a determination that the overall credit history is an
acceptable one. The borrower’s credit history must demonstrate a
willingness to repay debt. Each evaluation of credit will be reviewed on a
case by case basis. A decision will be made at the lender's discretion.

All late payments within the past two years are to be explained. Any
excessive or recurring late payments beyond two years may also require
explanations.

Credit inquiries that are less than 90 days old and do not appear as open
credit on the credit report will require a written explanation from the
borrower or creditor.

Outstanding collection accounts must be brought current.
Limited or no credit history can be supported by evidence of rent
and/or utility payments.

At least two years must have elapsed since any bankruptey was
discharged. Borrowers must have re-established credit. A
satisfactory letter of explanation and a letter of discharge and
Schedule of Credits listing all debts is required.

Private Mortgage Insurance: None required.

Pre-Qualification: The bank pre-qualifies applicants and calls MHP, then mails in

Registration upon collection of a $25 fee payable to MHP.

Home Buyer Education: The buyer must present evidence that he/she has enrolled in a

Reserves:

Homeownership Collaborative- certified home buyer education program.
The program must include information about homeowner/landlord
responsibilities such as home maintenance, budgeting, tenant selection,
and tenant-landlord law. The borrower must receive a graduation
certificate before the loan is closed.

2 months PITI (principle, interest, taxes, insurance) is waived.
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Real estate taxes, hazard insurance, and flood insurance (if
applicable) required.

The bank agrees to market the SoftSecond Program through all of

its mortgage marketing efforts, including, but not limited to,

contact and communication with local realtors and information
posted and/or distributed at home buyer seminars, neighborhood
branches, and local housing fairs. The bank will work with MAHA to
develop a coordinated marketing campaign designed o maximize
participation of minority households and households with annual
incomes below $25,000.

The bank agrees to review its marketing efforts and loan closings in the
SoftSecond Program annually with MAHA members and/or staff. If the
number of loans closed during any year covered under this agreement is
less than the number committed, the bank agrees to carry over the unused
allocation and expand its neighborhood based advertising and marketing
of the SoftSecond Program during the following year.

Privacy Waiver: Loan applicants will sign and submit to MAHA a privacy waiver. This

Comments:

privacy waiver will give permission to the bank to discuss the customer's
credit situation with designated representatives of MAHA. The waiver
will also enable the bank to refer borrowers who are unable to make
payments due to circumstances beyond their control to MAHA's post-
purchase counselor. Upon determination of the nature and extent of the
borrower's hardship and analysis of the borrower's financial condition, the
bank will work with the borrower and MAHA to attempt to develop a
mutually acceptable payment schedule that would provide repayment
within the borrower's financial capacity.

First time home buyer is defined as a person who has not owned
a home within the last three years.

Orginations Contact: 8TEVE foweRs [-508 € 203275

Bank Contact: 7044 MENN&D){ (617 BETST- 391 G

Massachusetts Affordable Housing Alliance (MAHA) agrees to the following:

Counseling:

MAHA will provide regular five week home buyer counseling sessions
and three week homeowner workshops for low to moderate income first
time buyers and others. MAHA will hold these sessions provided that
adequate resources are available to the organization to do so. The home
buyer sessions will include:
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Understanding mortgage terms
Working with a realtor

Credit history

Qualifying ratios

Home inspections
Downpayments and closing costs
Landlord Responsibilities

The homeowner workshops will include:

budget counseling

savings programs and tax planning
routine home maintenance

home repairs

grants and low interest loans for weatherization, rehab and repairs
crime and fire safety

homeowners insurance

finding and screening tenants
tenant/landlord issues

lead paint

avoiding default and foreclosure
Boston Building Materials Co-Op
Boston Oil Consumers Alliance

Marketing:  MAHA will market the SoftSecond Program through its Home
Buyers Union members, home buyer classes, information tables,
community meetings, and other events.

Homeowner Services: Through its HomeSafe Resource Center, MAHA will provide
one-on-one counseling to program homeowners who find themselves unable to
make their mortgage payments on time. MAHA will also provide advice to
homeowners who need information about home repair programs, finding and
screening tenants, and other issues related to successful homeownership. MAHA
will offer these services provided that resources are available to the organization
to do so.

MAHA Contacts: Hillary Pizer and Florence He;gins 822-9100
orer Vi3 v

Signed by: / ll/l/l/w&w A /&Lm/% g
Title SV Title ,4@1,;,\@%//*
Bank_S7litegrt Mass. Affordable Housing Alliance

Date: /‘«&jmu/ 29 U4 Date: %47«%;7 2 ;’S/. ,%;ﬂ/‘-/

/

7
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“Sovereign’s strong and consistent organic
growth has been entirely dependent on
execution by a top quality team.”

- Jay S. Sidhu

Chairman of the Board,
President and Chief Executive Officer

When consumers and businesses think of a World Class financial

services provider, they choose Sovereign.

Sovereign is a World Class financial services provider, committed

10 helping our customers succeed by understanding and anticipating

their individual financiat needs and providing customized solutions,

resulting in each customer having six or more services with Sovereign.

World Class Commitment to Team Members
We expect nothing but the best from our Team Members and in
return show extreme respect for each Team Member. We encourage
open communication and an entreprencurial spirit, always seeking

and implementing ideas and innovations which help Sovereign to

excel. Qur environment supports personal growth and continuous
learning for all Team Members.

World Class Commitment to Customers

We continually strive to build World Class relationships with cur

customers by providing World Class service through understanding

and anticipating our customers’ needs and consistently exceeding
their expectations. Sovereign customers can count on us to deliver
customized solutions, products and services to help them achieve
their personal or business goals.

World Class Commitment to Community
Sovereign is a committed, socially responsible corporate citizen,
supporting worthwhile community activities and encouraging
our Feam Members to be actively involved in our communities.

World Class Commitment to Shareholders

Sovereign s a driven World Class financial services provider,
continually outperforming the market in terms of earnings

growth and total shareholder returns.
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Sovereign Bancorp, Inc., (“Sovereign”) (NYSE: SOV, headquartered in Philadelphia, Pennsylvania, is the

parent company of Sovereign Bank, a $45 billion financial institution with 333 community banking offices,
nearly 1,000 ATMs and about 8,300 team members in Connecticut, Massachusetts, New Flampshire, New

Jersey, New York, Pennsylvania and Rhode Island. In addition to full-service retail banking, Sovereign offers

2 broad array of financial services and products including business and corporate banking, cash management,
capital markets, trust and wealth management and insurance. Sovercign is one of the top 20 largest banking

institutions in the United States, pro forma for pending acquisitions.

Corporate Governance

Sovereign has a strong corporate governance culture that is driven by external and internal influences. We are
in full compliance with the requirements of the Sarbanes-Oxley Act of 2002 and the listing standards of the
New York Stock Fxchange (NYSE). In fact, Sovereign has put into place some of the requirements in

advance of their deadlines.

The following actions were taken to improve corporate governance:

&

The Board of Directors put into writing and formalized Sovereign’s Corporate Governance Guidelines
which Sovereign’s Board had historically operated under, and posted those guidelines on Sovercign’s web

site {www.sovereignbank com) under Investor Relations in 2002. The guidelines were updated in 2003

The Board of Directors, with legal assistance, evaluated the independence of each of its members under the

NYSFE’s isting standards in 2002, 2003 and 2004.

The Board of Directors, with legal a

B2

istance, evaluated the independence of each member of the Audit

Committee of the Board under the Sarbanes-Oxley Act and the NYSE’s listing standards in 2002, 2003
and 2004.

Since 1988, we have had a written Code of Conduct and Ethics that covers conflicts of interest, breaches of

confidentiality, fair dealing, compliance with Jaw and personal investing and trading in Sovereign’s common stock.

Since 1995, the Board has maintained an Ethics and Corporate Governance Committee consisting entirely of

nor-management directors, except for the CEQ, who last served on this Committee in 2002.

ELECTRONIC FORM 10-K
The Soversign Bank 2003 Form 10-K is available in electronic format. To view the 10-K, please visit www.sovereignbank.com and select Investor Relations.
At Iavestor Relations, choose Financial Reports, ther SEC Filings,

FORWARD LOOKING STATEMENTS

Cartain portions of this Annual Report contain various forward-looking statements, Plsase refer to page 3 of the Form 10-K for a discussion of the various
factors that could adversely affect the future results ~ cagsing them to differ materially from those expressed herein.

Sovereign Bancorp
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Dear Shareholders,

2003 was another very successful year for Sovereign. It also
marked the 17th year of Sovereign Bancorp as a publicly traded
company. As we look back on those 17 years, a lot has changed.
We've grown from 20 banking offices to about 663 (pro forma for
pending acquisitions), and we've grown in asset size from about
$600 million to about $55 billion pro forma. In 2003 we made
$421 million in operating earnings {up 18% from 2002), compared
to under $4 million just 17 years ago. When we went public, our
market capitalization was only about $12 million. Today, pro forma

for the acquisitions, it is about $8.4 billion. These are all big changes.

Our corporate goal, however, has never been to become big just
for the sake of being big. So, the question we constandy ask ourselves

is, “Are we a better company today than we were yesterday:”

We believe we are. We have invested heavily in our people the past

few years, and we are now seeing the benefits of that investment.

Today, we believe we have the most talented group of twam members

in our history, and these dedicated individuals are able to deliver a

comprehensive suite of products, services and solutions to satisfy

dent and Chief Executive Officer . the needs of our consumer and business customers. We believe it is
k] | critically important in our business to have the very best team

members delivering our bank to the customer. So often, we hear

that banks rarely differentiate themselves from their competition,

and that “a bank s a bank is a bank.”

We're out to change that. Superior customer service 4oes make a
difference. The bank with the best team members will, over time,
deliver the best financial solutions to its customers. We are very
focused on having our team members recognize us as one of the best
companies to work for in America. We believe that achieving “best
company” status will help us attract and retain the best talent, which

will give us a long-term sustainable advantage over our competition,

We're making strides every day to become better. And as customers
and shareholders, we hope you're seeing the difference. For instance,
we have our Red Carpet Customer Service Guarantees, (such as not
waiting in line too long at a branch) and we back up those guarantees
with cash if we fail to deliver. We've expanded our set of product
offerings to include our revolutionary Extreme Checking, sophisticated

cash management and capital markets products for business customers,
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and a full array of asset and wealth management services.
We've expanded our hours, which include having Sunday
hours in many arcas. We've broadened our use of technology
with a redesigned web site and enhanced our customers’
statements through the implementation of check imaging. And

our management information systems regularly evaluate the

profitability of our customer segments, products and divisions.

With all the initiatives 1 just mentioned, we are investing
time, effort and money in order to build a stronger foundation

for the future. And those investments are already paying off,

Financial Highlights:

or

% to $23.75 at

Increasing our stock price 69
December 31, 2003,

W

Realizing net income of $402 million, up 18% from

2002; earnings per sharc of $1.38, up 12% from 2002.

B

Reporting operating earnings of $421 million, up 18%
from 2002; operating earnings per share of $1.45, up 13%

from 2002.

M

Reporting cash earnings of $482 million, up 13% from

2002; cash earnings per share of $1.66, up 9% from 2002.

7

Achieving all-time highs i Consumer and Commercial fee

revenues of $209 million and $108 million, respectively.

e

Buying back through a tender approximately 3300 million
of high-cost debt maturing in 2004, accelerating the
favorable impact of 2004 debt retirement and improving

the quality of the balance sheet.

B

Receiving upgrades from Moody's and Fitch at both
Sovereign Bank and Sovereign Bancorp; Sovereign
Bancorp received an additional upgrade from Moody’s in
January of 2004,

™

Redeeming a $287 million convertible security, which

increased our tangible common equity by 13%.

teontinued it page VY

“Sovereign combines
the best of a large bank with «
small community bank touch.”
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Making it happen.

Among Sovereign's success stories:

i

Ranking in the top 1% among companies in the S&KP 400 when measured for its corporate
2 & ¥
governance by Institutiona! Sharcholder Services, the world's leading provider of prosy voting and

COTPOrate OVErnance services.

st

Being named to T Forbes Platimum 400, a prestigious list of 400 companies that the financial magazine

considers having the best balance of long-term and short-term financial performance.

3

Being tdentified as one of the most admired financial industry companies in the nation by Mrune for the

third consceutive year.

e

Obtaining a major banking services contract with the state of Massachusetts. We spent months meeting with
state officials to discuss their needs, then came up with a costomized, innovative approach for managing all
of the state’s core depository and dishursement activities. We took the business away from

our largest competitor in New England.

KA

Completing in February 2004 the acquisition of First Essex Bancorp, a $1.7 billion bank holding company

rchusetts and

with headquarters in Andover, Mass. First Essex further fortifies our presence in both Ma

Southern New Mampshire,

In January of 2004, announcing the acquisition of Seacoast Financial Services Corporation, headquartered in

w Bedford, Mass., in an all-stock transaction valued at approximately £1.1 billion. Seacoast is a $5.3

sachusetts.

billion institution with 67 community banking offices serving seven counties in southern May
Through this acquisition, Sovereign will achieve an excellent market share in each of the five fastest

growing countics and the five largest counties in Massachusetts, including the Boston metro market.

it

or for

Receiving an “outstanding” CRA rating from our federal regulas

commuanity lending and investment efforts.

e

In March of 2004, announcing the acquisition of Waypeint Financial Corp., a $5.4 billion bank holding
company with headquarters in Flarrisburg, Pa. This fransaction extends Sovereign's presence into southcentral

Pennsylvania and northern Marvland, improving Sovereign's market share position in Pennsylvania to

number five and creating a leading market share position in new and contiguous markets to which

Crves.

Sovercign currently

After nearly 15 years with the same bank, converting a banking operation as complex as ours was a
dawnting task. Sovereign partnered with us from day one and helped us through the entire transition
process all while saving the Commonwealih and our taxpayers money. I want to thank Sovereign for
their professionalism, attention 1o detail, and overall ision for this project.”

— Massachussents State Treasurer and Rec
General Timothy P Cahill on awarding the
state contract to Swvereign Bank.

V| Sovereign Bancorp



265

“You can not be the best, unless
you are brutally honest about

Banking results.

Over the past year, we achieved outstanding results in both Commercial
and Consumer Banking. In addition to securing the contract with the

Commonwealth of Massachusetts, Sovereign continued to build relationships

with thousands of other institutions and husinesses.

Other accc fish in Ce cial Banking included

# Building a very experienced team of hundreds of relationship managers in all
our markets, helping position Sovercign as one of the best banks for small

and medium size businesses.

sasing commercial loans outstanding by abour 7% in a period of
£ 0)

a

Inci

weak economic activity,

™

IRIS #s an Internet-based cash management progran that offers the very

fatest in web-based information reporting and transaction initiation technology.

o

Generating record levels of Commercial Banking fees and Capital Markets
revenue, representing combined growth of 23% aver 2002 levels.

(TR Pl

Our ace in Co included:

B

Realizing core deposit growth of $1.5 billion, or 8.

w

“xpanding Red Carpet Ser , & program unique to the indus

nd

our region. Through Red Carpet Service, we offer several guarante

if we fail to fulfill them, our customers receive $5. In return we receive

feedback that helps us become a better bank.

M

Generating record levels of Consumer Banking deposit and loan fees,

representing 16% growth aver 2002 levels.
4 Crossing the 300,000 mark of Net Banking customers,

4 Exceeding our goal of 5.2 retail accounts and services per houschold.

feantinned

your self assessment.

Initiating the start-up of Interactive Reporting and Initiation Services (IRIS).

”

Our Assessment

Strengths:

Absolute clarity about vision, missien, values and strategy m
Strong and cohesive leadership team with extensive team member
development programs m Exceptional franchise in terms of
market share and demographics m Alignment of goals with
reward systems and creation of shareholder value m
Strategically compefling footprint m Red Carpet Service
Guarantees differentiate Sovereign m Large, stable and
low-cost core deposit base m Highly diversified and granular
{oan porfolio m Accelerating fee-based revenues and
cross-selling metrics m Very strong internal generation of equity

Weaknesses:

Holding company still has over $500 milfion of high cost
debt m Cross-sale statistics are below six services per
refationship w Bank does not possess desired market
share in some geographic markets m Asset quality is
currently not as strong as we desire m Efficiency ratio is not
yet in the 40’s

Opportunities:

Retire all expensive debt by 2006 m Excellent environment
1o gain greater penetration into existing customer hase m
Competitive landscape and recent mergers and acquisitions
in our markets provide enormous opportunities to attract
new customers m Increase revenues at twice the rate of
expenses m  Numerous suitable, fill-in acquisition
opportunities s Opportunities to improve Return on Assets
and Return on Equity m Opportunities exist to buy hack
stock in the future

Threats:

Competitive landscape is becoming more fierce m
Regutatory environment may become more stringent, limiting
growth s Nermat integration and execution risks exist at
the company

Sovereign Bancorp | VI
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{Latter 5 Starcholders continaed from puge Vi

4 Introducing a new student checking product that led to the opening of more than 27,000 accounts.

3 Experiencing record level mortgage banking activi

¢ — over $5 billien in originations, $50 million in revenues.

4 Introducing a redesigned Internet web site that provides for more functionality and is easier to navigate. This
new site Is among the best in the industry.
4 Realizing a record level of consumer loans generated of $4.5 billion.

4 Increasing consumer loans outstanding by 18%.

Critical Success Factors
Since 1987, Sovereign has continued to manage its business around four critical success factors. Here's how we did in 2003,
as compared to prior years: e e

Superior Asset Quality NPAs/Assets 069% 065% 051%
In 2003 NPLs decreased 14%, while our loan portfolio increased

o o o,
$3 billion. Our goal is fo reduce our aninualized NCOs to 40 basis NPLs/Loans Lil%  L00%  076%
points or less during the mid to fatter part of 2004. NCOs/Avg. Loans 043%  058%  0.55%
Superior Interest Rate Risk Strong Sales and Productivity and
Management Service Culture Expense Control

Net interest income volatifity is minimized by We exceeded our goal of 5.2 retail accounts and We reduced our efficiency ratio by over
the strong organic growth in our balance sheet. services per household in 2003. Qur 2004 goal 100 hasis points in 2003, Our goal is
Qur farge core deposit portfolic is a very is 5.5 retail accounts and services per household. to reduce it fo under 50% in the next
sffective hedge against rising interest rates. yBar of two.

Pec-2003

Other Core

36%

12/03 Deposits - $27.3 Billion
12/03 Cost of Funds ~ 1.00% Dec202  Dec2003 2003 Gosl 2004 Gosl

RECONCILIATION OF CASH AND OPERATING EARNINGS TO GAAP EARNINGS YEAR ENDED DECEMBER 31,
Tota! dollars Per Share
Kon-GARP Financial Measures o
This regort contains finarcial iormation deterined by rethads stber thae wianeg with 65 N - I I /3
Generally Accepled ccounticg Pinces UGAAPY  Soversigs mar the a00-GAP .
- Eaings, and e et pr sk i, el sl of Net income as separted $401851 § 341,985 §..138 8 1%
e companys perforriance. These measuses. as used by Svereign, adiust net income deterined in Main Street Barcorp acquisition:
< P 1o e ¥ Special geins or hosses Net merger related and integration costs o 10,316
s o natve or e associated wih stquiing and itegratog busivesses. 16 certan non-cash Provision for loas loss . 3900
s, i te serger-ratated - )
Loss on debt extingtishment -
exchiing he o e Operating earnings 356,201
fswa“m}*“h ok Amortization of infangibles 54121
et . Stock based compensation 14,958
ion in evsioating the ajerating resuics of Sovertign's o Cash gamings § 425215 6
owed 25 {or et e deteminad i accordorce with GAAR uk ave they ocpessariy Weighted average difuted shares — )
campaable t 1o GARP gerorance thatmay be wresented by otber comaes. ot =St

VIl | Sovereign Bancorp
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Small community bank service.

Our small bank style continues to include treating customers as individuals, outstanding customer service
continues to be the haltmark of our banking philosophy as witnessed by our localized decision making, active

involvement in the community and Red Carpet Customer Service program.

Our commitment to leadership development.

Qutstanding customer service goes hand in hand with what we believe R
are the critical elements for creating a highly successful company. We

strive to hire and retain the best people who have a passion for execution

and possess absolute clarity about vision, mission, values and strategy as

spelled out at the beginning of this report.

Superior execution is directly dependent upon superior leadership, We
maintain this level of execution by giving our leaders a clear model of
expectations and staying results-oriented. We stress leadership development
through ongoing emphasis on improving business and emotional intelligence

based human skills while possessing a passion for continuous improvement.

We also expect Sovereign leaders to be masters of internal communications by keeping their team members
Our
leaders also must be very aware of their external environment — they need to know who our customers are and

involved and informed in addition to creating an environment of mutual trust, respect and openny

what they need from us, who we are competing against, how the regulatory and economic environment

impacts us and what strategies will be most effective in winning and retaining customer share and profitability.

Our commitment to the community.

In 2003, Sovereign Bank was 2 significant player in community reinvestment in markets where we have a principal
banking presence. We exceeded our planned lending and investment goals for the year. Over the next three years,
we plan to invest another $4.5 billion in underserved communities throughout cur franchise. That's our responsibility.

In addition, Sovereign team members dedicated more than 32,000 hours of volunteer time for a variety of causes
and activities thronghout the bank’s footprint. More than 740 organizations benefited from our team members’
desire to give of their time and talent. In addition, over 500 community organizations received more than $3
million through the Sovereign Bank Foundation.

fuontinued on pase 1X

Sovereign Bancorp | vill
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Our goals.

What we have accomplished in 2003 gives us even more momentum to outperform our competitors in 2004

and beyond. We will continue to strive for:

RA

Double-digit average annual growth in earnings per share, secking a minimum of $1.63 per share in

operating earnings for 2004, excluding merger integration charges of approximately $.15 to $.17.

e

Significant progress in our journey from “Good to Great” in all areas of the bank.

b

Further improvement upon our Red Carpet Service guarantees.

s

Significant improvement in our asset quality.

b

Positioning our company for improved profitability as interest rates rise.

Strategy. With clear purpose and direction.

There is nothing complicated about our strategy for moving forward. We are clear about our strategy, as well

factors of:

as our values, mission and goals. And as we execute, we will remain comumitted to our critical suce

e

Superior loan quality.

b

Superior risk management.

o

Strong sales and service culture that aligns team member performance with a recognition and reward systems.

>y

High level of productivity through revenue growth and efficient expense control.

We will continue to take advantage of acquisition opportunities that supplement our organic growth and add

value to our shareholders.

We believe we are off to a good start in 2004, especially with First Essex Bancorp joining the Sovereign family
and the announced acquisitions of Seacoast Financial Services and Waypoint Financial Corp. We believe we are
poised to deliver above average long-term returns to our shareholders. We believe we have the elements to be

one of the best companies to work for in our country. We believe we have dedicated and talented team members

and Board of Directors to take on the challenges that await us.

We feel honored that you, our shareholders, have placed vour confidence in Sovereign, and we will work diligently

to maintain that confidence in the years to come.

Jay S. Sidhu
Chairman of the Board,
President and Chicf Executive Officer

X | Sovereign Bancorp
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INTRODUCTION
1 am Juan Cofield, President of the New England Area Conference of the NAACP (“NEAC”).

NEAC is the coordinating/governing body for the Branches of the NAACP in the states of Rhode
Island, Massachusetts, New Hampshire, Maine and Vermont. I want to express my sincere
appreciation to Chairman Bachus, Ranking Minority Member Frank, and the other Committee
Members for conducting this hearing here today. This hearing, in and of itself, has already had

an impact on the delivery of banking services, in this community.

COMMUNITY ADVISORY COMMITTEE

NEAC is part of a loose coalition of non-profit organizations called the Community Advisory
Committee (“CAC”) formed to advocate for people of color and low and moderate income
people in pursuit of improved banking services. In general, my testimony is supported by the
CAC. More specifically, I wish to indicate that the general thrust of my testimony has the
support of the Lawyers Committee for Civil Rights Under Law of the Boston Bar Association

and the Fair Housing Center of Greater Boston.

NAACP

To put my testimony in context, I would like to provide for you the vision and mission of the
NAACP. The vision of the NAACP is to ensure a society in which all individuals bave equal
rights and there is no racial hatred or racial discrimination. The mission of the NAACP is to
ensure the political, educational, social and economic equality of all persons and to eliminate

racial hatred and racial discrimination.
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BANK OF AMERICA
NEAC and the CAC requested two commitments from Bank of America which relate to the

Bank’s employment (at all levels) of people of color and women, and the procurement of goods
and services from businesses owned by people of color and women. Statistical data will clearly
show that the percentage of people of color and women employed by Bank of America
nationally and in Massachusetts is not matched by these categories of citizen’s percentage of the
population. An even worse disparity is reflected regarding the percentage of goods and services
purchased from businesses owned by people of color and women. NEAC and the coalition have
requested that Bank of America set a goal and develop a plan such that the Bank’s employment
(at all levels, including senior and executive management) of people of color reflect the
percentage of people of color in the general population in the Commonwealth of Massachusetts.
A similar request has been made regarding the Bank’s procurement of goods and services.

These disparities are certainly not unique to Massachusetts, and Bank of America alone, did not
create the disparity in Massachusetts or in our great nation. It is a problem of our American
society and economy. However, Bank of America must be part of the solution. The lack of
employment and business opportunities has attributed to economic destabilization in

communities with a dominate population of people of color.

The Community Reinvestment Act begins by reciting Congress® three findings in passing the
law. First, banks are required to serve the “convenience and peeds” of the communities in which
they are chartered to serve. Economic stabilization is a dire need in many communities of color.
Adequate employment and business opportunities will greatly atiribute to stabilizing these
communities. Since Bank of America, in its normal course of business, provides employment
opportunities and opportunities for businesses to sell the Bank goods and services, NEAC and

the coalition maintain that the Bank has an affirmative obligation, under the CRA, to provide
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these same opportunities, on an equal basis, to communities with dominate populations of people

of color.

1 aver that further evidence of Bank of America’s affirmative obligation to provide employment
and business opportunities is found in the Investment Test of CRA regulations for large banks.
The investment test evaluates the bank’s community development investments. Of the four
measures of a bank’s investment, two are directly relevant: the bank’s responsiveness to
community development needs, and the degree to which investments are not provided by other

private investors.

Bank of America can present no reasonable argument, that providing equal access to job and
business opportunities in destabilized communities with dominate populations of people of color,
is not addressing a community need. Further, these investments are not being sufficiently
provided by other private investors. NEAC and the coalition have sought a reasonable
investment plan of employment and business opportunities from the Bank, to address these stark
community needs. At this point, Bank of America has not presented NEAC and the coalition,
such a plan. Up until Thursday morning, December 9%, discussions with the Bank had been
quite disappointing, to say the least. But on Thursday moming, I had a lengthy discussion with
two senior Bank officials, Doug Woodruff, President of CD Banking, Bank of America and
William Fenton, Senior Vice President of Bank of America. I am more hopeful today, as a result

of that conversation, than I had been prior to last Thursday.

The Bank’s attitude has been that it is developing a national plan and that Massachusetts will fit
within that national plan. It is a “one size fits all” approach. However, this approach, in my

humble and lay opinion, is not what the CRA was intended to require. CRA is the acronym for
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the Community Reinvestment Act and not the Country Reinvestment Act. Any plan developed
by the Bank should be specific and tailored to the needs of the communities which each of you,
our most honorable Congressmen represent, if the Baok is providing banking services in your

districts.

MAJOR MASSACHUSETTS COMPETITORS
By contrast, I would like to point out what Bank of Americas’ two largest competitors in

Massachusetts are doing. Sovereign Bank New England and Citizens Bank Massachusetts have
made a commitment and are developing plans for their respective bank’s employment, at all
levels, and procurement programs of goods and services, which reflect the diversity of the
Commonwealth of Massachusetts. These banks did not simply say “come in and let us show you
what we plan to do.* These commitments were the result of an openness of attitude, a
willingness to provide the best service to the communities which they serve, and an extended
period of negotiations. T know that each of these banks is proud of their commitments. They
feel that implementation of the commitments will enhance their ability to serve the community.
Additionally, they believe that implementation of these commitments will help grow their

revenue and profits.

SOVEREIGN BANK NEW ENGLAND

In particular, and because you are reviewing Sovereign Bank’s acquisition of Seacoast Banks, 1
want to take this opportunity to publicly state, on behalf of the New England Area Conference of
the NAACP and the other organizations whose views are reflected in this testimony, that
Sovereign Bank New England has distinguished itself in developing a relationship with the
Community Advisory Committee. The Bank recémly signed a comprehensive agreement with

the CAC which includes definitive language on workforce and procurement diversity to reflect
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the ethnic and gender diversity of the Commonwealth of Massachusetts. The Bank, I believe, is
a prime example of a bank attempting to serve the totality of needs of the community. The

leadership of Sovereign Bank New England “gets it!”

SUFFICIENCY OF CURRENT LAWS

1 do urge that you, the Financial Services Committee of the House of Representatives, move
forward to strengthen the CRA in three important aspects. One aspect is to ensure that major
national banks develop and implement plans that truly serve the totality of needs of the.
communities they serve.  The communities that you represent will be the beneficiaries of such

legislation.

Second, 1 would ask that you take action on is to provide for specific language in the CRA to
address the issue of ethnic and gender diversity. The issue of race continues as a serious problem
in our nation. It is not too much to ask that a bank, in its normal course of business, be part of

the solution, and not part of the problem. The interest of our nation will certainly be enhanced.

Exactly eleven months ago today, I addressed the Federal Reserve Bank of Boston at its public
hearing regarding the acquisition of Fleet/Boston by Bank of America. At that hearing, I urged
the Federal Reserve to defer a decision on the Bank of America’s application for approval of the
acquisition until such time that a definitive plan was presented addressing the full range of
community needs. I continue to believe that such action would have been the proper decision of
the Federal Reserve Bank  Third, I request that you strengthen the language of the CRA to

provide for such plan, prospectively.
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CLOSING
1 am honored, and again, I do appreciate the opportunity to address the Committee on this

important aspect of your work.
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Good morning Chairman Bachus, Ranking Member Frank, and members of the Committee on
Financial Services. My name is Anne Finucane. Iam the President, Northeast, of Bank of
America. Ken Lewis, our President and CEO, has asked me to express his regrets that he is
unable to attend today because of a previously scheduled Board of Directors meeting and has
asked me to testify on his behalf and on behalf of the Company.

Bank of America is one of the world's largest financial institutions, serving individual
consumers, small businesses and large corporations with a full range of banking, investing, asset
management and other financial and risk-management products and services. The company
serves 33 million consumers through 5,800 retail banking offices, more than 16,500 ATMs and
online banking, with more than 11 million active users. Bank of America is the #1 Small
Business Administration lender in the United States.

Today the Committee has asked me to testify on three matters:

» The effect of recent bank mergers, including this year’s Fleet — Bank of America merger,
on employment;

* Commitments made during the merger process; and

» The adequacy of current banking laws to protect the interests of the communities, both
during the merger process and afterwards.

Employment

Almost two decades ago, the leadership of our company correctly concluded that there would be
a revolution in banking which would lead to consolidation in the industry. We now provide
banking services more efficiently, more accurately, than we ever have before.

As two banks — or for that matter, any two companies — are combined, there are often
duplications in positions that must be eliminated to ensure the new entity remains efficient.
Some degree of job reductions, although unfortunate, is necessary to ensure that the new bank
remains profitable and able to deliver competitive banking services to its customers.

Yet a merger’s impact on jobs varies greatly from transaction to transaction. Typically, in an
“in-market” merger, the merging banks consolidate not only headquarters and back-office
operations, but also branches, or “banking centers.” In an “out-of-market” merger, such as ours,
banking center jobs are largely unaffected by an out-of-market merger because, without a
banking center overlap, there is no need to close banking centers and incur widespread layoffs of
customer facing associates.

That was the case in our merger. Fleet and Bank of America had virtually no banking center
overlaps and only two banking centers — both in Florida ~ were closed because of the merger.
We did have some adjustment to banking center employment in August as we introduced Bank
of America’s banking center staffing model in the Northeast. While there were some layoffs, we
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also were hiring to ensure our banking centers are staffed appropriately to serve customers at
peak periods. This change in employment was more due to the adoption of a new staffing model
to achieve strong customer service levels, rather than from the merger of the two institutions.

There have been layoffs for associates across the Company since the merger in April. That said,
we've taken significant steps to minimize the employment impact on the area. At the time of the
merger, there were roughly 17,900 of our associates located in New England. The company
agreed to maintain current levels in New England, and we’ve taken a number of actions to ensure
that we honor that agreement.

As of October 31, 2004, there were 15,000 full-time equivalent associates in New England,
representing a reduction of 2,900. We recently have announced plans to add 400 full-time
associates in our Wealth Investment Management headquarters in Boston and 700 FTEs in
Rhode Island, for a total of 1,100 FTEs in New England. That puts our New England full-time
equivalent total at 16,100 in 2005, for a net reduction of 1,800 FTEs since the time of the merger.

We will meet our commitments, relying on the same formula we have used to this point. That
includes adding full-time equivalent positions in fast-growing businesses such as Wealth and
Investment Management and continuing to rely on our Merger-Transition Office to identify
additional opportunities to bring more positions to the region, similar to the ones already
announced.

Last, we’ve helped to create and sustain employment in the New England region by hiring New
England companies. Recent examples include our expanded relationships with Fidelity and
Staples. These changes not only will have real and meaningful employment impact to this area,
but also will fuel the regional economy.

We look forward to identifying additional opportunities through our dialog with community
leaders. And, we are actively working to identify additional opportunities that will enable us to
maintain the 17,900 level in 2006.

But we’re not only working to preserve the number of jobs, we're providing some exciting
benefits that are new to our associates in the Northeast, which are industry-leading and designed
to support both professional development as well as balance in managing work/life issues.

In focus groups, many Fleet associates told us they believe career and professional development
opportunities will be better at Bank of America. This expectation stems from Bank of America’s
multi-phased talent planning and pay-for-performance processes that are new to Fleet associates.
These processes are designed to help every associate grow professionally and reach his or her
full potential.

Bank of America long has been celebrated for its commitment to work/life balance for its
associates. For the past 16 years, we have been on Working Mother magazine's list of the top
100 companies for working mothers. For instance, our Child Care Plus program, which will be
available in April to associates in the region, reimburses eligible associates up to $175 per month
per child for childcare costs.
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Eligible associates have a base annual salary of $34,000 or less and a total annual family income
of $60,000 or less. We offer all associates a Dependent Care Account, where they can pay up to
$5,000 of dependent care costs through pre-tax, payroll deduction. From adoption
reimbursement assistance to family resource and referral services, our work/life programs are
recognized as world-class among businesses.

We want to help our associates live the American dream. Our Associate Home Ownership
Program helps offset expenses associated with buying a house. With a Bank of America
mortgage, an associate can receive up to $5,000 in the form of an unsecured loan. All they have
to pay is the interest — Bank of America pays the principal as long as the associate stays with the
company. Within five years, the loan is 100% forgiven. Already, 319 Fleet associates have
taken advantage of the Associate Home Ownership Program since it was first offered to them in
May 2004.

In 2005, Bank of America will launch “Rewarding Success” to provide a cash award to
associates for their contributions to our company’s performance. Rewarding Success will give
most associates who earn less than $100,000 a cash bonus when the company meets or exceeds
certain financial targets. The majority of our associates around the world will be eligible to
participate in this new opportunity to further share in the successes of our company.

We support our associates as they extend their commitment to serving our customers to service
in their communities. Bank of America encourages and allows each associate to volunteer two
hours per week during the work day. While the former Fleet program offered associates 20
hours per year for volunteer efforts, the Bank of America program allows a full-time associate to
volunteer more than 100 hours per year. Through Team Bank of America, our associates have
devoted more than 650,000 volunteer hours nationally to more than 3,500 non-profit
organizations in one year’s time. More than 100,000 associates participate in our Diversity,
Environmental and Volunteer networks.

In 2004, more than 1,500 associates and family members across Massachusetts contributed in
excess of 7,000 hours to community activities, such as sorting food and clothing at community
food banks, in-class teaching and job shadowing with Junior Achievement, numerous walk-a-
thons throughout the state, and other volunteer events. Volunteers work at 15 different non-
profit agencies on a monthly basis, year round.

To help those most in need, many of our associates volunteer monthly at the Greater Boston
Food Bank sorting non-perishable goods for local pantries and soup kitchens. Additionally,
about 150 associate volunteers from Boston locations have annually covered all shifts for a
week.



281

Commitments

Bank of America is new to New England, but we have a proven track record of demonstrating
and fulfilling our dedication — individually and collectively — to our communities. We are
recognized nationally and within thousands of communities throughout our franchise as the
leader in community and economic development and corporate citizenship.

Community Development

From time to time, we’ve announced pledges, particularly in the area of community
development. We typically achieve far greater results. By any measure, the goals set by Bank of
America have been followed with a track record of performance.

o In 1991, during the C&S/Sovran and NCNB merger that created NationsBank, the
Company pledged $10 billion in community development loans over a 10-year period.
Within only four years, we exceeded that pledge, generating $13.4 billion in community
development loans. By five years, we nearly doubled our pledged production, generating
$19.9 billion in community development loans. By the sixth year, we had nearly tripled
our goal, with $28 billion in community development.

¢ In 1992, BankAmerica Corporation, in connection with its acquisition of Security Pacific,
pledged $12 billion in community development over 10 years. That goal was surpassed
in four and a half years. By 1998, BankAmerica Corporation set a dramatically higher
goal of $140 billion over 10 years.

s A year later, with the merger of NationsBank and BankAmerica, we decided to set the
standard even higher. We more than doubled the existing goal with a pledge of $350
billion in community development over 10 years. In five short years, we are again well
ahead of schedule, at more than $230 billion in results.

e Fleet has a comparable track record of community success. In 1999, during the Fleet ~
BankBoston merger, $14.6 billion was pledged to its communities, and having surpassed
$25 billion, we’re on track to complete this at year’s end with a projection of nearly
doubling the pledge.

e With the merger of these two industry leaders, we’ve now pledged $750 billion to
community development over 10 years, beginning in 2005. We’ve targeted a portion of
that -- $100 billion — for here in the Northeast.

We haven’t made community pledges in every acquisition we’ve done. But in some merger
transactions, these types of targets serve an important purpose, not only to the community, but
also for our associates and our shareholders. These pledges become aspirational goals that
contribute to associate pride and maintain a community focus and involvement that increases
customer satisfaction and, in the long term, overall profitability.
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In the area of community development, we operate with three basic principles. First, we are
relationship-builders. We create alliances with community groups everywhere we do business.
Several of our alliance partners are here today. Second, we set national goals and then deliver on
them locally by relying on local leaders and community partners to make the greatest impact
possible. Third, we provide reports on our results.

The key to our success in building a record of results has been our strategy to create alliances
with neighborhood organizations. By listening and learning about ways to have maximum
positive impact in our communities, we have done exactly that. But investment in neighborhoods
is about more than dollars. It requires leadership and advocacy. In this area, Bank of America
stands second to none. We have actively led efforts in support of the CRA, funding a strong and
consistent SBA, creating CDFI funding programs, permanently extending low-income housing
tax credits, and creating the New Market tax credit. We know the importance of creativity and
leadership. And, we apply our intensity toward creating models that are cutting edge.

Already we have shown our commitment to New England. In May 2004, Bank of America
committed $406 million in loan financing and $18 million in grants for the Massachusetts
Housing Partnership to help develop more housing for low- and moderate-income families in
Boston and throughout the Commonwealth.

We provided $200 million in loan financing over four years for community development in
Boston, with a significant portion directed to the city's affordable housing strategy. We continue
to be a member of the Federal Home Loan Bank of Boston, and we’ll make 3,000 mortgage
loans under the Massachusetts Soft Second Program over the next 10 years.

From the date of our merger agreement in October 2003 through this past November, we have
made 22 Community Development real estate loans totaling $134.7 million in Massachusetts.
These projects will create 1,349 units of much needed affordable housing. Some examples of
these projects include:

¢ The YMCA'’s Claredon House for single occupancy housing

e Morville House, with 179 units for seniors, and

s Egleston Crossing, with 22 of the 64 units in this project reserved for the homeless.

A Boston landmark serves as another great example. We’ve committed $8.6 miilion in
construction financing for the renovation of the Dartmouth Hotel to provide 65 new units of
affordable rental housing in the city. The developer, Nuestra Communidad Development
Corporation, will offer 45 of the units at a subsidized rate for low-income residents. In addition
to studio and single-bedroom units, the renovation will include artists’ lofts, bringing much-
needed quality affordable rental space to the Roxbury community of Boston.

We have a strong record track record once we enter a new market:
« In Los Angeles, total community development lending and investment was $2.7 billion in
1999. By 2003, it had increased to more than $7.2 billion,
s In San Francisco, we’ve gone from $1.7 billion in community development lending in
1999 to more than $3.2 billion in 2003
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¢ In Jacksonville, Florida - the 1999 total was $269 million and that increased to more than
$1.4 billion in 2003. This represented more than a five-fold increase.

s [n Phoenix, we’ve doubled the amount from 1999 to 2003 with a 2003 total of $1.2
billion.

These are just a few examples to illustrate that we are serious about delivering results. We say
what we’ll do, and we'll do what we say. Our business model is proven and results driven. It
differentiates us from the competition and makes a difference in the market.

Employment

Our $750 billion community development goal is not the only pledge we announced during the
merger. We announced our intention to maintain employment levels in New England, which 1
discussed earlier. This was a new form of pledge for Bank of America; we typically have not
made employment related pledges in connection with our past mergers. Yet maintenance of
New England employment was critical to the management of the combined company, and we
intend to put the same effort behind our employment pledge as we have in our prior community
development pledges.

Philanthropy

We also announced a goal for philanthropy. Beginning in 2005 and over the next 10 years, we’ll
reach a total of §1.5 billion, making us one of the most generous corporations in America. Our
goal represents a significant increase in giving over prior years. Bank of America and Fleet
collectively donated $96 million in 2003 and $108 million this year for charitable purposes. Our
2004 Massachusetts charitable efforts include:

«  $50,000 to YouthBuild Boston’s Core Construction Training Program that provides
construction training and educational skill-building opportunities to primarily African-
American, Cape Verdean, and Latino males, ages 18-24, in the inner city. )
$60,000 to Boston Main Streets program. This initiative is the first urban, multi-district
Main Streets program in the nation. Boston Main Streets provides funding and technical
assistance to 19 neighborhood-based Main Streets districts throughout Boston to allow
merchants and community residents to better compete in today's market and revitalize
their districts.

*  $125,000 to Project Discovery Initiative to make arts more accessible to people of all
ages, races, income and abilities.

$1 million to the Children's Hospital in Boston to support KIDVESTMENT: partnership
for healthy kids.

$1 million to City Year for the Young Heroes Program.

»
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Supplier Diversity

We also announced our plans to increase supplier diversity. Helping diverse businesses grow
through contracting opportunities allows Bank of America to grow at the same time. This is just
another way that we actively work to strengthen communities.

This is not a new goal for Bank of America. We formalized our supplier diversity and
development program in 1990 to ensure diverse businesses are afforded the greatest possible
opportunity to participate in our company's competitive contracting and procurement processes.
Our original long-term goal was 10%. In 1999, we decided to raise the bar and now have an
aggressive long-term goal of 15% of the overall amount for goods and services that allow for
supplier selection, to be achieved by 2009.

For 2003, the year prior to the Fleet merger, Bank of America’s annual goal was set at 8.5% in
diverse spending of our $6.6 billion in sourceable spend total. Actual performance for 2003
exceeded that goal, with 9.3% (or $625 million) in diverse spending. At that time, Bank of
America already was spending more than $100 million, and double that of Fleet, in the
Northeast. With the merger, our overall sourceable spending increased to approximately $9.1
billion. The combination with Fleet had the effect of diluting Bank of America’s diverse
spending ratio to 7%, even though actual dollars devoted to minority suppliers did not decrease.

Despite this, we have set a goal of 9% for 2005. This represents a significant increase in actual
dollars to diverse businesses.

Our objective to reach 15% in 2009 is unchanged. We remain steadfastly dedicated to increasing
the amount of quality products and services we obtain directly from diverse businesses and that
our larger suppliers also obtain from diverse suppliers. For instance, all contracts with domestic
Bank of America suppliers above $500,000 must include supplier diversity and development
language and expectations. For domestic contracts less than or equal to $500,000,
documentation must be provided to show diverse supplier participation in the proposal request
and bid process.

On December 9, 2004, Bank of America was named the Top Corporation for Multicultural
Business Opportunities of 2004 by more than 350,000 diversity business owners. The 5™ annual
ranking was produced by Connecticut-based DiversityBusiness.com, the nation's leading
multicultural B2B online portal. The voting business owners based their decisions on such
factors as the volume, consistency and quality of business opportunities granted to women and
minority-owned companies.
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Adequacy of Current Law

Let me turn to the merger approval process. In connection with the Fleet — Bank of America
merger, we filed applications or notices with four federal agencies, more than 30 state agencies,
several self-regulatory organizations, and more than two dozen foreign countries. We
participated in four public meetings in three different states involving more than 200 witnesses,
and responded to nearly 400 comment letters. The approval process spanned more than five
months, with the last approval received the day before our scheduled merger date. It was
certainly the most exhaustively reviewed transaction in which we have participated.

In our opinion there are adequate measures in place to ensure that a bank honors its public
pledges, without amendment to the Bank Holding Company Act or the Community
Reinvestment Act. For example, a bank that fails to honor public commitments will generate
significant adverse public comment, resulting in considerable delay in the merger approval
process, if not outright disapproval. The market also acts as a very effective policeman in this
regard. Bank management that routinely fails to honor commitments will rapidly lose credibility
with customers, prospective customers, associates, media, business partners, regulatory agencies
and officials, and will suffer. Simply put, failing to honor public commitments is not only a
breach of public trust, it is bad business.

The Merger

We believe that the Fleet — Bank of America merger has been tremendously beneficial for our
customers, associates, and our shareholders.

Retail Customers

First, we are all extremely pleased by the highly favorable customer response we have received
from residents of this city, this state and throughout the region. Over the past eight months, we
have seen overall customer favorability toward the company improve more than 20 percent. We
continue to grow customer relationships and market share throughout the Northeast. As an
example, in the first six months following the legal date of our merger, we’ve opened 129,000
net new checking accounts and 118,000 net new savings accounts.

You can see and get a sense of some of the differences in our business model at our Berkeley
Street location in Boston. This is not a new banking center, but it is has a completely new look
and feel. In this regard, it is a flagship representing the open, welcoming, retail-like environment
we offer for the convenience of our customers and for our sales associates. This year, we opened
three new banking centers in Greater Boston, and we’ll seek even more opportunities in the
future.

Customers are telling us that they are excited about this new level of convenience and access.
Another example of customer convenience innovation is our LoanSolutions program. It is
bringing greater ease for Northeastern customers in applying for a mortgage through our 1,335
banking centers in the region.
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This industry-leading technology already has enabled us to quickly and conveniently help more
than 8,000 customers in the Northeast realize the dream of homeownership or to quickly and
conveniently refinance their homes. Through all of our sales channels, we have helped more
than 23,000 customers in the Northeast purchase or refinance a home and nearly 177,000
customers secure a second mortgage or Home Equity Line of Credit.

We also are maintaining or enhancing our product offerings to low- and moderate-income
residents, including “low-cost” basic checking accounts and industry leading mortgage products
such as Neighborhood Advantage and Neighborhood Champions — mortgage products created
specifically for teachers, police officers, fire fighters and medical workers.

Though 2004 filings under the Home Mortgage Disclosure Act have yet to be finalized, we do
have some internal tracking of our performance. Y ear-to-date through October, mortgage
lending in our Northeastern states has resulted in 27.7 percent of all loans made to LMI
borrowers, 17.7 percent within LMI areas, and nearly 18 percent to minority borrowers. Each
represents significant increases in the percentage of total HMDA lending for these categories.

Small Business Customers

We recognize that small business is big business in America. [t represents more than 99.7% of
all employers and employs more than half of all private sector employees. We offer four critical
things to our small business clients: convenience; superior service; products they can grow with
and advice. We hear two primary things from our small business customers: make it easy to do
business with you and give me value and advice. We are committed to supporting the
neighborhoods and communities where our small business clients work and live. In terms of
small business, Bank of America is the number one lender to small businesses, including
nationwide leading performance in Small Business Administration lending.

Currently, we are seeing steady demand for small business capital across the Northeast -
including New Jersey — with a very robust pipeline. We are at a highpoint for the year and are
very encouraged going into 2005. Year over year in the Northeast, our application volumes are
up just over 30%, and our booked loan commitments are up 35%.

As the 2004 number one SBA lender in United States, we made 12,758 SBA loans totaling
$451.1 million. Our average loan size was $35,000, demonstrating that we are reaching and
serving the truly small business owner. In addition, we are the number one SBA lender in 16
states. Based on the most recent data available, in 2003 we ranked number one in SBA lending
to minorities nationwide. Forty percent of all loans and all loan dollars were to minority clients.
Last year, we ranked number one in loans to Hispanics, Asian Americans and Native and more
than tripled SBA loans to Hispanics and to African Americans.

Our neighborhood banking centers reach the smallest of companies and provide them great
convenience -- confirming that we bank neighborhood businesses and actively support
neighborhood economies across the state and country. Bank of America believes the SBA
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program helps small businesses grow and prosper, and we plan to continue to aggressively offer
these loans now and into the future.

Shareholder Value

Our merger is proving to bring value to shareholders of both companies. And, this benefits not
just our investors, but our customers, our associates and our communities. In addition to the
original 40% premium to their share price that Fleet's shareholders received on the day before the
merger, they got an additional 7 percent from the Bank of America share price appreciation for
the year after the announcement as measured from the day prior to the announcement.

Initially, some in the investment community expressed concern that this merger would
negatively affect Bank of America’s valuation for a long time. A year later, Bank of America
shares are up 7% as measured from the close on October 24, 2003, the trading day before the
merger announcement, to October 26, 2004.

Critics also said that big mergers hurt revenue and that the acquiring bank loses customers.
We've proven that isn’t the case.

Conclusion

Bank of America genuinely strives for excellence. We truly are seeking the highest standards of
performance and accountability possible. Our merger, like many, has resulted in some job losses
nationwide. But we’ve committed to maintain employment levels in New England, and we have
an outstanding track record of meeting if not exceeding our commitments. We've also pledged
to increase charitable giving and minority supplier utilization, and already have exhibited
improvements in these areas over 2003 levels.

While bank mergers do impact local communities, I believe the net impact is a benefit when
Bank of America is involved. Our contribution will be greater when we are allowed to follow our

sound business processes. We have demonstrated that these processes work.

Thank you. Twill be glad to try to respond to any questions that Members of the Committee
might have.

1

-10-
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My name is Maureen Flynn and I am the Deputy Director of the Massachusetts Association of
Community Development Corporations (MACDC). Thank you, Chairman Bachus and
Congressman Frank, for giving MACDC the opportunity to submit testimony regarding recent
bank mergers in Massachusetts.

MACDC’s Mission and Accomplishments

MACDC is the trade association and advocacy arm of over 70 community development
corporations (hereafter, “CDCs”) in Massachusetts. We are the policy and capacity-building arm
of the community development movement in Massachusetts. We support and advance the
affordable housing, economic development and community-building strategies of our members.
We work to build the power of low- and moderate-income (hereafter, “LMI”) people to achieve
greater economic, social and racial justice. Over the past two years, our CDCs have built or
preserved over 1,000 homes; created or preserved almost 2,400 job opportunities, helped start or
grow 1,200 locally owned businesses, and attracted $179 million in private and public
investment to revitalize our communities. In addition, in 1998, MACDC spearheaded a
successful legislative campaign creating the first and only state insurance community

reinvestment law, which has yielded nearly $200 million in insurance community development
investments.

MACDC has been a leader on and advocate for, community reinvestment negotiations,
agreements, plans, and initiatives, because our member organizations serve and are composed of
LMI communities and individuals. Over the past almost fifteen years, together with other
community-based partners, we have developed and negotiated community investment
agreements with banks, including agreements related to: the Bank of Boston/Bay Bank merger,
the Fleet Bank/Shawmut Bank acquisition, the Citizens Bank/US Trust merger, the Fleet
Bank/BankBoston merger, and Sovereign Bank’s entrance into the Massachusetts market.

More recently, we have participated in, together with the New England Conference of the
NAACP (hereafter, NEC of the NAACP), the Massachusetts Affordable Housing Alliance
(bereafter, MAHA), the Fair Housing Center of Greater Boston (hereafter, the Fair Housing
Center), and the Lawyers Committee for Civil Rights Under Law (hereafier, the Lawyers
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Committee), the negotiations for a new Sovereign Bank community investment agreement, and a
community investment agreement with Bank of America. I will address the questions put to the
panel then regarding those two mergers.

1. The Effects of the Sovereign Bank/Seacost Bank and Bank of America/Fleet Bank
Mergers on Jobs and Employees of the Acquired Banks.

We are, of course, concerned when there are a large number of layoffs in any industry, especially
when the layoffs and job reductions disproportionately affect lower income employees, a specific
geographical area of the state, or employees/job positions in a specific company which have
yielded important results, On those terms, the two most recent bank mergers, which we are
addressing today, both had deleterious effects on our communities:

Sovereign Bank ‘

Southeastern Massachusetts, which includes the cities of Fall River and New Bedford, has a
lower median income than the Boston area and has struggled with other dramatic workforce
challenges, including the decline of the fishing industry. This area has also experienced a large
percentage of job losses due to recent bank mergers, particularly attributable to the Sovereign
Bank acquisition of Seacoast Bank. According to a report prepared by the Center for Policy
Analysis at the University of Massachusetts at Dartmouth, between 1993 and 2003, employment
in the banking industry in the southeastern Massachusetts decreased by 31%; most of those job
losses were attributable to bank mergers. The 1995 Fleet acquisition of NBB Banccorp resulted
in the loss of 179 employees and the closing of the NBIS headquarters in downtown New
Bedford; the Bank of Boston/Bay Bank merger cost the area 100 employees; and, worst of all, the
Sovereign Bank/Seacoast Bank merger eliminated 350 employees in southeastern Massachusetts.

Bank of America

The recent Bank of America acquisition of Fleet Bank resulted in the loss of key bank positions
and employees who were able to make positive connections between Fleet Bank and the
communities and consumers that CDC’s serve. For example, several Fleet Bank staff who were
laid off served on local small business advisory boards and loan review committees for
community-based organizations. One employee was instrumental in helping get attention within
the bank to projects that might have otherwise been overlooked. Several others were advocates
for local, small business development. All of them, through their participation with local
programs, had a solid understanding of the needs of local business owners in LMI communities
and therefore supported programs and services that encouraged small business development.
These are important connections to the community that Bank of America is now missing. In
addition, Bank of America has effectively reduced its CRA staff so that there is just one CRA
officer covering two states — Massachusetts and Rhode Island.

Bank of America needs to dedicate itself to restoring and rebuilding these connections in order to
achieve strong community investment results.
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2. The extent to which acquiring banks have entered into commitments during the merger
process relating to employment, affordable mortgage lending, small business loans,
community development, minerity hiring and procurement and serving LMI
individuals, the specificity of the commitments, and the extent to which such
commitments are being met, are enforceable, and by whom.

Sovereign Bank

On December 1, 2004, Sovereign Bank signed a new Community Investment Agreement
(hereafter, “Sovereign Agreement”) for the years 2004-2008. The negotiations for this
Agreement actually started two years ago with a coalition of community groups, including the
aforementioned organizations. The Sovereign Agreement, therefore, was not written pursuant to
Sovereign’s acquisition of Seacoast Bank but rather as an extension of Sovereign Bank’s original
three year agreement for Massachusetts. The Sovereign Agreement includes the following:

v" $940 million affordable mortgage loans;

v" $1.2 billion small business lending in the following categories:

$300 million in loans to LMI census tracts;

$300 million in loans under $100 miilion;

$300 million loans to companies with revenues under $1 million; and
$120 million in majority-minority census tracts;

O 0 0 0

$30 million in equity investments for community development initiatives;
A minimum of $30 million in the purchase of Low Income Housing Tax Credits;
$25 million in loans and investment in the Boston Empowerment Zone;

Notification to a designated community group on branch closings;

A N N

A commitment to achieve 20% racial and gender diversity within all EEO-designated
categories;

A commitment to achieve a goal awarding 20% of all Massachusetts based purchasing
contracts to firms owned by people of color; and a commitment to awarding 15% of the
aforementioned to women-owned businesses;

v" $222 million in community development financing;

$4.5 million in grants to community-based non-profits, including those involved in
community development and civil rights issues; and last, but not least,

A commitment to maintain a Massachusetts Commonwealth Advisory Group.
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The Agreement, in essence, contains all of the provisions which the community coalition
requested — most importantly: commitments to affordable housing and small business lending, an
advisory council, and goals on diversity in hiring and awarding contracts. We negotiated on the
levels of commitments and in the end, Sovereign Bank was able to actually make the
commitments, put them in writing, sign a Community Investment Agreement, and create a
partnership with a community coalition to do as the state and federal community reinvestment
laws require: make a pro-active attempt to meet the credit needs of LMI communities. The
bank, in making commitments to hiring and contract goals, went beyond the requirements of the
law and in doing so, has demonstrated that it wants to be a contributing member of creating an
economy and society which is inclusive of and reflective of all of its citizens. Could Sovereign
Bank do more to mitigate the effects of its acquisition of Seacoast Bank, especially for the
southeastern Massachusetts? Absolutely. Does the Agreement contain a plan for mitigating the
effects of job loss? No. Our work is not finished on the merger and neither is theirs. We intend
to work with them, through the framework of this Agreement and through the Advisory Council,
so that Sovereign Bank becomes a true community partner and leader in southeastern
Massachusetts. The fact that we have an Agreement with them makes that possible.

Bank of America

In November 2003, just after Fleet Bank announced that they were accepting an acquisition
proposal by Bank of America, a coalition of community groups, including the NEC of the
NAACP, MAHA, the Fair Housing Center, and the Lawyers Committee, proposed a
Massachusetts- specific “Community Investment Plan” to Bank of America based on what we
understood, as representatives of the community, were community credit needs. This proposal
contained almost identical categories as those contained in previous Sovereign Bank and Citizens
Bank agreements. The proposal was also based on the relative size of Bank of America and its
ability to provide services, investment, and lending in Massachusetts. A copy of that proposal,
and our follow up proposal is attached.

We expected that Bank of America would literally sit down with us, as Sovereign Bank and
Citizens Bank had done, and work out a community investment agreement based on our
proposals. In the end, we would have a mutually developed agreement that would chart and
outline Bank of America’s path to meeting community credit needs.

In February, after several meetings and intense discussions with Fleet Bank and Bank of America
officials, Bank of America agreed, in writing, to a written Massachusetts plan.

It is important to note the distinction here between so called community investment “plans” and
“agreements.” A plan may be issued by a bank in an attempt to meet their CRA requirements but
it is not a mutually developed “agreement” that a bank and community representatives write
together. An agreement involves community groups identifying to the bank community credit
needs and the bank responding with a proposal to meet those credit needs, then the bank and
community groups working out a mutual “agreement.” Typically, agreements are more specific
and more easily monitored than commitments, although of course it various from situation to
situation. As previously noted, currently, the two other largest banks in Massachusetts, Citizens
Bank and Sovereign Bank, have agreements with community groups.
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In the first few months of this year, Bank of America agreed to make several commitments on
areas contained in our proposal. The bank:

4

v

Joined the Federal Home Loan Bank of Boston;

Committed to making 3,000 home mortgage loan under the Soft-Second Program, which is
Massachusetts’s successful affordable mortgage program;

Agreed to convert some of their state-required Massachusetts Housing Partnership loan
obligation to equity, which will then provide much needed pre-development funds for
community-based non-profit housing developers, like our members;

Agreed to establish a basic checking and savings account that meets the minimum account
requirements that the Massachusetts Community Banking Council has established to serve
LMI customers;

Agreed to make investments in the Massachusetts Housing Investment Corporation; and

Made a charitable contributions commitment to the Northeast, although the commitment to
date has not included a specific budget for Massachusetts, nor has it provided assurance that
community development will continue to receive the same proportion of grants from Bank of
America as it did from Fleet Bank.

We appreciate Bank of America’s commitments to date and think the commitments are a good
first step in partnering with Massachusetts communities. To date, however, more than one year
after Bank of America announced their plan to acquire Fleet Bank, there are four extremely

important outstanding issues on which Bank of America has not agreed to make commitments or
set goals:

¥ Small business lending goals by loan type and area. We had requested that Bank of America

establish specific lending goals as follows:

o loans by geography
= 25% of small business loans should be in LMI census tracts;
= 20% of small business loans should be made in majority-minority census tracts;
*  15% of small business loans should be made in rural/non MSA areas;

o 80% of its small business loans under $100,000; half of these under $50,000 and 25%
in the geographical areas of focus mentioned above;

o 80% of its loans to businesses with under $1m in revenue;

v Goals for diversity in hiring - 20% of its employees be persons of color within all

employment levels, including management categories;
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v Goals for diversity in awarding contracts - award 20% of its vendor contracts to companies

owned by people of color and 20% of its vendor contracts to companies owned by women;
and

¥ The establishment of a formal Massachusetts bank-community advisory council.
Without these goals set, Bank of America’s work on CRA then is incomplete.

Why should Bank of America include the missing goals in an agreement, or even in a bank
issued plan?

First, issuing specific goals for small business lending by type and geographic area provides the
bank with a guide and program with which to do small business lending so that they know they
are meeting smaller businesses’ credit needs, the credit needs of businesses located in
geographical areas that desperately need investment, both LMI areas, and majority-minority
census tracts, and the credit needs of locally grown star-up businesses who are most likely to
need smaller loans. Federal CRA regulations require banks to be assessed on their small
business lending based on these categories for this very reason: to ensure that banks are meeting
the credit needs of the all of communities they serve.

Second, while the federal CRA law doesn’t include a provision requiring banks to set goals for
either contracting with businesses owned by people of color and women, or hiring and
maintaining a diverse workplace, a comprehensive community investment plan would include
such goals because in doing so, a bank is acknowledging its economic and moral responsibility to

invest in and support all of the businesses and the total potential workforce in the communities
the bank serves.

Third, a formal Massachusetts Advisory committee or council is a necessary component to a
comprehensive community investment plan. It establishes the necessary framework through

which the bank and community groups can review the implementation of the components of a
plan.

In addition, without these goals set, there can be no written community investment agreement or

plan with Bank of America that adequately attempts to serve the credit needs of the citizens of
Massachusetts.

We have spent the last eight months repeatedly meeting with Bank of America officials on these
issues under the impression that the time and energy spent in these meetings would result in
some agreement on these outstanding issues. We even submitted to the bank, at the bank’s
request, further information, on what should be included in a Massachusetts plan. Despite all of
this effort, the bank announced that it would be issuing a plan this past week, the contents of
which, up until late Friday afiernoon, were unknown to us.

As we mentioned, we appreciate the commitments that Bank of America has made so far to
Massachusetts. Sovereign Bank and Citizens Bank have been able to meet the standard
established by our state in terms of being parties to solid community investment agreements. We
only ask that Bank of America meet that standard as well, or even, as their advertising campaign
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suggests, that they try to achieve a “higher standard,” reflective of their preeminent ranking in the
financial market as the second largest bank in the country.

3. Whether current laws, including the Bank Holding Company Act and the Community
Reinvestment Act, provide sufficient criteria for the review of the impact of bank
mergers on communities, and are adequate to ensure that the communities’ interests
are protected after the merger has been completed.

The current Bank Holding Company Act and the Community Reinvestment Act do not provide
sufficient review of the impact of bank mergers and are woefully inadequate to ensure that
communities’ interests are protected after a merger.

First, CRA regulations should include an assessment of how well banks’ have met the credit
needs of communities of color. CRA is broad enough to encompass a bank’s obligation to meet
the entire community’s credit needs and specifically includes in that obligation, the need to
address LMI communities credit needs. The law does not specifically exclude any other facets of
communities and should therefore be interpreted to obligate banks to meet the credit needs of
communities of color. One of the main reasons advocates pushed for the passage of CRA was
many financial institutions’ historical practice of redlining out communities of color. How can
CRA regulations, and in turn, the Bank Holding Company Act, be adequate to assess the impact
of bank mergers and whether communities” interests are being served if this issue is ignored?

Second, there are two inadequacies in section 3 of the Bank Holding Company Act, which
requires that in determining whether to approve an acquisition application, banks’ regulators

must assess whether the merging banks have complied with the CRA law in meeting the credit
needs of a community:

a) The assessment is made on past history, i.e., how the two merging banks have met credit
needs in the past. The assessment is not based on the one merged bank’s plans to meet
credit needs AFTER a merger. In contrast, all of the other factors regulators must weigh
under section 3 are prospective — after a merger is complete. The regulators must assess
the competitive factors, managerial factors, safety and soundness of the two banks if they
are merged. The only factor to which regulators look to the past is the banks’ CRA
records. This would seem to be a huge deficit in the law. There is therefore, no means to
address the effect of a merger or acquisition on the banks’ ability to meet communities’
credit needs. To win a merger application, banks must face rigorous questions about their
business plans, ostensibly to ensure for the banks’ stockholders and the public that the
bank does not fail. We propose that banks undergo the same rigorous evaluation about
their community investment plans, again to ensure that the bank does not fail the public.

b) Last, there is no requirement that regulators compare the performance, under CRA, of the
merged bank to the two banks’ CRA performance before they merged. Therefore, there is
no incentive for banks to take into account any diminution of services, investment, or
lending post-merger. This type of assessment should be part of the merged bank’s first
CRA exam post-merger to ensure that the merged bank is either maintaining or
improving its performance on all CRA-related activities.
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Again, we thank the Committee very much for allowing us to submit testimony on these very
important issue to Massachusetts citizens.
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PROPOSED COMMONWEALTH INVESTMENT PLAN
FOR BANK OF AMERICA

Mortgage Lending/Soft Second Program

The Soft Second Program is the most affordable mortgage program in the state, Itisa
partnership between banks, non-profit organizations, state government, and local
communities that has served over 7,000 home buyers since its inception in 1991. In
addition to being the most affordable mortgage option, the Soft Second program has a
delinquency rate below the state wide average for all mortgage loans.

Bank of America will make a commitment to offer the program in Boston, where it
originated as a response to the 1989 Federal Reserve Bank study on racial disparities in
mortgage lending, and throughout the state. Fleet has been the leading lender in the
SoftSecond program, and Bank of America will be as well.

Massachusetts Housing Partnership Obligation

Bank of America will be responsible for making a severa! hundred million dollar loan
commitment to the Massachusetts Housing Partnership (MHP) per the requirements of
Massachusetts General Law Chapter 167A and Chapter 102. The precise amount of the
requirement will be determined by the Massachusetts Housing Partnership in accordance
with state law. Four years ago, when Fleet merged with BankBoston, the bank had a $250
million obligation to MHP. Fleet agreed to a $143 million loan to MHP and to convert
the remaining portion of the debt into a $12 million grant to MHP. These funds were then
used by MHP to finance more affordable housing for Massachusetts residents. Bank of
America will agree to converting some of its commitment to MHP into equity to enable
the program to better serve low- and moderate- income families.

Basic Banking Services

* Branches - Bank of America will commit to not closing any Fleet branches in any
low- or moderate- income census tract within the Commonwealth of Massachusetts.

¢ Basic Banking Account — This voluntary low cost checking and savings account
program was started by the Massachusetts Community Banking Council in 1992.

More than 80% of the branches in the state now offer this product which features the
following:

* monthly checking fee of no more than $3.
8 free checks or ATM withdrawals.

*  savings account with $10 minimum balance and maximum monthly fee of $1.
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The Bank will establish specific annual goals for enrolling new customers in the Basic
Banking Account. Those goals will equal or exceed Fleet’s recent track record.

Community Development Financing

Bank of America will set aggressive goals for community development financing,
including lending for the acquisition, construction, and permanent financing for
commercial, industrial and mixed-used properties in low and moderate income
communities.

Equity Investments

Bank of America will establish a goal of investing equity in community development
financial institutions, community development corporations, and equity loan pools. Fleet
is the leading investor in the Massachusetts Housing Investment Corporation’s loan pool.
However, Fleet has decided that in January, 2004, it will decrease its commitment to the

loan pool. Bank of America will reverse Fleet’s decision and maintain Fleet’s current
level of investment.

The bank will also invest in the so called “New Market Tax Credits.”

Fleet’s present investment in housing tax credits programs is lower than the prior
investments made separately by Fleet and each of the three banks that Fleet has acquired
in the last few years (Shamut, BayBank, and Bank of Boston). Bank of America’s
investment post merger will be increased to this prior level of commitment

Small Business Lending

Bank of America will establish aggressive goals for the percentage of loans under
$100,000 and under $50,000 that it makes to small businesses grossing $1 million or less
each year. It will also establish goals for making a considerable percentage of these loans
in low- and moderate income census tracts. The Bank will also maintain its involvement

in loan programs sponsored by the U.S. Small Business Administration, including the
community express program.

In addition, the Bank of America will employ a second look program for all of its small
business applications. Bank of America will work with local partners to refer declined
loans to technical assistance programs and nontraditional lenders where appropriate. The
Bank will also continue and expand Fleet’s contracts with community-based
organizations that provide technical assistance to small businesses so that the small
businesses can prepare quality loan applications.
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Workforce Diversity

The Bank will commit to a goal of having 20% of its employees be persons of color
within all employment levels, including sub-management categories.

Procurement

The bank will award 20% of its vendor contracts to vendors owned by people of color
and 20% of its vendor contracts to vendors owned by women. The Bank will verify,
either internally or externally, that all contracts counted in these categories are
legitimately owned by the respective group members.

Charitable Giving

In 1999, Fleet Boston made a commitment to provide $11 million in charitable
contributions for Massachusetts per year, with one-third of which was designated for
community development purposes. The bank has also provided approximately $1 million
per year in technical assistance funds to Massachusetts organizations. The Bank of
America will increase this commitment to reflect its considerable assets and the impact of
inflation since 1999.

During this plan, Bank of America will commit to make $12 million per year in
charitable contributions to non-profit organizations in Massachusetts, with a minimum of
$4 million directed to community development efforts. Bank of America will also

continue the technical assistance grant program with $1 million per year in funding for
Massachusetts organizations.

Individual Development Accounts

In the past four years, Individual Development Account Programs have grown at the
community level to 650 accounts throughout the state. IDA participants have saved
money, developed their personal financial skills, and invested in homes, businesses, and
colleges throughout Massachusetts. Fleet Bank assisted in the development of IDAs and
has made a commitment to grow individual assets by taking IDA programs up to scale on
a level comparable with other states. Bank of America will continue Fleet’s initiative and
make a match funds commitment as part of this plan.

Membership in the Federal Home Loan Bank

Bank of America will continue Fleet’s membership in the Federal Home Loan Bank and

will continue to participate in the FHLB’s programs at the same level at which Fleet
participated in its programs.

Community Advisory Board
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Bank of America will establish a Massachusetts community advisory board to oversee the
implementation of the Commonwealth Investment Plan. The Bank will also make a

commitment to quarterly meetings of this board so that the Bank’s progress on the Plan
can be monitored.
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February 6, 2004

Mr. Doug Woodruff, President
Community Development Banking
Bank of America

800 Market Street

St. Louis, Missouri 63101

Dear Doug:

Thank you for meeting with us on January 13, 2004 to continue discussing the proposal that we
sent to you in November regarding a Bank of America community investment plan for
Massachusetts. We are glad that Bank of America has decided to develop a Massachusetts
“business strategy,” and that the Bank has agreed to several of the items in our original letter,
including: joining the Boston chapter of the Federal Home Loan Bank, participating in the
Massachusetts Soft-Second Program, maintaining an investment in the Massachusetts Housing

Investment Corporation, and converting some of the Bank’s Massachusetts Housing Partnership
lending liability to equity.

As you know, there are several issues outstanding on which we have yet to reach a conclusion. .
In the hopes of moving forward in a timely manner, we are sending a list of those issues from our
original proposal that we believe require further action. Where we did not include specific
details on these issues originally, either because we lacked the information to provide such detail,
or it would have been inappropriate to include the detail, we have now included those specifics.

Tt is our understanding that Fleet officials would like to meet with us on February 10, It is our
expectation that we will be discussing some of the issues included herein and hopefully, coming
to agreement on some of those issues. If this is not the case, please let us know in advance of the
meeting. We would appreciate your attendance at that meeting since we have been meeting with
you and communicating with you since the beginning of this process, and we believe it is most
productive to have Bank of America represented by someone with decision making authority.

Of those issues remaining to be addressed, we would like to discuss the form of the
Massachusetts Housing Partnership obligation, basic banking services, charitable giving, and
IDA accounts at the meeting on February 10™, At that time, we would appreciate a tentative
schedule of subsequent meeting topics and dates, which should include: small business lending,
procurement and diversity, and a Massachusetts Community Advisory Board.



301

Thank you in advance for your attention to these matters. 'We look forward to working
cooperatively with you so that Bank of America can develop a quality, specific community
investment business strategy for Massachusetts.

Sincerely,

Massachusetts Association of Community Development Corporations
Massachusetts Affordable Housing Alliance

Citizens Housing And Planning Association

Fair Housing Center of Greater Boston

New England Area Conference of NAACP

Cc: Congressman Barney Frank

Gail Snowden, Fleet Bank
Michael Glavin, Fleet Bank
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Bank of America
Community Investment-Related Issues Remaining

1. Massachusetts Housing Partnership Obligation

There are three issues related to the bank’s obligation to the Massachusetts Housing
Partnership (MHP):

a. The Amount of Equity Conversion

As the attached chart shows, Fleet, Citizens and Bank North have converted some or all
of their MHP loan obligation to equity/grant funding. The percentage of the amount
converted ranges from 100% to a low of 41%. In 1998, Fleet converted almost 43% of
its loan obligation to equity. ‘

MHP has used the majority of the equity conversion funds to finance their “Perm Plus”
program, which provides 0% interest deferred payment 20 year financing loans to
affordable housing developers.

According to MHP, there is approximately $6 million left in “equity” from prior
conversions. Approximately 78% of the equity funds have been lent/granted to non-profit
borrowers. According to MHP, their current pipeline of projects will use all of this
equity. The fact that Bank of America is buying the last and biggest bank headquartered
in New England means that this is a critical opportunity to finance the Perm Plus program
with enough equity sufficient to match need. Therefore, there is a great need for an
infusion of more equity to be used for the PermPlus program.

The conversion rate for all equity conversions since 1995, the year of the first conversion,
has been .1112,

We are requesting that Bank of America convert 35% of its loan obligation to
equity. This would provide approximately $21.3 million in equity funds. The
conversion rate should not be lowered. )

b. The Amount of Set-Aside for Lower Interest Loans for Not-for-Profit Developers

Four banks have provided a set aside for lower interest rate loans to non-profit
developers. The percentage of the set-aside of the banks’ total loan obligation has ranged
from 10% to 51%. The interest rate set aside has resulted in more cost efficient

developments and allowed non-profits to finance affordable housing developments ata
reasonable rate.

Bank of America should set aside 10% of its total loan obligation at a lower interest
rate for non profit developers, which would equal a set aside of approximately $55
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million. Fleet was able to set aside 10% of its loan obligation in 1998 and the percentage
rate is reasonable given other banks’ set-asides.

¢. The Amount of Forward Rate Lock Accessible on Loans

Four banks have also set aside an amount of their loan obligation for “forward rate lock”
loans. The percentage has ranged from 10% to 51%.

Bank of America should set aside 10% of its total loan obligation for “forward rate
Tock” loans, which would equal a set aside of approximately $55 million.

Basic Banking Services

Branches

As we mentioned in our last meeting, we are requesting notification to the signatories
on this letter before Bank of America closes a branch in a LMI and/or majority-
minority census tract. We would like at least 10 days from the date of such notification to -
raise issues or concerns before the bank actually files for regulatory approval of such closure.

Branch closings must be reported to the state banking commission and advance notice to us
would not therefore be a significant burden to the Bank. In addition, we may be able to assist
you in making that decision and/or help you to understand what a closing in the potentially
affected area would mean to its residents.

Basic Banking Account

According to the Massachusetts Community Banking Council, Bank of America’s “My
Community Access” account would not meet definition of a basic banking account because
the monthly fee is too high ($5.95) without direct deposit. Many low wage workers do not
have access to direct deposit through their employers.

Bank of America should continue Fleet’s practice of offering a product that complies
with the MCBC standard by July 1, 2004.

Small Business Lending
Bank of America should commit to the following small business lending goals:

Loans by Geography
Bank of America should commit to making 40% of its small business loans in
Massachusetts fo the following areas:
» 25% of small business loans should be in LMI census tracts;
> 20% of small business loans should be made in majority-minority census tracts;
» 15% of small business loans should be made in rural/non MSA areas. )
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Loans under $100.000

Bank of America should commit to making 80% of all small business Joans under the
amount of $100,000. Half of these loans should be under $50,000. Twenty-five percent
(25%) should be made in the geographic areas of focus mentioned above.

Loans to Businesses with under $1m GAR

Bank of America should commit to making 80% of its small business loans to
businesses with under $1m GAR. Of these loans, 25% should be made to businesses in
the geographic area mentioned above.

Second Look Program

If a small business loan is denied by credit score, Bank of America should take a
“second look” at the loan before sending a denial letter.

If Bank of America denies a loan or if Bank of America is approached by a business in
need of help with their business plan or if the business is in need of another type of

small business related assistance, the Bank should work with local programs to send
referrals. :

Participation in Local Small Business Programs
The Bank should encourage staff (both lenders and community development banking

staff) to participate in community based business assistance advisory committees and
loan review committees.

Community Express Program

The Bank should continue offering the SBA Community Express Program. This
program attaches a pre- and post-loan technical assistance component to the loan’s approval.
The Bank should continue the program, which, as initiated by Fleet Bank, offers a contract

opportunity for technical assistance providers to receive funding on a loan by loan basis for
post-loan technical assistance.

. Workforce Diversity

We reiterate that the bank should commit to a goal of having 20% of its employees be
persons of color within all employment levels, including management categories. Two
other banks in Massachusetts revealed to us, under strict confidentiality, their employment
levels by race for all positions. While Bank of America is under no obligation to do so, it
would be helpful for us to know how the bank is performing currently and how much
progress needs to be made to reach a 20% goal.
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Procurement

We reiterate that the bank should award 20% of its vendor contracts to companies

owned by people of color and 20% of its vendor contracts to companies owned by
women.

Again, another large bank doing business in Massachusetts has agreed to these separate
goals. Simply because Bank of America currently has achieved only an 8.5% combined level
for vending contracts with companies owned by people of color and companies owned by
women should not mean that the Bank’s goal is substandard. A twenty percent goal is
reasonable and achievable. We do not expect the goal to be reached this year but within five
years, or the length of the Massachusetts “business strategy.” We also want to understand
better how the plan to ensure that Massachusetts-based MWBESs are able to secure business
with the bank.

Charitable Giving

We understand from discussions with Fleet officials that Bank of America has now
committed to $28 million per year in charitable giving contributions for the current Fleet
footprint, with the potential for that number to grow higher within the context of the bank’s
national commitment to provide $1.5 billion in philanthropy. (Actually, there is some
confusion as to whether this commitment applies to the Fleet footprint, the Northeast or New
England. Please clarify precisely what geographic area is covered by that commitment). We
restate our request that Bank of America make a Massachusetts-specific commitment to

charitable giving that starts at the average of the last four years (to be determined with Fleet)
and rises 40% over the next ten years.

According to Fleet and Bank of America representations in prior discussions, Fleet currently
dedicates approximately 60% of its charitable giving to community development activities
whereas Bank of America only dedicates approximately 25% to community development
activities. Please confirm these numbers, if possible.

Bank of America should increase its charitable giving to community development
efforts to 60% so that there is no retrenchment in Fleet’s giving while Fleet’s
community investment plan would have been in place.

Bank of America should also increase its charitable giving to local civil rights
organizations.

Individual Development Accounts

Bank of America should continue and expand Fleet’s commitment to IDA’s by
committing to establishing 2000 accounts over 5 years with a total commitment of $8
million. There is a need to establish this level of accounts based on community need
throughout the state and the capacity of for example, Massachusetts IDA Solutions (MIDAS)
members’ ability to establish asset development opportunities for low-income residents.
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MIDAS members have been overwhelmed by the demand on their IDA programs and are
currently limited in the number of families that they can serve.

Massachusetts Community Advisory Board

We reiterate that Bank of America should institute a Massachusetts Community Advisory
Board. The Fleet Community Advisory Board was incredibly helpful to Fleet and to the
community as a place to share information about the bank’s progress, products and programs
over the last 3 plus years of the Fleet community investment plan.
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MASSACHUSETTS
AFFORDABLE
HOUSING
ALLIANCE

Intreduction

Thank you for the opportunity to testify today Chairman Bachus, Ranking Minority Member Frank and
other members of the Committee. We appreciate the willingness of the Committee to come to Boston for
this field hearing and listen to testimony about the impact of recent bank mergers and the overall impact
of the Community Reinvestment Act (CRA) and the Bank Holding Company Act. We particularly thank
Congressman Frank for his strong support for the CRA and his successful efforts to encourage banks to
make specific commitments to the communities they serve.

My name is Florence Hagins and I am the assistant director of the Dorchester-based Massachusetts
Affordable Housing Alliance (MAHA). Iam also a resident of Dorchester and the first recipient of a
Massachusetts SoftSecond mortgage — a nationally-recognized affordable mortgage product for first-
time homebuyers.

Background on MAHA

MAHA is a non-profit organization that works to increase public and private sector investment in
affordable housing and to break down the barriers facing low-to-moderate income first time
homebuyers. Our campaigns since 1985 have resulted in $3.4 billion in increased investment in
Massachusetts communities. MAHA has been involved in every major bank merger in Massachusetts
since 1989. We launched the SoftSecond program with banks and the Massachusetts Housing
Partnership Fund in 1991. We continue to sign multi-year CRA agreements with most major banks in
the state detailing commitments to the program which is the state’s most affordable mortgage product.

Our signature program is the SoftSecond mortgage program. The program is fourteen years old and has
helped over 7,700 low and moderate income homebuyers buy their first home. MAHA negotiated the
mortgage program with three banks in 1990 following the Federal Reserve Bank of Boston study on
racial disparities in Boston’s mortgage lending. The program was expanded statewide in 1992 and is
now available in 285 cities and towns throughout the Commonwealth through 38 participating banks.

Buyers provide a 3% downpayment and receive two mortgages; one worth 77% of the purchase price
and the soft second that equals 20%. Buyers pay no private mortgage insurance and most banks offer
the product at a below-market interest rate negotiated with MAHA. A July, 2004 report by Jim Campen
of the Gaston Institute at the University of Massachusetts/Boston for the Massachusetts Community and
Banking Council found:

* SoftSecond loans have assisted families in over half of the cities and towns in Massachusetts. In
recent years, the city of Boston and the western region of the state have each received about 30
percent of total loans, with the rest distributed throughout the state.

« The median household income of SoftSecond borrowers between 2001 and 2003 was $36,600.
During that period, over one-quarter (28.3 percent) of SoftSecond loans went to borrowers whose
household incomes were less than half of the median income in their area. Almost all (97.2
percent) went to borrowers with incomes less than 80 percent of the area median.

« Statewide, between 2001 and 2003, 22.7 percent of SoftSecond loans went to Latinos (who
account for just 5.0 percent of the state’s houscholds); 15.3 percent of loans went to blacks (who
account for 4.7 percent of total households) and 4.5 percent of loans went to Asians (who account

mahahome.org
1803 Dorchester Avenue, Dorchester, MA 02124 phone: 617+822+9100 fax: 8172657503
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for 3.1 percent of total households).

* Through the first quarter of 2003, the statewide SoftSecond delinquency rate was consistently
below the delinquency rate for all mortgage loans in Massachusetts.

* Statewide, between 2001 and 2003, an average $5,700 in public funds leveraged nearly $200,000
in private mortgage financing per household. Since the program’s inception in 1991, $35 million
in public funds have been spent, leveraging $875 million in private mortgage financing.

Bank of America/Fleet merger

Bank of America’s merger with Fleet Bank has a lot of potential for Massachusetts. On January 13,
2004 BofA signed an agreement with MAHA for 3,000 SoftSecond loans in Massachusetts over the next
ten years. In addition, BofA made public commitments to other housing programs. They agreed to
remain a member of the Federal Home Loan Bank of Boston. They agreed to remain fully invested in
the Massachusetts Housing Investment Corporation (MHIC), a private lender and investor specializing
in the financing of affordable housing and community development throughout Massachusetts. MHIC
was founded in 1990 by a consortium of banks and other corporate investors to fill a critical gap in
meeting the credit needs of affordable housing developers and owners who couldn't get financing for
certain projects from traditional lenders. MHIC was asked to take on the most difficult projects and
make them work. Similar to the SoftSecond program, MHIC started as a result of the bank/community
negotiations in the aftermath of the Federal Reserve Bank of Boston study on racial disparities.

Bank of America agreed to convert a portion of its Chapter 102 loan commitment to the Massachusetts
Housing Partnership to an $18 million grant. A 1990 Massachusetts law requires that banks that
purchase other banks set aside a percentage of the acquired assets located in Massachusetts as a loan to
MHP, a statewide public/nonprofit affordable housing organization. Bank of America will provide a
$406 million loan in addition to the $18 million grant.

Bank of America and MHP reached an agreement on the mandatory loan amount, and then the bank
agreed to convert a portion of the loan into the $18 million grant. The grant is key because it can be used
in combination with traditional financing to promote housing that serves extremely low-income families,
the working poor and homeless, and to develop housing that is smaller in scale and supported by the
community. ’

And Bank of America agreed to participate in the Massachusetts Basic Banking program by offering
low-cost checking and savings accounts, a voluntary program initiated in 1994 by the Massachusetts
Community and Banking Council. On housing, Bank of America has made the right commitments.

Bank of America has a chance, as they enter this market, to be the lender of choice for low and moderate
income residents in Massachusetts. With its commitment to the Massachusetts SoftSecond program and
its impressive portfolio of existing mortgage programs, BofA has a product mix that is second to none.
In recent years, however, Fleet and other bank lenders have lost market share to mortgage companies.
BofA has the capacity to turn that around, especially in low and moderate income markets.

It will take an aggressive commitment to better serve these markets. BofA needs to hire more loan
originators, hire more originators from diverse backgrounds, increase its marketing in low to moderate
income neighborhoods, and provide good and timely customer service throughout the mortgage process.
We have had discussions with Anne Finucane of Bank of America and we are in agreement that staffing
levels for loan originators need to be significantly increased in the Boston market. We appreciate the
commitment that Bank of America has made to increase its staffing levels in the mortgage area.

In addition, BofA senior management will need to emphasize the importance of increased production in
the SoftSecond program. In the first eleven months, we have seen mixed results under the BofA

2
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SoftSecond agreement. BofA has exceeded its commitment of 150 loans outside of the city of Boston
by closing 165 mortgages, making them the #1 lender in the program statewide. In Boston, however,
the numbers tell a far different story. BofA has closed 52 loans in the city of Boston against a
commitment of 100 loans — making them only the third largest SoftSecond lender in the city of Boston.

MAHA has had limited interaction with the bank on job and employment issues. As stated above, we
believe the bank recognizes the need to step up employment levels in its mortgage departments and we
applaud them for that. We remain concerned about relatively thin levels of staff responsible for
community development. In the past, Fleet had two community development staffers for the
Commonwealth of Massachusetts. Today, one community development staff person is responsible for
the whole state plus Rhode Island.

MAHA has very high hopes for BofA. We believe that Bank of America can be an important

partner with comumunity groups across Massachusetts and bring the resources of a large, national bank to
communities like Dorchester. But we expect BofA to lead and work aggressively to be the best bank on
the block.

Sovereign/Seacoast merger

MAHA has also reached agreement with Sovereign Bank, prior to its merger with Seacoast, for
commitments to the SoftSecond loan program. Sovereign has committed to a total of 575 SoftSecond
loans during the next three years — 275 in Boston and 300 in the balance of the state. In 2004,
Sovereign’s commitment is for 75 loans in Boston and 100 outside of Boston. Through November,
2004 they have closed 61 loans in Boston making them the second largest SoftSecond lender in the city.
Outside of Boston, Sovereign has closed another 83 loans which ties them for second largest SoftSecond
lender outside of Boston.

During the merger process, MAHA encouraged Sovereign officials to make specific commitments to
New Bedford and the South Coast region of Massachusetts. Sovereign officials have been willing to do
this — pledging to make 25 SoftSecond loans per year in the region. In addition, Sovereign has taken the
advice of Congressman Frank and is working with the Massachusetts Housing Partnership to direct a
portion of the loan resources from its state Chapter 102 commitment to the New Bedford area.

Comments on Community Reinvestment Act and Bank Holding Company Act
The Committee has asked us to address the adequacy of the CRA and the Bank Holding Company Act
in protecting communities’ interests. We offer the following comments on that subject.

One weakness of the CRA, or at least CRA as it is enforced by federal regulators, is that banks are not
compelled to enter into signed, written agreements with community groups. Many choose instead to
make “public commitments”. Agreements can be enforced and generally include more specific
commitments. With some banks, any detail that exists about a commitment is in the press release the
bank uses to announce the commitment. Real community commitments are negotiated with
representative community organizations. Any other serious relationship between a bank and its
customers, partners, and vendors is typically in the form of a written agreement. CRA commitments
should be no different.

CRA is a law that needs to be expanded. As we have mentioned above, banks have lost market share to
mortgage companies. Many of these mortgage companies fall outside of CRA review yet they are the
dominant lenders in the mortgage market. In Boston in 1990, banks covered by CRA controlled 78% of
the mortgage lending market. Last year, that bank market share percentage had slipped to 23%. Yet,
banks covered by CRA lend to lower income and minority borrowers at a rate more than double that of
largely non-CRA covered mortgage companies. In Massachusetts, MAHA has worked with Senator

3
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Jarrett Barrios, Senator Andrea Nuciforo and Representative Marie St. Fleur to file the Homeownership
Investment Act which would apply CRA-like responsibilities to the largely unregulated mortgage
companies.

Congress must beware of efforts by federal regulatory agencies to weaken CRA. The Office of Thrift
Supervision recently raised the small bank threshold from $250 million to $1billion allowing many
banks to eliminate the investment and service components of the three pronged CRA test. The Federal
Deposit Insurance Corporation seems poised to follow the lead of the OTS. These changes represent a
dangerous precedent which significantly weakens an important and effective law.

We also support expanding CRA to include disclosure of race information on small business loan data
and to specifically include areas such as diversity in employment and procurement from minority-and
women-owned business enterprises. The Bank Holding Company Act could be strengthened to
encourage more public hearings when bank mergers are proposed. Hearings like the one held by the
Federal Reserve Bank dufring the Bank of America/Fleet merger and today’s follow-up hearing by this
Committee serve to focus the attention on the level of specific commitments banks are making to
customers and communities. A law that encouraged more such hearings, and the scrutiny that
accompanies these forums, would be welcome news to low and moderate income neighborhoods
throughout the country.

We thank you for the opportunity to testify today and we would be happy to answer any questions.
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Chairman Oxley, Ranking Member Frank and Distinguished Members of the
Committee.

My name is Andrea F. Nuciforo, Jr. 1 have served in the Massachusetts state
Senate since 1997. Since 1999, I have served as the Senate Chair of the Joint Committee
on Banks and Banking.

Thank you for the opportunity to testify today on the effect that recent mergers of
banks and other depository institutions have had on communities where the banks,

particularly the acquired banks, are located.



312

I would like to thank Congressmen Frank, Capuano, Lynch, Tiemey and the rest
of the Massachusetts Congressional delegation for focusing on this issue in
Massachusetts. Earlier this year, I participated in a meeting called by Congressman
Frank when the news first broke that Bank of America might not fulfill the commitments
it made to regulators and to the affected communities.

Bank Mergers Result in Emplovee Layoffs

I have been increasingly concerned about the community impacts of these mega-
mergers between banking institutions. It has been my unfortunate experience to see
layoffs, replacement of full-time jobs with part-time jobs, and broken promises from bank
officials. When banks merge, jobs are lost. For example:

. The 1995 merger between Fleet Financial Group and Shawmut National

Corp. resulted in an estimated 2,000 jobs lost.!

. The next year, another 2,000 positions were lost in the plan to merge Bank

of Boston and Baybanks Inc.?
. According to documents that FleetBoston filed with the Securities and
Exchange Commission, at least 4,000 jobs were to be lost when it acquired
BankBoston in 1999.°

. As part of the FleetBoston takeover of BankBoston, Sovereign Bancorp
acquired 278 former FleetBoston branches. Sovereign then laid off 500

bank employees.*

! Krasner, Jeffrey, Boston Herald, “Fleet to announce first round of layoffs”, Jul. 20, 1995, pg. 32.

2 Carroll, Matt, Boston Globe, “Nearby branches face closings: Consolidations may open door for local
banks”; Feb. 4, 1996, p.1

3 New York Times, “FleetBoston Is Planning to Lay Off 4,000 Employees”, Mar. 11, 2000, p. C.3.
* New York Times, “Sovereign Set to Dismiss 500 Bank Managers”, Nov. 28, 2000, p. C.8.
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. Earlier this year, Sovereign announced it would eliminate over 300 jobs in
Massachusetts in its merger with Seacoast Financial Services Corp.’

Even relatively small mergers result in layoffs. For example, the 2003 purchase
of Community National Bank by Citizens Financial Group was described as a “purchase
that will barely be noticeable on Citizens’ balance sheet.” Employees were sure to
notice, however, because the merger was expected to result in job losses for tellers and
other personnel.6

The phenomenon is not confined to this state. For example, Cleveland, Ohio was
expected to lose hundreds of jobs when Citizens Financial Group purchased Charter One
Financial Inc.

The recent merger between Bank of America and FleetBoston appears to be no
exception, contrary to the pre-merger promises by those institutions.

. The Boston Globe reported that Bank of America would lay off “hundreds

of tellers and other branch employees at Fleet banks.”®

. Subsequently, the Globe reported that Bank of America planned to

eliminate 4,500 jobs “on top of 12,500 job cuts that the bank initially said it

* Talcott, Sasha, Boston Globe, “Sovereign will cut 350 jobs — Mass. reductions planned as part of Seacoast
deal”, Apr. 17,2004, p. D.1.

6 Reed, Keith, Boston Globe, “Citizens Continues Expansion - $116M Hudson Buy Stretches Bank’s Reach
Into 1-495 Tech Area”, Jul 31,2003, p.C.1

7 Fitzgerald, Jay, Boston Herald, “Merger pauses Citizens growth: ‘Perfect deal” means no job losses
locaily”, May 6, 2004, p.45.

% Talcott, Sasha, Boston Globe, “Hundreds of Fleet layoffs expected: Bank of America set to make cuts
today”, Aug. 18,2004, p. A.1.
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would eliminate during the merger.” The total number of losses at Fleet in
Massachusetts alone was estimated at 850.°
. Within months of the merger, Bank of America moved “[t]hree units
originally slated for” Boston out of the State, and a fourth unit had no
significant ties to Massachusetts.'°
The bottom line is that many full time jobs at Fleet in Massachusetts are
becoming part-time jobs, or no jobs at all, at Bank of America.
Bank Mergers Result in Golden Parachutes
While employee layoffs are one constant of bank mergers, spectacular executive
payouts are another. It is easy to see one reason bank executives - both those who stay
and those whom the merger phases out - like these deals. They are rewarded
handsomely. For example:
. Joel Alvord, Shawmut’s chief executive, reportedly was to receive a
compensation package of more than $2 million when Shawmut was
acquired by Fleet Financial Group back in 1995."
. After the merger of FleetBoston and BankBoston in 1999, newspaper
reports indicated that Fleet CEO Terrence Murray received $20.2 million
and Fleet President Chad Gifford received $15.6 million “in the wake of

the acquisition.”"?

° Talcott, Sasha, Boston Globe, “Bank of America to cut more jobs: Firm: Most trims will come from
outside the state”, Oct. 8, 2004, p. D.1.

¥ Fitzgerald, Jay, Boston Herald, “BofA dangles big carrot: Lewis pledges major, niot minor, operation for
hub”, Sep. 2, 2004, p. 49.

'l Blanton, Kimberly, Boston Globe, “Deal worth $2m to Alvord: F iling discloses projected merger layoff
costs,” May 2, 1995, p. 35.

12 Kerber, Ross, Boston Globe, “FleetBoston paid executives millions in merger”, Mar. 11,2000, p. A.1.
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. The deal between Toronto-Dominion Bank and Banknorth Group is
expected to reward eight high-ranking officials at Banknorth with $36
million."

. The Bank of America and Fleet deal also resulted in a great boon for
executives. Chad Gifford reportedly received over $17 million in salary,
bonuses, stock options and restricted stock right before the merger,
although the company said the awards had nothing to do with the merger.*

Gene McQuade was set to play a major Boston role in the reconfigured
Bank of America, but he left in June with a reported $25 million in
severance.’® Another executive who was purported to play a major role in
Boston, Brad Warner, left in August with a $20 million package.'®
The Need to Act
The current approval system for bank mergers does not do an adequate job of
eliciting sufficient information on the effect of a proposed merger on employment or on
holding banks accountable for pre-merger employment promises. The recent experience
with Bank of America and Fleet appears to be a prime example.
In testimony before the Massachusetts Board of Bank Incorporation and before

the Federal Reserve Board, officials at Bank of America Corporation and FleetBoston

Financial Corporation stated that “we will sustain total employment levels in New

% Portsmouth Herald, “Banknorth sale could bring millions to execs”, Sep. 23, 2004. (at
www.seacoastonline.com/news/09232004/business/39202 htm).

" Talcott, Sasha, Boston Globe, “Fleet awards Gifford $11m - 5 others also get big pay packages”, Mar. 3,
2004, p. D.1.

' Bunker, Ted, Boston Magazine, “Negative Balance”, Dec. 2004. (at
www.bostonmagazine.com/ArticleDisplay.php?id=469).

% 1d.
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England and will sustain our levels of customer-facing employees.”” Officials also
stated in a letter to Congressman Frank that “Bank of America has also pledged to
maintain current employment levels in New England, including all customer facing
employees.”18 Regulators took the bank at its word. In its March 2004 opinion
approving the merger, the Board of Bank Incorporation cited Bank of America’s
commitment “that all ‘customer facing positions’, which is a significant number, will be
retained.”® Five months later, the Bank laid off tellers in Massachusetts and turned fuil-
time jobs into part-time jobs. In advance of the layoffs of tellers and other branch
employees, managers reportedly were given a series of talking points. It is significant
that the very first Aquestion attempts to address the fact that “[employees] were told not to
expect impact to customer-facing positions.”’

It appears as well that Bank of America was unclear in what exactly it meant by
its promise to maintain “current” levels of employment in New England. At the Federal
Reserve hearing in January, a bank official stated that “a key component of our
agreement was the unprecedented commitment ... to maintain Fleet's current
employment level in New England.”?! After shareholder approval of the transaction in

March, bank officials again reportedly “stressed ... that [it] will retain approximately the

'7 Testimony of Chad Gifford, Federal Reserve Board, Public Hearing Re Application of Bank of America
Corporation To Acquire FleetBoston Financial Corporation, Federal Reserve Bank of Boston, Jan. 14,
2004, p. 13. [Gifford Testimony].

'8 «“Congressman Bamey Frank Protests Cuts Being Made by the Bank of America”, Aug. 26, 2004 (at
www.house.gov/frank/BofAcuts2004.html).

¥ Board of Bank Incorporation, Decision Relative to the Petition of Bank of America Corporation,
Charlotte, North Carolina, To Acquire FleetBoston Financial Corporation, Boston, Massachusetts, Mar.
31, 2004.

® Talcott, “Hundreds of Fleet layoffs expected”, p. A.1.
.2 Gifford Testimony, p. 11,..
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same number of employees that Fleet has now in New England, or about 21 ,000."2 In
September, bank officials stated that that number “was likely closer to 20,000 - and that
the number probably included a mix of part- and full-time jobs, rather than the total full-
time equivalent number.”? The officials indicated that the real number of full time
employees was only 17,900

Federal law currently provides little recourse for regulators or communities to
whom these statements have been made. We should therefore expect that forward-
thinking statements about employment levels will continue to be offered by banks when
seeking regulatory approval. Indeed, in September 2004, officials at Banknorth, when
describing the proposed merger with Toronto-Dominion, stated that they would cut no
jobs: “We’re not parsing words. We’re not wordsmithing. Zero."®

Bank mergers like those discussed above, with the attendant layoffs and executive
bonuses, will continue unabated. In fact, many experts expect merger activity to
increase.”® And the acquiring banks are increasingly coming from outside the country.
For example, Toronto-Dominion is reaching into the United States in an attempt to
acquire Banknorth. The public comment period set by the Federal Reserve ended just
last week. Even before the acquisition has been approved, bank officials have indicated
that Toronto-Dominion will continue its foray into the American market and is targeting

banks in New York, New Jersey and Pennsylvania for future takeovers.?” Similarly, the

ZE itzgerald, Jay, “Bank of America, Fleet shareholders OK deal”, Mar. 18, 2004, p. .

» Fitzgerald, “BofA dangles big carrot,” p. 49,

Hi1d.

* Kathleen McLaughlin, Banknorth Promises no layoffs in Mass., N.H.”, Sep. 7, 2004,

% Fogarty, Thomas A., USA Today, “Bank of America, Fleet would create No. 2 bank™, Oct. 27, 2003.
-2 B Globe, “Ti -Dominion plans more US deals”, Sep. 29,2004....
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Royal Bank of Scotland, through its North American unit Citizens Bank, has recently
purchased Charter One Financial. Analysts expect RBS and other European banks to
continue buying bank properties in the United States as part of “an extended US shopping
spree.”2®

We know that bank executives will continue to propose and attempt to close more
mergers. We also know that the current system for vetting the impact of a merger on a
local community is not working. Now is the time for this Committee to act.
The Board of Bank Incorporation in Massachusetts

Here in Massachusetts, we have an entity called the Board of Bank Incorporation,
consisting of the Commissioner of the Division of Banks, the State Treasurer, and the
Commissioner of the Department of Revenue. The Board must approve a bank merger in
this state. One of the factors that the Board considers in the approval process is whether a

merger will promote “public convenience and advantage.””

Among the many factors
going into this test is the existence, or lack thereof, of “job creation plans.” The statute
does not explicitly address job loss, although the BBI will occasionally refer to this factor
in its decisions.

The BBI’s power and authority are dwarfed, necessarily with respect to these
mega-metgers that affect many states, by the approval powers of the Federal Reserve
under the Bank Holding Company Act. But it does have some power within the state.

The BBI needs additional authority. In addition to explicitly requiring an analysis

of job losses triggered by any proposed merger, the Board should be given increased

* Buropean Banker, “Across the pond — Europe’s banks make waves”, May 2004, EB226. (at
www lafferty.com/newsletter_article_home.php?id=2&issueid=460&articleid=7030#).

.2 Mass. Gen. L. ¢, 167A, §4.



o WWW i ve.gov/boarddocs/press/orders/2004/20040720/attachment.pdf).............
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enforcement authority if a bank does not live up to its promises post-merger. As a matter
of state law, I and other members are considering empowering the BBI to give it the
authority to ensure that promises made are promises kept. I know my co-chair on the
State Committee on Banks and Banking has filed a bill for the next legislative session,
and I look forward to working with him and the other members of the Massachusetts
Legislature to ensure we give the Board the state authority necessary to protect
employment in Massachusetts.
Federal Law and Suggested Changes Relative to Bank Mergers

From a regulatory standpoint, I find it troubling that, apart from a cursory mention
summarizing public comments, the issues of layoffs, job creation and employment did
not factor in the 58 page order from the Federal Reserve Board approving the merger of
Bank of America Corporation and FleetBoston Financial Corporation. While it is
troubling, it is not surprising, because the Bank Holding Company Act does not require
that employment be part of the Federal Reserve Board’s calculation.’ I believe it should.

Under Federal law, the Board, in determining whether to approve a proposed
merger, is to consider seven factors including: (1) competitive factors, including the
“convenience and needs of the community to be served”; (2) financial and managerial
resources and future prospects of the company or companies and the banks; (3)
supervisory factors; (4) deposit concentration limits; (5) the effectiveness of the company
or companies in combating money laundering; (6) a consideration of the institution’s

capitalization and the transaction’s compliance with state age laws, if applicable; and (7)

% See, e.g., Federal Reserve System, Order Approving the Acquisition of 2 Bank Holding Company, North
Fork Bancorporation, Jul. 20, 2004, p. 7, n.15. (at
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the institution’s performance under the Community Reinvestment Act?! Ibelieve that
Federal law should require that the decision on whether or not to approve a bank merger
consider the short-term and long-term impact on employment in the affected
communities. I know that Congressman Frank has proposed that the Bank Holding
Company Act consider the effect of a merger on local employment. It is one of the
reasons we are here today.

1 would, in particular, urge the Committee to adopt a meaningful measuring stick
that will allow the Committee, or regulators at the Federal Reserve, to assess a bank’s
compliance with the promises it makes when it seeks to have the merger approved. I
believe one of the problems arising out of the merger between Fleet and Bank of America
was the vague numbers and promises provided by those entities. When they promised to
maintain levels of employment in New England, were they talking 21,000, or was it
“closer to 20,000,” or did they really mean what they say now: 17,900. Banks should
provide regulatory authorities with specific and detailed employment, hiring and layoff
figures so that regulators can determine whether or not the banks are living up to their
commitments. I also would urge the Committee to amend Federal law to ensure that an
institution’s non-compliance with its promises would, at the very least, prevent future
mergers proposed by the same institution.

Thank you again for the opportunity to testify. I stand ready to assist you in any

way.

M 12U.8.C. §1842.

10
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Testimony of Representative John F. Quinn

Committee on Financial Services hearing on
“Banks, Mergers, and the Affected Communities.”
Tuesday, December 14, 2004

Federal Reserve Bank of Boston

600 Atlantic Avenue

Boston, Massachusetts

A. INTRODUCTION

For the record, my name is Representative John F. Quinn and I
currently serve as House Chairman to the Joint Committee on Banks and
Banking in the Massachusetts Legislature. First, I wish to thank Chairman
Oxley, Congressman Frank and members of the Committee for giving me

the opportunity to speak on this important matter.

B. WAVE OF BANK MERGERS

Over the last few years, several waves of bank mergers have washed
over this region and many venerable banking institutions have disappeared
in the last decade. Here in Massachusetts we are all too familiar with bank
mergers and the impact that they have. And, while some may point to
streamlined banking, greater efficiency, and lower costs as a benefit of such
mergers, the true cost often comes in job losses and economic injury to local

communities.

Unlike a retail store, a bank can and does breathe life into an entire
community. Moreover, a long-standing banking institution becomes part of

the fabric of a community like no other entity. So, it is understandable that
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the loss of such an institution as a result of a merger can and often does have

an enormous impact on a community.

Recent merger transactions have shown that many times communities
are not prepared for a merger’s full consequences. Much of this may be due
to the fact that merging parties are not obligated to fully disclose their post-
merger plans in order to gain regulatory approval. As a result, job losses and

other negative impacts can come as a surprise.

C. MERGER APPROVALS IN MASSACHUSETTS

To guard against a detrimental irapact that might result from a
proposed merger, Massachusetts state law requires prior approval for all
bank mergers similar to federal law. In many cases, the Commissioner of
Banks alone may grant approval for a merger. However, in a merger
involving a bank holding company, approval must come from the state

Board of Bank Incorporation (known as the “BBI”) after a public hearing.

The “BBI” is a 3-member panel consisting of the Commissioner of

Banks, the Commissioner of Revenue, and the state Treasurer.

Under current state law, to approve such bank-holding company

merger, the BBI is required to determine two things:

1. whether or not competition among banking institutions will be
unreasonably affected, and

2. whether public convenience and advantage will be promoted.
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In making such a determination, the BBI, is required to consider a
showing of “net new benefits”. "Net new benefits" is defined in the statute
means “initial capital investments, job creation plans, consumer and business
services, [and] commitments to maintain and open branch offices within a

bank's delineated local community.”

D. CURRENT ISSUES

Over the last several years, some mergers approved by the Board
under the criteria set out in the statute have had certain negative
consequences on communities served by the target bank. This was true with
the acquisition by Sovereign Bancorp of Seacoast Financial which resulted
in substantial job loss in southeastern Massachusetts and especially greater
New Bedford. Another example was the Bank of America acquisition of
Fleet Financial, in which short-term reductions in bank personnel was part of
the outcome. How is it that, despite a public hearing and testimony by the
petitioners, that neither the Board nor the public was prepared for the job
reductions and/or branch closings that followed approval of these mergers?
The answer to this question is that the extent of these potential job

reductions was not spelled out before approval was granted.

Part of the blame lies with state law in that it does not now
specifically require petitioners to include projected post-merger reductions
in employment that might be planned. This is unfair to consumers and

communities alike and should be rectified.
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It is my hope that, as a result of these hearings and future discussions
with all interested parties, the approval process both at the state and federal
level can be tightened and that complete disclosure will be required of the
petitioning parties.

1 have recently filed a comprehensive bill for the upcoming session in
the Massachusetts Legislature which would tighten-up the approval process.
Some of these same concepts may be appropriate to incorporate into federal

law as well.

The legislation put forth addresses the following four issues:

o add the state Attomey General and a member of the public
appointed by the Governor to the Board.

e require that all testimony before the BBI be under oath and
subject to perjury laws.

e require the petitioning bank to file a statement containing
information on projected employment levels for 1, 3, and 5
years after the merger including information on anticipated
branch closings as well as job losses.

» would require a petitioning bank to make 1% of its assets
available for call by the Massachusetts Development

Financing Agency for a 10-year period.

Two components of this legislation that this Committee might
consider enacting on the federal level would be to require projected
employment levels of one, three and five-year periods to be filed by the

petitioning bank prior to approval of the merger. Secondly, the requirement
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of an economic development exit fee to be paid to help minimize the

negative impact of the merger on smailer communities.

One of the most detrimental effects of these mergers is the resulting
job loss particularly of the back office personnel. These jobs are oftentimes
the lowest paying jobs. Congressman Frank can certainly attest to the
negative consequences of nearly 300 jobs lost in the Greater New Bedford
area as a result of the Sovereign-Seacoast merger; not to mention the short-
term job loss and reductions in hours for customer-facing employees

resulting from the Bank of America/Fleet merger.

During the merger process the petitioner should be required to
disclose the projected job losses for one, three and five year periods. This
does not make a mandatory requirement to create jobs but rather to make a
public disclosure of probable job levels so that the state and public can

prepare for the impact.

My second proposal which should be considered by this Committee is
to impose an economic development exit fee equivalent to a percentage of

the petitioner’s assets be paid by the acquiring bank.

When companies enter into a region and are expected to have a
negative impact on traffic or the environment, there are often mitigating
payments or corrective actions required that are paid for by the companies.
Why can’t this same concept be applied to the banking industry as well?

National banks receive many benefits from the federal government and thus
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should not be allowed to exit or enter marketplaces and leave a swath of

economic devastation in their wake.

Such exit fees are not without precedent. Currently under
Massachusetts state law the BBI is precluded from approving bank-holding
company mergers unless the acquiring party has made arrangements such
that an amount equal to 1% of its assets in the Commonwealth is made
available for ten years to Massachusetts Housing Partnership Fund for the
purpose of financing the Partnership’s affordable housing efforts. This
requirement has had a tremendous impact on the affordable housing market
and it certainly has not slowed the desire to enter the Massachusetts’
banking marketplace through acquisitions of Massachusetts banks as we can
see by the recent vigorous merger activity. This same model could be
extended to economic development projects in an attempt to minimize the

negative consequences of mergers and in particular the loss of jobs.

E. CONCLUSION

In conclusion, it is clear that bank mergers have a unique impact on
local communities as well as the entire region. The distinctive character of a
banking institution requires that its potential loss due to a merger be given
careful consideration. Current state laws governing the approval of a merger
need to be updated to provide for greater disclosure of the merger’s
immediate impact, additional information from the parties on their future
plans, and added protection for communities adversely affected by the
merger. I believe that similar added protections at the Federal level may be

appropriate as well.
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As we continue to study and discuss the merger process on both the
state and federal level, I hope that we can come to a resolution that works for
the bank regulators, the banking industry, and all consumers. I look forward
to working with Chairman Oxley, Congressman Frank, and Commissioner

Antonakes as we strive to address this important issue.

That concludes my remarks. Thank you for your time.

Respectfully Submitted:

Representative John F. Quinn, House Chairman
Joint Committee on Banks & Banking
Massachusetts General Court

Massachusetts State House - Room 42

Boston, Massachusetts 02133

(617)722-2370
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My name is Mathew Thall. T am the Senior Program Director of the Boston office of the
Local Initiatives Support Corporation, or LISC. 1 have held that position for the last 13
years. Previously I was the Executive Director of the Fenway Community Development
Corp. in Boston for ten years. 1 have also worked for the Cambridge Housing Authority,
the Boston Housing Court and HUD during my 30-year career in housing and community
development

LISC is the largest nonprofit community development support organization in the United
States. Since 1980 we have invested nearly $5 billion in 2,400 nonprofit low-income
community development corporations (CDCs) through 34 offices nationwide and a rural
development program reaching 37 states. This investment has financed 147,000
affordable homes and some 22 million square feet of neighborhood retail, community
facilities and educational space in low income communities. Here in Greater Boston,
LISC has invested over $87 million, which has leveraged about $715 million in other
private and public financing of over 6,000 homes and 1 million square feet of
neighborhood commercial and community facility space. LISC has been able to do this
by raising low-interest loans, equity investments, and grants, predominately from private
sector institutions.

LISC does a good deal more than finance community development projects. We build
the organizational capacity of community-based non-profits by providing operating
support and technical assistance. We fund neighborhood revitalization programs that
cannot be financed with loans. We serve as a catalyst for attracting new investors in
community development finance and for enlarging the role of community development in
urban problem solving. A few examples:

¢ In Boston, LISC brought together local and national funders along with the
United Way to create the first CDC operating support funder collaborative in the
country. The phenomenal growth in affordable housing production by the CDCs
supported by that collaborative in its first five years persuaded United Way to
affiliate nine Greater Boston CDCs, and served as a national model for bringing
. operating support and technical assistance to CDCs.  Over a ten-year period
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Boston LISC’s 1-4 Family Housing Program helped CDCs acquire some 200
abandoned houses and rehabilitate them for sale to first-time homebuyers. This
work stimulated an enormous amount of private investment in the neighborhoods
where this blight had existed.

» Our office in Los Angeles has forged an innovative Bridges to Weliness Program,
which is developing neighborhood health care facilities, training lower-income
residents for jobs in health care, and supporting a health care sector business
incubator. LA LISC’s Neighborhood Turnaround Initiative successfully
completed its first phase in 2002, supporting eight CDCs in seven neighborhoods
across the city to bring about comprehensive physical and social changes, in terms
of affordable housing production, new community facilities, commercial
development, and jobs.

¢ In Chicago, LISC is leading one of the most ambitious efforts ever to document
the impact of community development on neighborhood social and economic
health and stability. LISC is now working to extend this methodology at sites
around the country.

s Our Winston-Salem office has provided the seed funding and financing to the
Goler AME Zion Church to develop a master plan for a $44 million New Town in
Town in the Goler Depot neighborhood of the City, with the first projects in that
plan now underway with LISC’s help.

I can say unequivocally that LISC’s work would not have been possible without the
Community Reinvestment Act. CRA made it possible for LISC to develop a strong
relationship with many banks, in Boston and nationwide. As the banking industry
evolves, a strong CRA remains essential to keep those relationships—and capital - in
place for community development.

CRA has been the centerpiece of a remarkably successful system of partnerships among
government, the private sector, and low-income communities. Over the past 25 years,
this system has grown to include a web of interlocking federal policies, such as Low
Income Housing Tax Credits, CDBG and HOME block grants, HOPE VI, McKinney-
Vento homeless housing, and New Markets Tax Credits. CRA stands behind the
financing of housing where tenants use many Section 8 Housing Choice Vouchers, and it
is fostering the reinvention of public housing. And states and localities have added their
own resources to such efforts. This system of partnerships has succeeded because it is
flexible, market-oriented, and responsive to local communities. I hope members of the
Committee can find an hour or two to tour Boston’s neighborhoods and see first-hand
how these partnerships are transforming slums into vibrant communities where families
of all income levels grow strong and businesses prosper. It is challenging but exciting
work in the best tradition of American idealism and pragmatism.
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But now these partnerships are in jeopardy. LISC is deeply concerned that a series of
proposals from the Office of Thrift Supervision and FDIC would begin to dismantle
CRA, and the public-private partnerships that CRA has forged.

e OTS has already reduced its oversight of mid-sized thrifts with assets between
$250 million and $1 billion.

e The FDIC has proposed to do the same for the banks it supervises, as well as to
grant CRA credit for rural community development activities that do not serve
low-income people or places.

« Now the OTS is considering letting institutions ignore investments and services
under CRA.

It is especially disturbing that the OTS and FDIC have acted on their own, without
coordination with the Federal Reserve Board and the Comptroller of the Currency,
discarding over 25 years of joint policy making on CRA. Fragmented regulatory policies
are not just confusing; they also invite a race to the bottom as banks switch charters to
seek the most lenient regulation, and regulators compete to offer it. We fear that other
destructive proposals may follow, until CRA loses all significance. Struggling
communities would suffer in many ways.

1 have attached a copy of an op-ed article by LISC’s Chairman, Robert Rubin, the former
Secretary of the Treasury, and our President, Michael Rubinger, which was published by
the New York Times on December 4, 2004. The article lays out a compelling case for
keeping CRA strong. 1request that it be included in today’s hearing record.

The Committee has invited me to comment on Bank of America’s performance to date on
commitments that it made in connection with the merger with Fleet/Boston. First, I
should say that Boston LISC’s experience with Bank of America per se is still young.
Bank of America has been a very strong supporter of LISC prior to this merger. Irefer
the Committee to the testimony that Michael Rubinger gave to the Federal Reserve
earlier this year on the nature of LISC’s relationship with Bank of America. Bank of
America has been a generous donor to local LISC programs, and often the leading donor.
Bank of America representatives have served on the Local Advisory Committees that
function as LISC’s local boards. Finally, Bank of America has directly financed and
invested in CDC projects that have been “seasoned” by LISC investments.

While Boston LISC is still building its direct experience with Bank of America, we have
had many years experience with its “legacy” institutions: Fleet/Boston, BankBoston,
Shawmut Bank, and Bay Bank, to name a few. Fleet/Boston has been Boston LISC’s
leading corporate supporter in the past five years. Several of Fleet’s staff served on the
Boston LISC Advisory Board and its committees. LISC has done a tremendous amount
of lending side-by-side with Fleet in recent years. We have not only provided the pre-
development loans to CDCs needed to get their projects ready to utilize construction
financing from Fleet/Boston, but have remained in a number of signature projects where
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Fleet has been the senior or lead lender. The Spire Graphics plant in Dorchester, the
former Woolworths Building in Dudley Square, and the Lithgow Building in Codman
Square are a few notable examples. LISC would not remain a permanent lender ina
subordinate position 1o a lender that we did not trust and hold in high regard.

Bank of America has honored and in some ways strengthened the relationship we had
with Fleet since the merger was approved. We are partnering with the Bank and the City
of Boston on an initiative to address comprehensively the community development needs
of the Bowdoin Geneva section of Boston’s Dorchester neighborhood, a community that
has sometimes been overwhelmed by the consequences of poverty and crime. This is an
initiative that was proposed by the Bank, not LISC or the City. Boston LISC is about to
enter the final year of its four-year Campaign for Communities, which seeks to raise and
invest $33 million in Greater Boston’s neighborhoods, towns and cities. Fleet/Boston
was not only the major corporate donor to the Campaign but also agreed to have a senior
person serve as our Campaign co-chair. Since the merger occurred, Bank of America has
not only re-affirmed the Fleet pledge to the Boston Campaign but also reaffirmed its
commitment to chairing the LISC Campaign. We are delighted that Anne Finuciane has
agreed to take the leadership reins of this Campaign in its final critical year.

LISC Vice President for Development has provided me with information about grant
commitments that Bank of America has made to LISC since the merger with FleetBoston
was finalized. We are quite certain that LISC sites that are in the former Fleet footprint
will receive at least as much grant support from Bank of America if not slightly more, in
the next three years.

In terms of concrete, measurable commitments 1 believe that the merger of Bank of
America and Fleet/Boston has definitely made substantially more resources availabie for
community development.  As part of the merger discussions, Bank of America agreed to
convert a portion of a statutorily mandated loan to the Massachusetts Housing
Partnership into an $18 miilion grant. There is no statutory or regulatory basis for
securing this type of grant from an acquiring bank under Massachusetts law. Certainly
our very talented and sophisticated housing advocates deserve credit for bringing about
this grant, which I understand has now been converted to a legally binding obligation.
However, Bank of America was under no legal requirement to make this grant. As far as
I know an $18 million grant by a bank to a state agency for housing and community
development projects and programs is unprecedented in this country. $18 million for
project financing, program and organizational support and technical assistance to non-
profits will make a tremendous difference for a long time to come in supporting our
collective efforts to develop more affordable housing and stronger communities. I
congratulate Bank of America for this financial pledge Ihope that the Bank will be
properly recognized for this commitment and will be consulted on how these funds can
be most effectively deployed in communities across the Commonwealth of
Massachusetts.

Thank you for the opportunity to testify today.
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Questions Submitted by Rep. Barney Frank (D-MA) for December 14, 2004 Boston
Field Hearing

Housing

.Please give a detailed definition of the affordable housing category listed in the
strategic plan, listing each type of loan or investment that will be used to count toward
the goal and the maximum and minimum [oan size that will count toward the $4.1 billion
goal.

.Is BoA willing to report to the public the leve! of lending/investment in each of these sub
areas on an annual basis by state at the end of each year?

.Please list the current BofA affordable housing product mix, including mortgages and
financing products that will be available in MA.

Small Business

.Please give a detailed definition of the category, listing the loan and investment types
and maximum and minimum loan size that will count toward the $1.3 billion goal.

.Is BoA willing to report to the public the leve! of lending/investment in each of these sub
areas on an annual basis by state at the end of each year?

Please list the current BofA small business loans products that will be available in MA.

Consumer

.Please give a detailed definition of the category, listing the types of products (i.e., credit
cards, consumer loans, auto loans) that will count toward the $2.65 billion goal.

s BofA willing to report to the public the level of lending/investment in each of these
sub areas on an annual basis by state at the end of each year?

Economic Development

.Please give a detailed definition of the category, listing the types of products and loan
types that will count toward the $490 million.

.Is BoA willing to report to the public the level of lending/investment in each of these sub
areas on an annual basis by state at the end of each year?

Philanthropy
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What is the regional (Fleet legacy footprint) goal on philanthropic giving? Is it $28
million, as stated previously?

What is the geographic definition of the Fleet footprint? Does it include New England?
New York, Pennsylvania?

Please provide the historic data for Fleet philanthropy goal levels for MA and the Fleet
Northeast footprint in 2001, 2002, 2003 and 2004.

.Please provide a list of all philanthropic community development related grants in MA
for 2001 — 2004.

Procurement/Diversity
.Is BoA willing to report at the end of each year employment diversity by level of
employment on a state by state basis?

s BoA willing to report diversity procurement on a state by state basis at the end of
each year?
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Committee on Financial Services Field Hearing Response

There were a number of questions at the Financial Services Committee field hearing related to
Bank of America’s 10-year, $750 billion community development goal, and our philanthropic
and Multicultural Supplier Diversity (MSD) performance in the Northeast region. Included
below is additional information on these topics.

Breakout of 10-year, $750B Goal Sub-categories
The nationwide $750 billion community development effort will focus on four key areas of
lending and investment to primarily low- and moderate-income (LMI) communities in the U.S.,
including affordable housing, small business/small farm loans, consumer loans, and economic
development. The goal will entail a corporate-wide, cross-functional effort to drive, on average,
more than $203 million in community development activity every day. The targeted goal and
contributing activities for the four category areas are:

1. Affordable Housing: $500 billion
The bank will address and help combat the nation’s critical need for quality, affordable housing

by providing mortgage loans to:
»  Borrowers in low- and moderate-income (LMI) areas,
s Borrowers with incomes below the area median income,
»  Minority borrowers, regardless of income, and
* Borrowers with incomes up to 120% of area median income in high-cost markets.

The bank will also provide financing solutions (pre-development, construction, term finance,
and/or equity) for multi-family and single-family housing serving families below 100% of
median income and/or in LMI census tracts. Military, student, and work force housing in
high-cost areas will also be included.

Mortgage and financing products available in Massachusetts include:
Neighborhood Advantage Credit Flex™

Neighborhood Advantage Zero Down™

Neighborhood Champions™

Community Commitment

ACORN

Agency 97

Federal Housing Administration

Neighborhood Assistance Corporation of America (NACA)
Soft Second Loan Program

Veteran’s Administration

Ajfordable Housing Construction Loans and Letters of Credit

'*  Acquisition and rehabilitation or new construction loans

* Bank of America proprietary products: Community Impact Loan for construction-to-term

s In addition, Bank of America invests in Fannie Mae and Freddie Mac executions; Low-
Income Housing Tax Credit Investments (LIHTC); Historic Tax Credit Investments; New
Markets Tax Credit Investments (FHLB Community Investment Products, such as AHP).
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2. Small Business/Small Farm Loans: $125 billion
Small business and small farms are the economic engine of local communities. The bank is
committed to maintaining its position as #1 small business lender in the U.S,, including in under-
served markets. The bank will provide:

= small business/small farm conventional loans of $1 million or less,

*  up to $5 million to small businesses/small farms in LMI census tracts, and

* government-related and government-guaranteed loans/lines of credit for all amounts.

The bank will also invest in small business investment companies (SBICs), minority-business
venture capital funds, as well as directly in minority-owned businesses. Products available in
Massachusetts include:
*  Small Business Administration (SBA) Loan
Small Business Credit Express Line of Credit
Small Business Line of Credit
Small Business Cash Reserve
Small Business Credit Express Term Loan
Small Business Term Loan
Commercial Mortgage
Small Business Leasing

3. Consumer Loans: $75 billion

The bank will offer home-related loans/lines of credit to borrowers with incomes below the area
median, and to borrowers with incomes up to 120% of area median in high-cost markets. The
bank will also offer other consumer (auto/personal) loans/lines to borrowers with incomes less
than 80% of the area median. This category also includes student loans, regardless of income.
Credit card borrowings are not included in the goal.

4. Economic Development: $50 billion

The bank will make loans, investments and grants, which promote economic development, such
as community development loans, commercial loans in low-income geographies, and
investments in CDFIs. This category also includes grants, contributions and loans to tax-exempt
and/or non-profit entities in support of community development, economic development and
community services to LMI populations.

Community Goal Reporting
On the issue of reporting on our performance toward meeting our 10-year, $750 billion

community goal, our regular annual reporting on the bank’s previous $350 billion community
development goal is a demonstration of our record of offering more extensive local public
reporting than any financial institution.

As was the case for the previous goal, we will report on the $750 billion results on an annual
basis, and will do so at the national, state, and local market levels. For example, in the former
Fleet footprint, in addition to state data, we will provide results in top local markets, including
Boston, MA (Norfolk, Plymouth, and Suffolk counties); Hartford, CT; New York City and Long
Island, NY; North/Central New Jersey; and Philadelphia, PA. These results will be posted
annually to our web site, www.bankofamerica.com. [Examples of online reporting for state and
local markets are attached.}
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The primary channel for local market dialogue will lie in our continued meetings with the
numerous community organizations throughout the Northeast. These meetings will facilitate
discussion on the effectiveness of our community development programs in meeting our strategic
state goals and identify new opportunities in the local markets. Additionally, the bank will
convene a National Advisory Council, comprised of approximately 25 community leaders
focusing on the four key target areas of the $750 billion goal. The Council will have Northeast
representation, We intend to announce the make-up of that group within the next few months.

Bank of America’s Philanthropic Commitment in the Northeast
On the issue of maintaining our charitable-giving levels following the merger announcement
between Bank of America and FleetBoston Financial, we stated that we would maintain and/or
increase our philanthropic support in the Fleet legacy footprint — Maine, New Hampshire,
Massachusetts, Rhode Island, Connecticut, New York, New Jersey, and Pennsylvania.

Included below is an overview of FleetBoston’s charitable-giving levels from 2001 to 2004, For
more detailed information, please visit our web site, which details our local market priorities
(many of which include Community/Economic Development), or www.guidestar.org for a
detailed listing of our grantmaking activities.

State 2001 2002 2003 2004
Maine $500,000 $500,000 $400,000 $475,000
New Hampshire $500,000 $500,000 $400,000 $475,000
Massachusetts $8,000,000 $7,188,333 $5,686,000 $5,800,000
Connecticut $2,400,000 $1,900,000 $1,525,000 $1,675,000
Rhode Island $1,550,000 $1,300,000 $1,040,000 $1,100,000
New York $4,340,000 $3,250,000 $2,620,600 $3,225,000
New Jersey $3,200,000 $2,500,000 $2,000,000 $3,800,000
Pennsylvania $460,000 $460,000 $400,000 $650,000
Additional Corporate $4,500,000 $5,000,000 $4,294,091 $5,500,000
investments

Total $25,453,000 $22,598,333 $18,365,091 $22,700,000

Reporting out on Bank of America’s Procurement and
Multicultural Supplier Diversity Performance
Bank of America currently provides state-by-state analysis of our multicultural supplier diversity
spending on an as-requested basis. Given the volume of business, however, this information is
typically not available until the end of the first quarter of each year.

Reporting out on Bank of America’s Employment Diversity Performance

At this time, Bank of America’s diversity performance is reported annually in accordance with
the federal government’s Equal Employment Opportunity {EEO) governance structure, which
requires us to provide minority and women employment levels by job group level. This report
provides a corporate-level, point-in-time picture of our diversity employment levels. We post this
information annually on our web site — www.bankofamerica.com — using the latest data reviewed
by the U.S. Department of Labor’s Employment Standards Administration’s Office of Federal
Contract Compliance Programs.
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Bank of America has been well known for its progressive workplace practices that support
diversity and inclusion and has received numerous awards and recognition, including:

#1 company in America for multicultural business opportunities, based on an online survey
conducted by DiversityBusiness.com in which more than 300,000 business owners voted.
(January 2005)

One of Working Mother magazine’s “100 Best Companies for Working Mothers.” (October
2004)

One of Latina Style magazine’s “50 Best Companies for Hispanic Women.” (August 2004)
One of Fortune magazine’s “50 Best Companies for Minorities.” (July 2004)

One of Diversitylnc.’s “Top 50 Companies for Diversity.” (April 2004)

One of Minority Engineer magazine’s “Top 50 Employers.” (April 2004)

8% in Equal Opportunity magazine’s “Top 50 Companies” listing. (April 2004)

3™ in the “2004 Best of the Best Corporate Awards for Diversity and Women,” published by
Diversity Best Practices and the Business Women’s Network. (April 2004)
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THE SALE of FleetBoston Flnancial Corp. to Bank of America Corp. wili be determined in part by whether the
Faderal Reserve Bank has confidence in the new entlty’s comrmitrnent to fair lending practices In low-income and
minority neighborhoods, The outcome will fikely be positive for Bank of America, especially given its recent
pledge to provide $750 billion natl ide for ¢ ity cconomic development over the next decade.

Bank of America enjoys an outstanding rating for adherence to the federal Community Reinvestment Act,
which meastires a bank’s services in nelghborhoods where it takes deposits. But the quantity of community
reinvestment mortgages does not tell the entire story. The quality of those loans is critical.

Bank of America will serve the Boston area best if it emulates the community relnvestrnent practices of
BankBoston, which merged with Fleet in 1999. Fleet at the time was the more aggressive mortgage lender to
ioweincome families. But its delinquency rate for those products was roughly 7 percent compared with just 2 or
3 percent in its regular portfolio. Such delinquencles ¢an lead to foreclosures and abandoned properties, major
destabilizers of Jow- income neighborhoods. BankBoston was known to screen ils clients more carefully,
resuiting Ih a 3 percent delinquency rate on Inner- ¢ity home loans that was almost Identical to its general
portfotio.

A Bank of America spokeswoman, Eloise Hale, says the North Carolina-based bank does not disclose
delinquency rates in its home loan portfolios. The lack of such ready information raises questions about Bank of
America’s cornmitment to transparency. Community development activists in the Boston area need ta know
whether Bank of America sees the big picture beyond the rating scale of the Community Relnvestment Act.

Bank of America zlready does a lot of business with the Boston- based nonprofit Nelghborhaod Assistance
Corporation of America, The bank recently pledged Lo funnel $6 biilion in hame mortgage loans to NACA, which
is highty effective in confronting discriminatory lending practices. But the nonprofit's preferred loan product -
requiring no down payment, no closing costs, no fee, and no perfect credit - carries with it the danger of
delinguency, And NACA, like its Bank of America benefactor, Is joath to disclose delinquency rates.

Bank of America is making good-faith efforts locally, including an agreement to maintain Fleet's current
investment tevel in the Massachusetts Housing Investment Corporation, a consortium of banks and investors
dedicated to financing affordable hausing. But less is known about its reinvestment strateqy in Massachusetts,
including small business lending. More sunshine Is needed from the North Carolina megabarnk.
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Bank of America to add 300 jobs Ehe BosonGiobe

Move part of plan to shift unit to Hub
By Sasha Talcott, Globe Staff | December 11, 2004

Bank of America Corp, said yesterday it will bring 300 more jobs to Boston as part of its wealth management
unit.

The decision comes after the bank agreed to relocate 100 executives from that unit to Baston. The bank is in
the process of moving the wealith management unit, one of the bank’s four main divisions, to the city.
phuban i, AGR R,

In the past several weeks, the division’s top executives have moved from scaltered locations around the
country and settled info offices at FleetBostan Financial Corp.’s old downtown headquarters, Bank of America
acquired Fleet, New England’s largest bank, for $48 billion in the spring.

"This further solidifies Boston as a major center of business activity for Bank of America,” said James
Mahonay, Bank of America’s direcior of public policy. "Wealth and investment management is one of our four
major lines of business and is particularly suited to be located In Boston, which is one of the world's leading
mongy managemant centers.”

Bank of America has pledged to maintain the same numbsr of employees in New Englund that Fleet had
before the merger. The bank this year eliminated about 2,900 positions across the region as it consolidated
operations, bul it has added back about 1,100, including call center jobs in Rhode island and executive jobs in
Boston.

The bank plans to add back the rest of the 1,800 jobs over the next two years, Mahoney said. Possible ways
to add spots include new call centers or pracessing centers, more expansion of the bank’s weaith
management division, or moving one or two of the bank's smaller fines of business to Boston,

The bid to relocate the wealth management unit comes after the bank faced intense criticism this year from
Massachusetts politicians over layoffs and other post-merger changes. Things got so heated in the fall that the
chief executive, Kenneth D. Lewis, flew to Boston for a round of meetings with Massachusetts politicians to
reassure them that the bank remained committed to the region.

A few weeks later, Bank of America said #t would move its wealth management division to Boston under the
leadership of a former Fleet executive, Brian Moynihan. Moynihan was already basad in Boston, but many of
the division's other leaders were in New York, Charlatte, N.C., and St. Louis. The consolidation will bring most
of them to Boston.

The wealth management division includes mutual funds, the private bank for wealthy clients, "premier
banking" for the well off, and its brokerage business. It has about 13,000 employses nationally, of which about
1,400 now are based in Boston.

The addition of 300 jobs to the Boston office means more of the division's management and support staff will
move here, said Mahaney, the public policy director.

The decision to bring more jobs comes days belore US Reprasentative Bamey Frank plans to hold a
congressional hearing in Boston to talk about bank mergers. Bank of America executives plan to testity at the
hearing Tuesday about their merger with Fleet, particularly their community development efforts, their
philanthropy, and employment. "We feel we have a very good story to tell,” Mahoney said.
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Frank, a vocal critic of the merger, said yesterday the 300 jobs are a "good sign” for Bosten,

“ was obviously critical in September, but this is the third announcement of new jobs for the region," said
Frank, a Newton Democrat. 7 was very pleased.”

Sasha Talcott can be reached at stalcott@globe.com, w

@ Copyright 2004 The New York Times Comparty
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Massachusetts bonk executives would have to provide detailed estimates of layoffs resulting from proposed
mergers and face perjury charges if they lie to state regulators about the deals, under legisiation filed by the
cochalrman of the state’s banking committee this week.

The move comes after months of controversy over Bank of America Corp.’s $48 biliion acquisition of New
England's largest bank, FleetBoston Financial Corp, Bank of America this year fald off about 800 staff members
in Fleet branches, replacing many with part- timers, despite executives' statements that “customer-facing”
positions would be safe,

The North Carolina bank alse moved away headquarters for two of the six divisions that It originaily vowed to
focate |n Boston.

The public fight showed that state fegislators need to beef up requirements for merging banks, said state
Representative John Quinn, Democrat of Dartmouth, who filed the bili. He wants the state's attorney general
and a member of the public to sit on the board that approves such deals. His bill also asks merging banks to put
1 percent of their assets in Massachusetts which could add up to millions toward economic daveloprment,
including loan financing and issuing bonds.

Quinn yesterday accused Bank of America of misinforming Massachusetts regulators during public hearings in
January on its deal with Fleet,

"We all observed some shortcomings in the approval process in the Bank of Arnerica case, particularly with the
employment levels,” he sald. "People were concerned that a lot of the testimony was at least misleading.”

But Bank of America executives said yesterday the bank had ne intentian of misleading state regulators and,
in fact, Is meeting its commitments to New England. Bank of Ameriza has piedged to maintain the same
number of employees in the region about 17,900 that Fleet had before the merger,

Ta meet that commitment, the bank had pianned to headquarter the six units in Boston, said the bank’s director
of public policy, James Mahoney.

But when executives realized that idea would not work, they went "back to Lthe drawing board” and decided to
move a massive business line wealth management here instead, Mahoney said.

He also said executives made their comments about branch staffing because the bank did not divest any
branches because of the merger, but that executives did not mean their statements to Include other subsequent
changes,

1€ Quinn's bill passes, the change to state law is not Ilikely to affect Bank of America, which has grown so large
that federal rules now prevent it from acquiring any mere US banks.

New England's other major banks Citizens Financial Group, Sovereign Bancorp, and Banknorth Group still are
{ooking for acquisitions, 0 the new rules would have the most impact on them. Representatives from the three
banks declined to comment, saying they had not yet had time to review the legislation.
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The Massachusetts Bankers Association, an industry trade group, plans to express opposition to parts of the bill,
saying it could have a “chilling effect” on mergers in Massachusetts and put banks here at a disadvantage.

"Why should a business entity that's located in Massachusetts be held to a different standard than a business
that's located in Vermont or New Hampshire or any other state?” said Kevin Kiley, the greup's chief operating
officer. "It's important ta the vibrancy and vitality of the state’s banking system to have a wide degree of
flexibllity in which to operate.”

When Massachusetts banks agree to merge, they generally seek approval from federal regulators and from a
three-persen state board.

Still, there is disagreement within the industry about how much power the state board members have to
regulate large national banks such as Bank of America,

Dther public officials also are pushing for a more detailed accounting of layoffs during bank mergers. US
Representative Barney Frank, Democrat of Newton, publicly has called for a closer Jook at job loss in the federal
approval process, and he plans to hold congressional hearings in Boston this month to assess the Bank of
Amerlca deal,

Sasha Talcott can be reached at stalcott@globe.com.
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The staff at the Veterans Benefits Clearinghouse knows many of the homeless men and women who roarm
Boston's streets once served in the armed forces. For years, the small Roxbury nonprofit has helped by finding
them jobs,

Yet the veterans group recently had to eliminate its position of fob developer and, despite its pleas to
corporations in New England and nationwide, has found no funding to restore it.

The agency estimates that It has fost $75,000 in snnual corporate funding over the last decade, as Boston's
major companies are acquired by larger firms out of state.

"It has been a real struggle these {ast couple of years,” sald Ralph Cooper, the group's executive director, "I've
had to lay off people. These are the kinds of things that reslly devastate an agency of our size.”

As a wave of ¢ idation sweeps New industries, communily advocates have jong fretied that
executives will drop out of the community, quit giving to local charities, and turn their attention to a corporate
headquarters hundreds of miles away,

In fact, those fears frequently prove correct, at least in the case of funding the region's smallest norprofit
groups, according to interviews with nonprofit ieaders and a review of tax returns of many of the region's
dominant companies. The growing consolidation of companies has exacerbated a two-tiered system of nonprofit
glving in which, increasingly, the Jargest, most-well-known nonprofits attract the bulk of the doliars from donors,
while smaller groups struggle to stay afleat.

Many of the out-of-state corporations that now dominate the New England landscape stili maintain a substantial
amount of charitable giving in the region, and some even increase their donations, but they tend to concentrate
their money on the most high-proflle nonprofits, such as the Museum of Fine Arts and the Boston Symphony
Orchestra, rather than smaller groups, where their funds will probably bring fer less marketing exposure.

The consclidations in New England's major industries, such as financial services, along with other factors such as
a slow economy and cuts in government funding, add up to a fund-raising environment that many nanprofits,
especially the smaller groups, describe as the worst they have faced in years, The growing fight for funding has
forced more than 600 Massachusetts nonprofits to dissolve in the last several years and even more to trim staff
and cut programs,

The compatition only has grown fiercer amang those jooking for funds: the number of nonprofits in
Massachusetts has skyrocketed in the last decade, swelling to 40,000 ast year fram 26,000 in 1993, Those
additional groups now are clamoring for funding from the remaining corperations and charitable foundations
headquarterad in the region, stretching resources thin.

The strain on smali nonprofits has come to the forefront in the last year after the acquisitions of two of the
region's mast generous philanthropic contributors: Canadlan insurer Manulife Financial Corp. bought Boston's
Juhn Mancack Financial Services Inc., and Bank of America Corp. of North Carolina acquired Fleet8oston
Financlal Corp. Both have pledged to maintain at least the same levels of charitable contributions.
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At many companies that have merged over the last decade, however, the changes have been particulacly
striking. MetLife funded nonprofits arcund the region after it acquired insurer The New England in the mid-
1690, But around 2001 or 2002, it centralized its giving in MetLife's New York headquarters and abruptly
stopped funding several of the smaller arganizations, Including a summer program for urban youth, That group,
the Summer Fund, which slipports summer camps around the region, has seen its corporate giving plummet 80
percent over the fast decade, fordng the organization to scramble for funding from other sources.

A review of the 2003 tax returns from MetLife's charitable foundation showed that the New York insurer gives
thousands of doliars to large, well-established nonprofits in Boston and New England, Including more than
$500,000 to varlous divistons of Harvard University, $50,000 ta the Boston Symphony, and $20,000 to the
Isabella Stewart Gardner Museum.

Other prominent companies also have curtailed their giving or changed their (unding priorities to exclude many
of the region's smaller nonprofit groups, The charitable foundations for Verizon Communications Inc., Hewlett-
Packard Co., and Putnam Investments ali decreased their giving In the last several years elther ih Massachusetts
or everall, accarding to the tax returns of their charitable foundations or infarmation on their websites. Acquirers
of other Boston Institutions simply concentrate thelr giving closer to home: Mellon Financial Corp., which
acquired the investrnent and management firm the Boston Co., in the mld-1990s, gave about $250,000 to
nonprofits in Massachusetls in 2002, compared with about $2.1 mililon in Pennsylvania, its home state, records
from its charitable foundation show.

But many of the companies maintained that a review of thelr charitable foundations does not fully take into
account the extent of their corporate giving, Including their employees’ volunteer efforts, and sald they try to
give te smaller groups as well as large ones. A spokeswaman for MetLife said its charitable contributions to
Baston have Increased "significantly” over the donations of insurer The New England, and its tax returns show
that, across the entire country, philanthropy has increased, HP donates computer equipment to nonprofits In
addition to its foundation grants, including some for New England nonprofits. Gifts from HP's foundation
primarily fund disaster relief, 2 spokeswoman said.

Scveral of the companies, including Mellon and Verizon, directly disputed the numbers in listed in their tax
returns or on their websites, saylng charitable giving has remalned the same or increased. A spokesman for
Mellon said that when additional sponsorships and grants are taken into account, the company gave about
$750,000 to Boston In 2002, three times the $250,000 listed in its tax returns. Putnam sald it shifted some of Its
charitable giving to different departments of the company, which could account for the decrease on its tax
returns.

The change in corporate giving stems in large part from a growing realization among bigger companies that
philanthropy can aid their marketing efforts, foster good will in a community, and bolster their brands. These
firms are making more large and visible gifts to nonprofits, ar even naming their own programs. John Hancock,
for example, recently created a summer jobs program called John Hancock Scholars.

The smaller nonprofit groups, on the other hand, are far fess visible, so companies’ gifts are more likely to go
unnoticed.

Through the mergers and a lackiuster economy, New England’s more weli-known philanthrapies have struggled
but ultimately held their own, 25 several traded on thelr national reputations to attract funding from out-of-state
companies. The Museum of Fine Arts and the Boston Symphony said their corporate giving held steady over the
last few years.

“you sponser something at the Bostan Symphony, the Paps, or Tanglewood, and you can reach a lot of people,”
said Mark Volpe, managing director of the Boston Sympheny. "That's frankly the advantage the bigger
nonproflts have, It's just the pure numbers."

For smaller groups, it is another story. Many say they have been dismissed without explanation when they apply
for funding from out- of-stale companies.

"When I speak to people in Dallas, they can't spell Worcester, they can't say Worcester, and they've never heard
of a First Night,” said Joyce Kressler, executive director of First Night Worcester, a New Year's Eve festival,
which has seen funding fluctuate over the last several years, "In thase instances, every community has
suffered.”
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Not every corporation is cutting back on Boston philanthropy, inciuding some of those headquartered eisewhere.
Bank of America has piedged to increase Fleet's charitable giving substantially after the merger, while
Soverelgn Bancorp and Citizens Financial Group 2iso have increased thelr donations. Citizens, a Royal Bank of
Scotland subsidiary, makes its philanthroplc decisions locally and carves out a special subset of its philanthropy
for very small nonprafit groups.

In the case of Bank of America, it remains unclear whether the extra money will go to community-based
nenprofits, or targer, more recognizable groups. Bank of America directs much of its grants toward well-known
nohprofits, including the Habitat for Humanity, the Junior League, and Boys and Girls Clubs. But the bank does

give maney to lesser-known nonprofits as well. It also promises more local decision-making a gorporate
giving, and it has appointed Fleet's former chiefl executive, Cha, ford, &8 chalrman of its foundation.
e

Stiil, small groups are finding it difficult to adjust to new realities, Though Bank of America executives have
met with dozens of nonprofit leaders to reiterate thelr pledge to remain involved in community, the bank created
confusion earfier this summer when it malled literature for jts new funding Initlative, called Neighborhood
Excellence, to New England's nonprofits. The bank intended the program to add to its giving efforts, not take
money away, said Anne Finucane, president of the Northeast Bank of America.

But several local nonprofits, nervous about the banks' merger, took a look at the notice and assumed It meant
Bank of America would no longer fund them.

“We were about to send in a new application, but we heard they have this big new initiative,” sald Greg Zaff,
executive director of SquashBusters, a Boston nonprofit that uses squash to teach responsibiiity and academic
skills to urban youth, "We decided after tatking to a representative that it didn't necessarily fine up that well, so
we didn't submit.”

Sasha Talcott can be reached at stalcott@globe.com.
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Bank of America Corp, said yesterday It will eliminate 4,500 more jobs as it absorbs the aperations of
FleetBoston Financiat Corp.

The decision comes on top of 12,500 job cuts that the bank initially said it would eliminate during the merger.
The bank's move drew fire from two Massachusetts lawmakers, who expressed frustration that they had
received littie notice of the bank's decision and worried that the cuts would wipe out any gains that the bank had

promised the state.

Bank of America exacutives said just 140 of the job cuts will come from Massachusetts spread across business
fines but not in the branches bringing the total Fieet job cuts In the state to about 850. They also said the bank
is adding jobs: Bank of America recently said it would move 100 tap executives from the bank's wealth-
management division to Soston, As part of that decision, it recently informed 29 Charlotte, N.C., employees who
had handled mutual fund administration that thelr fobs will move here.

*The additional wealth-manag positions will offset these near-term reductions,” said Alexandra Trower, a
bank spokeswoman.

Bank of America has pledged to maintain the same number of employees in New England that Fleet had here
before the merger, though it has long said it would cut some jobs and add others. The bank said yesterday its
4,500 job cuts would not affect that promise.

But US Representative Barney Frank, a Newton Democrat, criticized the layoffs yesterday and pledged to grill
the bank on its job reductions during a congressional hearing to be held in the Boston area this year, He said he
is especially unhappy that Bank of America chief executive Kenneth D. Lewis, who traveled to Boston last
month to meet with public officials and discuss jobs he would bring to the region, did not disclose that the
company was considering additional cuts.

"They said, 'It ebbs and flows,' " said Frank. "Well, ebb Is way ahead right now.”

Yesterday's cuts also reflect Bank of America's push under Lewis's leadership to Intensify its focus on creating
shareholder value. Well before buying Fleet, Bank of America cut back its own operations, Including eliminating
more than 35,000 jobs. It also outsourced some back office jobs to India, closed a handful of call centers, and
reduced its commercial foan business in emerging markets such as Pakistan.

Those and other cost-cutting moves made Lewis a hit on Wall Street right up until a year ago, when Bank of
America said it would pay $48 blillon to buy Fleet. Some analysts at that time lashed out at the bank, calling
the deal too expensive.

In the last several months, however, Lewis has made 3 serles of high-proflle moves to regain Wall Street's trust,
including working without an empioyment contract, Increasing the amount of money the bank plans to save in
expenses, and posting substantial galns in new customers throughout the Northeast. As a result, many original
¢ritics of the deal now supportit,

The bank's disclosure of the layoffs, headiined in a press release "Bank of America business model

1 d PI50L81885 ON/B2 11 18/90: 11 7061 70 (No) LI NTATAR wowd



348

Print Results Page 20f 2

simplification and merger transition yield additional savings opportunities,” comes a week before the bank
releases its third-guarter earnings. The bank's stock closed up 18 cents yesterday, at $45.43.

Across Bank of America, the 4,500 fayoffs fall into three general groups: The bank's mortgage business has
slowed substantially as interest rates rise, which means hundreds of job cuts in that area. Additional cuts stem
from the Fleet merger and a recent "realignment” of some of the bank's lines of business, where the bank was
able to eliminate duplicate staff. The latest round of cuts comes maostly from support staff and does not include
employees in the bank's branches,

While Bank of America has appeased some critics on Wall Street, severat of the bank's recent moves have
created an outcry in Massachusetts, where Fleet had been based. Bank of Amerlca originaily said it would
headquarter six of the bank's divisions in Beston, but it moved away responsibility for two, The bank aiso lald off
800 staff rmembers in its Nertheast branches despite executives’ previous statements that "customer-facing”
employees wauld be safe. The bank said it would create 600 jobs In its branches, though many will be part time.

The layoff announcemaent yesterday only added fuel to that fire. Bank of America had about 181,000
employees around the time it merged with Fleet, though it had pared its head count to 178,000 in recent
months.

*I don't think the average Bank of America employee right new can feel comfortable that they can make solid
financial plans for their families," said US Representative Michael E. Capuano, o Cambridge Democrat,

Other public officials who had been critical of Bank of America held their fire yesterday, A spokeswoman for
Governor Mitt Romney sald his administration wiil "continue to monitor the situation closely and carefully,” and
Treasurer Timothy Cahill said the layoffs do not break any of the bank’s commitments to the state. State
Representative John Quinn, cochalrman of the Leglislature’s Joint Committee on Banks and Banking, said he was
concerned but would "wait and see” what happens over the next several months,

Sasha Talcott can be reached at staicott@globe.com.
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There was a refreshing glimpse of bipartisanship this week, and it was not the sight of a Democrat from Georgia
prepating to address the Republican National Convention In Manhaltan.

Senator Zell Miller's moment in the spotiight in Mad!son Square Garden tonight is about ane man's political
confusion, not about bipartisanship. What is happening in Bosten, h , is the real thing, Republicans and
Democrats acting together out of enlightened self-interest,

Representatives of bath parties are pressuring Kenneth Lewis, chief executive officer of 8ank of America, to
explain why the third largest bank in the nation is reneging on. its commitment to preserve local fobs after its
recent takeover of FleetBoston Financial Corp.

The head of the North Carolina-based bank seems to have thought this was an idle question, given the fack of
Izgal oversight by municipal and state governments of the federally regulated banking industry. But this is
Boston, not Charfotte, and Lewis flew north once he realized that Bostonians know more than ane way to ensure
that the new bank in town agrees to be a good neighbor,

Massachusetts Treasurer Timothy P. Cahill is threatening to pull $120 million of state business, including
certificates of deposit and stock holdings in the state's retirement fund, out of Bank of America. City Councit
Prasident Michae! Flaherty and Councilor Jerry MeDermolt are suggesting the city take its business elsewhere,
oo, if Lewis does not make good on pre-merger premises that Massachusetts wouid retain its focal jobs and
bank divisions., US Representative Barney Frank is vowing to propose tighter federal reguiation of the banking
industry when Congress reconvenes this month in light of what he calls Bank of America’s "arrogance, lack of
hunesty, and disregard for the ecopomic needs of Massachusetts.”

It is not often that Frank and Governor Mitt Romney find themselves on the same page. But ofﬂcials in the
Republican governor's administration are echoing the concerns of D ats. i Steven
Antonakes wants Lewis to explain how Bank of America’s decision to move its small-business banking unit and
its Latin American unit out of Massachuses is consistent with the CEQ's promise before the acquisition to
maintain employment levels in the state.

Lieutenant Governor Kerry Healey canceled a planned appearance at a breakfast sponsored by the bank at the
Republican convention this week, a symbolic but not insignificant gesture trivialized by these predisposed to
marginalize any action by the only woman in Massachusetis elected statewide.

This bipartisan coalition should not stop with Lewis. Bank of America did not invade Massachusetts; Fleet
invited the corporate giant to town, and the Fleel executives who have benefited from Lhe $48 billion acquisition
ought to be held just as accountable for Bank of America’s short-term memory lapse. That means Chad
Gifford, chairman of tha newly merged company, and Anne Finucane, president for New England and director of
strategic issues management.

No one would argue that Lewis should ignore pressure fram Wall Street to deliver on his high stakes purchase.
But no one held a gun to Lewls's head to extract his promise that savings would be accomplished without a
wholesale assault on jobs in Massachusetts. Would he have gotten his merger without that pledge? Probably not.
That's why a man's word is supposed to be his bond. It is not reassuring to learn that almost half of the space at
Bank of America's Federal Street headquarters has been put out for lease.
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The nation that bigger means better, that better means leaner, that leaner means profits above people is not
some immutable law of nature. It is a crass, financial calculation that ignores the realities of working men and
women who are the face of Bank of America. Profits matter, but so do tellers who will be unable to pay the
rent when full-time jobs are reduced to part-time or eliminated,

Let's not pretend it's not a choice,
Elleen McNamara is 3 Globe coturnnist. She can be reached at menamara@globe.com.
Decument BSTNGB0020040901e0910009w
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SUGGEST BOSTON'S FUTURE WITHOUT FLEETBOSTON ISN'T EASY TO PREDICT
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SAN FRANCISCO - The tony corporate boardroom that once hosted some of California’s most powerful
executives is now up for rent.

The Stst-fioor pewer suite of the Bank of America building, an anchor of San Francisco's skyline, stands
targely empty, except for the ghosts of the bank's former chief executives, whose portraits grace its walls,

It was just flve years ago that San Francisce lost its fargest bank - and a key piece of the city’s pride - when
NationsBank of Chariotte, N.C., gobbled up BankAmerica Corp. in what was then billed as a "merger of equals,"
The bank's corporate headquarters headed off to Charlotte, and San Francisco was left with a landmark maroon
building that bears Bank of America’s name but far fewer of its power brokers.

in three months, when the same Bank of America Is scheduled to swallow FleetBoston Financiat Corp.,
Boston's largest hometown bank will be gone. But if San Francisco's experience is any indication, the future of
Boston's merger may be more complicated than its supporters, or its critics, will admit.

A month after the merger closed, San Francisco’s old chief executive was gone. The "merger of equals’ dissolved
Into an acquisition. Though the new bank actually gives more In dolfars and cents to the city, it has failed ko win
aver a vocal corps of community groups, which remain convinced that the new bank is distant and unfeeling.

"The transfer of power clearly went from San Franclsco to North Carolina,” said Richard Puntillo, 2 finance
professar st the University of San Francisce. "There was a kind of coming down for ys, We lost something, even
though the vast majority of customers wouldn't notice any difference,”

But that "lest something” remains hard to define, To some, it's about not belng able to pick up the phone and
cali a bank representative in their city. To others, It's more about the indignity that many California community
ieaders have never talked things out with the company's chief executive.

"We've {ost that communication link," said Mel Washington, president of the San Francisco Black Chamber of
Commerce. The group used to get about $50,000 to organize workshops on access to capital and credit repair,
Since the merger, however, he said the bank has been "disinterested” and has not supported the organization.

Flve years after the San Francisco deal, activists across California are still furious at the bank for what they view
as a string of broken promises. They decorated the walls at a recent Federal Reserve Bank meeting with posters
proclaiming "We're not a colony,” sang 2 Mexican protest song, and passed out fortune cookies with the
message, "Beware of banks that speak loudly and say little,”

But though anxiety fevels are running high, a Giobe review of Bank of America‘s efforts in California befare and
after the merger shows that, by several key indicators, the bank has actuaily improved its performance.

The bank's charitable giving In the state increased after the merger, while its reflnancing loans to blacks and
Latinos went up as well. Arts groups such as the San Francisco Ballet and the Opera saw thelr funding from
Bank of America remain relatively constant or increase. The bank shut some branches, but it has since openad
Many now ones,
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Even for Bank of America's loyal California customers, the San Francisco merger had some unsteady moments.
when applying to reflaance his Gakiand home a few years ago, Darien Belanger decided to add his domestic
partner to the deed.

But the newly minted banking giant processed his application in Texas and, on the 59th day of the 60-day
window to close the deal, Bank of America called with some bad news: If Belanger wanted the loan, the bank
sald, he would have to bring an extra $1,800 to the closing the next day to cover additional property tax
liabifities the bank had overlooked.

"They just weren't familiar with the California market,” he said. "I was paying them to help me. It's their
business to know about this stuff.”

Like Boston, San Francisco has always regarded itself as a financial hub. When a North Carolina Utan one-upped
its local bank, the city sought assurances that Bank of America would remain committed to the community -
just as Boston did during the Fleet merger.

Across the country, citles such as Los Angeles, St. Louls, and Phoenix all lost banks during the wave of mergers
that engulfed the industry in the 1980s and '90s. The trend has continued more recently, as Chicago is
scheduled to lose Bank One Corp,, Its last major bank, when It merges with 3.P. Morgan Chase,

But in San Francisco, things went particufarly bad. Soon after the merger, BankAmerica's former chief executive
- the most powerful advocate for California in the newly comblined bank - abruptly resigrned, and other senior
California executives fallowed,

That legacy Has Californians feeting shortchanged, regardiess of what the bank does now.

“At the beginning, it was like dating,” said Darlene Mar, a member of the steering committee (or the Councit of
Asian American Business Assoclations, "They sent Hugh McColl” - the combined bank's then-chlef executlve - “to
San Frangisco, and he reaffirmed his commitiments. But then things started to taper off."

Before the deal had closed, she tore up her Bank of America cradit card and shut down her bank account,
Instead, she moved her money aver to Wells Fargo & Co,, which still has Its headquarters in San Francisco.

Though much of the hard data favor the bank, naysayers have it right on one Important count: small business
foans under $100,000. After Charlotte became the new headquarters, the bank made far fewer of these loans in
San Francisce County, according to information from the Federal Financial Institutions Examination Council.

But Bank of America officials dispute the potion that smafl business jending acrpss the state has undergone
any decline. Though the bank did very little small business lending five year ago, Bank of America has now
become the number one small business lender in California, said Liam McGee, Bank of America’s president of
consumer banking.

"we have dramatically deepened our involvement in matters crucial to the guality of life in California In the flve
years since the NationsBank merger,” he sald. "I'm talking particularly about housing, small business
development, education, and financial literacy.”

After the merger, Bank of America’s funding cholces also attracted a mix of praise and criticism. One group,
the Southeast Asian Community Center, has received more than $300,000 from Bank of America over the last
five years ~ with the bulk of that money coming after the merger,

Without that money, the borrowers could never have started small businesses ranging from a metal fabricator to
a Janltorial service, said Victor Hsi, the center's business dlrector.

"This is critical, he said. “These people generally don't qualify for loans. This lets them start their own
business."

But for every Southeast Asian Community Center, activists say, there Is another San Francisco group that
cannot get Bank of America’s attention. The Mission Language and Vocational School, which teaches job skills
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to Latino immigrants across the region, said Bank of America has turned down an application to fund its job-
tratning program for Latinos, saying it Is "not a funding priority.”

"We just feel fike they've drawn back," said Alan Fisher, executive director of the California Reinvestment
Committee, 2 group that monitars banks' commltment to the community. "It's kind of scary for us. This was our
big homegrown bank, and no one thought it was going to be anything else.”

But there are several reasons Lo believe that Boston's experience in a merger with Bank of America will not
parafiel that of its West Coast counterpart. In a signal of its commitment to New Frgland, Bank of America has
4ppainted several top Fleet executives to the newly combined company, and Fleet's chief executive, Chad
Gifford, will become chairman of the combined company after the deal.

Bank of America has promised to maintain employment levels in New England, which it plans to accomplish by
relocating several key divisions to Boston. The bank recently appointed Anne Finucane of Fieet to oversee
strateglc planning in the merger, another sign of Fleet's power in the combined bank.

Even so, many Californians urge custorners in New England to remain skeptical.

"For Boston down tha road, once you become a national bank, iCli be itke, “Boston? Boston who?' " said Mar of
the Council of Aslan American Business Associations, "Just like it's now ' California? Califernia who?' ”

Sasha Talcott can be reached at stalcoti@globe.com,

SIDEBAR: DESPITE VOCAL LOCAL COMPLAINTS, INDICATORS REFLECT A MIXED IMPACT ON THE COMMUNITY
PLEASE REFER TO MICROFILM FOR CHART DATA.

Caption: 1. LENDING PLEDGE Smail business owner Caro! Guan was able to get started thanks to 3 $300,000
donation to the Southeast Asian Community Center from Bank of America. Some praise the bank's
commitment to {ending in the San Francisco area. 2. DQMINATING The San Francisco building where Bank of
America formerly calfed home now rents its once-bustling corporate boardroom for mere few hundred dotlars
and houses far fewer employees. 3, TURNED DOWN Students Oscar Quijada (left) and Christopher Rojas at San
Francisce’s Misslon Language and Vocational School, The program claims Bank of Americs rejected
applications to fund Its job training program for Latinos. / GLOBE PHOTOS / JAKUB MASUR 4, Rocky Yau in front
of his store in San Francisco's Chinatown. Yau was able to open his business with help from the Southeast Asian
Community Center, which received funds from the Bank of America, / GLOBE PHOTO / JAKUB MOSUR
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EXECUTIVE SUMMARY

This SouthCoast Workforce Development Update focuses on the banking
industry, because a recent wave of mergers and acquisitions is having a significant and
immediate impact on the SouthCoast workforce. The SouthCoast includes the Cities of
Fall River and New Bedford and the Towns of Acushnet, Dartmouth, Fairhaven,
Freetown, Lakeville, Marion, Mattapoisett, Rochester, Seekonk, Somerset, Swansea,
Wareham, and Westport. More than a decade of on-going bank consolidation is having
an impact on the South Coast’s employment that is comparable to the decline of the
fishing industry over the same period of time. Yet, there are few provisions for dealing
with employment dislocation in the banking sector.

Area Employment in the Banking Industry

« Between 1993 and 2003, total South Coast employment in the banking industry
dropped by about 31 percent from 2,206 to 1,523 employees:

e These declines are partly the result of productivity and efficiency improvements
created by the introduction of automated banking services, such as telephone
banking, online banking, and automated teller machines (ATMs). Banking
industry employment remained relatively stagnant from 1993 to 1996,

» However, most job losses in the banking sector are directly attributable to mergers
and acquisitions over the last 10 years:

> In 1995, Fleet Financial Corporation acquired NBB Bancorp and
Shawmut National Corporation to become the largest bank in New
England. As a result, the NBIS headquarters in downtown New
Bedford was closed and the SouthCoast lost 179 employees between
1995 and 1997.

» In 1997, Bank of Boston acquired BayBanks in a $2 billion merger,
which resulted in the loss of twenty-nine bank units and just over
100 employees in the South Coast.

> In 1999, Fleet Financial Corporation acquired BankBoston and
Citizens Bank acquired USTrust Corporation. Between 1999 and
2001, employment in the banking sector dropped from 2,017 to
1,597 employees.
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Bank Units and Employees in the Southcoast: 1993 to 2003
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Prospective Indicators in Area Employment

There are currently three pending mergers and acquisitions that could result in a
projected job loss of up to 500 South Coast employees within the next eighteen to
twenty-four months. This is more than one-third (34.5%) of the South Coast’s banking
industry employment:

e It was announced in January of 2004 that Sovereign Bancorp will acquire
Seacoast Financial Services for $1.1 billion. Sovereign Bancorp will eliminate
approximately 350 employees in southeastern Massachusetis with most of the
employees located in the South Coast.

e In April 2004, FleetBoston Financial merged with Bank of America (BofA) in a
$47 billion acquisition. BofA will eliminate approximately 500 employees in
Massachusetts with an undetermined impact on the South Coast.

e In May 2004, Webster Financial Corporation completed its acquisition of
Swansea-based FirstFed America for $465 million. As of May 2004, Webster has
already eliminated twenty percent of FirstFed employees with the expectation of
more workforce reductions.
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1.00 PURPOSE OF STUDY

The Center for Policy Analysis was retained in 2001 by the Greater New Bedford
Workforce Investment Board and by the Bristol Workforce Investment Board to identify
critical, emerging, and declining industries in the two Workforce Investment Areas
(WIA) and to recommend actions to guide the implementation of workforce development
policy in the SouthCoast Area. This SouthCoast Workforce Development Update focuses
on the banking industry, because a recent wave of mergers and acquisitions is having a
significant and immediate impact on the SouthCoast workforce.

Consolidation has been one of the banking industry’s most noteworthy trends
since the late 1980s, when concerns about many banks’ credit quality led to a wave of
mergers and acquisitions (M&A) throughout the United States as strong banks took over
weak or failing institutions. Bank mergers and acquisitions accelerated in the 1990s,
before slowing more recently until the impact of federal deregulation initiatives
stimulated a new wave of mergers and acquisitions. In November of 1999, the Gramm-
Leach-Bliley Act was passed by Congress, which effectively repealed the Depression-era
Glass-Steagall Act that restricted banks’ ability to engage in debt and securities
underwriting. The 1999 Act creates a new kind of financial holding company that is
permitted to expand into a variety of business activities related to financial services,
including the underwriting and selling of insurance and securities, conducting
commercial and merchant banking, investing in and developing real estate, and other
complementary activities.

Thus, the primary factor favoring further consolidation is competition, which has
intensified pressure on banks to expand market share, improve efficiency, and offer a
broader range of financial products. Consolidation can help banks fend off competition
from other commercial banks and from non-bank providers of financial services. Banks
contend that they become financially stronger following a merger because they can
reduce the acquired bank’s operating costs, particularly in intra-market deals, where the
duplication of bank infrastructure is high. In fact, most straight banking acquisitions
have been intra-market deals rather than mergers between players operating in different
geographic territories. Combining back-office operations and closing branches in
overlapping service territories can cut the combined banks’ costs by 20 percent or more
in most cases. Other benefits of consolidation are expanded delivery networks,
geographic and product diversification, and fewer competitors in a given market. Thus,
according to Standard & Poor’s Industry Surveys “consolidation may continue over the
long-term as banks move to compete more efficiently in a less regulated environment”
(Momio 2003).

However, the impact of bank consolidation on employment and employees is not
sufficiently addressed by state and federal workforce development policy or the
Community Reinvestment Act. Published reports by bank officials indicate that as many
as 500 employees, or as much as 33% of the South Coast’s remaining banking sector
employment, could be eliminated over the next 18 to 24 months. Despite the possibility
of intra-company transfers and some expansion by smaller community banks, more than

1
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a decade of bank consolidation is having an impact on the South Coast’s employment that
is comparable to the employment declines in the fishing industry over the same period of
time. Yet, there are few provisions for dealing with employment dislocation in the
banking sector.

Figure 1

—4&— Banking Employment
~8— Fishing Employment

1.10 The SouthCoast Financial Services Cluster

The Financial Services cluster includes banking, savings institutions, credit
unions, insurance carriers, insurance agents, securities and commodities brokers, funds,
trusts, and real estate. In the Greater New Bedford Workforce Investment Area Financial
Services was identified as a critical but declining cluster that accounted for 3.2 percent of
the area’s total employment (2,080 jobs) in 1999. The largest employers in the cluster
were banks (971) and insurance agents (390). However, total employment in the cluster
decreased from 2,151 in 1992 to 2,080 in 1999 primarily due to employment declines
among insurance carriers (-60.3 percent) and banks (-13.5 percent) (Center for Policy
Analysis 2001a, 31).

In the Bristol Workforce Investment Area, Financial Services accounted for 3.6
percent of the area’s total employment (4,749 jobs in 1999. The largest employers in the
cluster were banks (1,985) and insurance agents (1,098). Total employment in the cluster
decreased by 7.1 percent from 1990 to 1999. This decrease was also primarily due to
employment declines among insurance carriers (-68.5 percent) and banks (-2.8 percent).
Much of the decline in the insurance industry is due to consolidation and downsizing.

Banking is one of the major sectors of the SouthCoast’s Financial Services cluster
and many of the cluster’s largest employers were in the banking sector, including Fleet

2
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Bank, First Federal Savings Bank of America, and SeaCoast Financial Services
(Compass Bank).

1.20 Banking as a Critical and Declining Employment Sector

A cluster is a group of firms in two or more industries linked together by shared
customer, supplier, or other relationships. Clusters of competitive industries tend to
concentrate geographically to take advantage of natural resources, specialized research
and development facilities, local concentrations of industry-relevant labor skills,
industry-specific infrastructure, inter-modal transportation networks, and other synergies
attributable to business clusters.

Critical clusters are defined as those that employ 3 percent or more of the total
private workforce in a designated geographic area.

An emerging industry could fall below the 3 percent threshold if it is showing
rapid growth (e.g., from 1% to 2% of total employment over last 10 years). Emerging and
critical industries are typically identified based on past and projected rates of growth in
the number of business units and employment within the designated geographic area.

The term declining industry refers exclusively to declines in employment. The
term does not necessarily provide insights into the profitability and financial health of an
industry, the demand for its products or services, or the condition of individual firms
within an industry. In fact, an industry can be shedding total employment, while
increasing annual output, sales, and profits through organizational restructuring or
technological innovations that allow firms in the industry to produce greater volumes of a
good or service with fewer employees. It is also possible for individual firms to be stable
or expanding within a declining industry due to higher than average productivity,
superior marketing, or the capture of niche markets where they face little competition
from other firms in the industry. The term also does not describe the quality of the jobs
created or lost in a particular industry, since an expanding employment sector can be
creating low-wage jobs with few benefits, while a declining sector could be restructuring
its workforce to rely more heavily on high-wage skilled employees that achieve higher
rates of productivity due to their use of technology.

An industry may be both “critical and emerging” (i.e., important and adding
employment) or it may be “critical and declining” (i.e., important and shedding
employment).

The Center for Policy Analysis identified Financial Services, and particularly
banking, as a “critical and declining industry” in the Greater New Bedford and Bristol
Workforce Investments Areas in its 2001 economic base analyses. This designation was
based on past employment trends, but included the likelihood that employment would
continue to decline as a result of further consolidation and restructuring in the banking
sector and the growing use of automated banking services, such as telephone banking,
automated teller machines (ATMs), and online banking that reduce demand for labor.
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1.30 Changes in the SouthCoast Banking Industry

The SouthCoast has been witnessing a decline in banking industry employment
for the past decade along with the rest of the country. Since 2001, the banking industry
has been characterized as a critical and declining industry in the Greater New Bedford
and Bristol Workforce Investment Areas. Figure 2 displays the number of banking units
and bank employees in the SouthCoast area from 1993 to 2003 (ES-202). The
SouthCoast includes the cities/towns of Acushnet, Dartmouth, Fairhaven, Fall River,
Freetown, Lakeville, Marion, Mattapoisett, New Bedford, Rochester, Seekonk, Somerset,
Swansea, Wareham, and Westport. The chart does not include data for Acushnet,
Freetown, and Rochester. Bank units are classified as depository credit intermediations
by the North American Industry Classification System (NAICS) and it includes
commercial banking, savings institutions, and credit unions. Before 2001, bank units
were classified as depository institutions by the Standard Industrial Classification System
(SIC), and included central reserve depository institutions, commercial banks, savings
institutions, credit unions, and foreign banking agencies.

Figure2
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Between 1993 and 2003, total employment in the South Coast banking industry
dropped by about 31 percent, from 2,206 to 1,523 employees, while the total number of
banking establishments decreased by twenty-four units.  Although the economy
recovered from a recession in the early 1990°s, employment in the banking industry
continued its long-term decline through the rest of the decade. In February 1995, Fleet
Financial Corporation, based in Providence, Rhode Island, acquired NBB Bancorp, the
parent company of the New Bedford Institute for Savings (NBIS), which had operated
fifty-three bank branches in the South Coast area (O’Connor 1995). At this time, Fleet
did not have a strong presence in the South Coast, but the acquisition resulted in the
closing of two Greater New Bedford branches (Costa-Crowell 1995). At the time, Fleet
officials stated that an undetermined number of NBIS’s 600 employees would be

4
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eliminated, including the closing of the NBIS headquarters in New Bedford, MA
(O’Connor 1995).

In the same year, Fleet Financial acquired Shawmut National Corporation, based
in Hartford, Connecticut in a $3.7 billion deal. After the acquisition was finalized, Fleet
became the largest bank in New England and the ninth-largest bank company in the
United States (Pope 1995). The Fleet/Shawmut merger resulted in the elimination of
1,200 Massachusetts employees from the Shawmut and Fleet workforce and the closing
of about 160 bank branches (Pope 1995). Although Shawmut had operated branches in
New Bedford, Dartmouth, and Wareham, it is not known if any of these branches closed
due to the merger, but either way the South Coast lost 179 bank employees between 1995
and 1997.

In an effort to compete with Fleet Financial, Bank of Boston and BayBanks
initiated a $2 billion merger in 1996, which resulted in the elimination of sixty-five bank
branches affecting approximately 400 employees across Massachusetts (Esposito 1997).
By the end of 1997, the newly named BankBoston had eliminated a total of 2,000
employees statewide due to the consolidation of management, back office operations, and
branch closures (Shook 1997). The SouthCoast lost twenty-nine banking establishments
and just over 100 employees between 1996 and 1997, mainly due to the Bank of
Boston/Baybanks merger. The job cuts were part of a plan to save approximately $230
million a year by 1999 in the newly merged BankBoston.

The anticipated savings at BankBoston were barely realized before Fleet Financial
Corporation announced it plans in March of 1999 to takeover BankBoston in a $13
billion deal. By the end of 1999, the deal had been finalized and FleetBoston would
become the nation’s eighth largest bank with more than $190 billion in assets. The
merger was expected to produce savings of over $700 million per year mainly by
eliminating 5,000 jobs in New England by 2001 (Bartolotta 1999). At the time, bank
executives estimated that the SouthCoast would lose another twenty-five bank branches
due to the close proximity of Fleet and BankBoston branches in the area (Estrella 1999).
Between 1999 and 2001, the SouthCoast lost seventeen bank units, a decrease of about
eleven percent of total banking establishments in the area. During the same period,
employment dropped by more than twenty percent from 2,017 to 1,597 employees.

At almost the same time as Fleet’s acquisition of BankBoston, Citizens Bank
agreed to pay $1.4 billion for the acquisition of USTrust Corp. in June of 1999. The two
banks combined had approximately 7,800 employees, and announced they would cut 800
of these employees in their attempt to save $80 million a year by 2001 (Browning 1999).
After the acquisition was completed, Citizens became the second-largest bank in the area,
although it remained a medium-size company with $28 billion in assets with 9% of the
deposits in New England (www.bos.frb.org).

! BankBoston had about $160 billion in assets and held about 26% of New England deposits by 2000
{www.bos. frb.org).
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For the past two years, after a drop in bank units and employment, the industry
has been relatively stable. There were only a few small mergers between 1999 and 2003
that occurred mainly between small to medium-size banks, which had only a small
impact on the number of banking units and employment in the South Coast. However,
since January of 2004, as part of a nationwide trend in the banking industry, SouthCoast
employment in the banking sector is again being affected by three of the largest bank
mergers in the state, all of which have been taking place within the past several months.

Between February 2003 and January 2004, twelve Massachusetts banks have been
acquired, and since then even larger national corporations have acquired three of the
region’s largest bank holding companies (Mason 2004). These acquisitions include
FleetBoston Financial, the leading banking provider in the Northeast, Seacoast Financial
Services, the parent company of Compass Bank and one of the SouthCoast’s largest
financial employers, and FirstFed America Bancorp, Inc., which is based in Swansea.
The acquisitions have been part of a banking industry trend to reduce the demand for
labor while simuitaneously expanding services to new regions through acquisitions. With
at least three large acquisitions in process, it is likely that the South Coast’s banking
industry will once again eliminate significant numbers of employees.

2.00 FLEETBOSTON - BANK OF AMERICA

The recent impacts on the SouthCoast began with the $47 billion acquisition of
FleetBoston Financial by Bank of America (BofA) in April 2004. Bank of America,
which is based in Charlotte, North Carolina, has expanded throughout the South,
Midwest, West, and now into the Northeast. Following the acquisition, FleetBoston and
BofA will become the nation’s second largest commercial bank after Citigroup, Inc.
{Domis 2003). BofA will hold 9.8% of domestic deposits, barely falling short of the
federal government cap which only allows banks to hold up to 10% of domestic deposits,
unless the deposits are grown naturally (Domis 2003). In addition, BofA is projected to
serve 30% of the businesses operating in its 29 state franchise, and will have the largest
share of large corporate relationships, including 95% of the Fortune 500 companies

(www.bankofamerica.com).

Following a 30% cost reduction standard with most bank mergers, the Fleet
merger is planned to reduce costs by $1.1 billion by 2005.2 According to the Boston
Globe, industry analysts point out that job cuts are unavoidable when reducing costs of
this magnitude. Even with a smaller cost reduction, job losses are inevitable due to the
number of Fleet jobs that will overlap with BofA, primarily top managerial positions and
back office workers (i.e. accountants, human resources, technical personnel) (Fitzgerald
2003).

Over the last decade, the introduction and expansion of automated banking
services such as ATMs, telephone banking, and online banking have further reduced the
demand for labor in the banking industry. The larger bank corporations tend to rely more

2 This is $1.6 billion before taxes or approximately 25% of Fleet’s costs if measured alone.
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heavily on these types of services; thus, the acquisition of the smaller, more personalized
companies has further reduced the need for employees. BofA describes on its website
that “[after the merger is complete] it will feature the most extensive and convenient
delivery network ... more than 16,500 ATMs, award-winning online and electronic bill
pay services and 24-hour telephone banking™ (www.bankofamerica.com).

As a result of the merger, BofA will eliminate approximately 12,500 employees
nationwide within the next two years, including at least 500 employees from
Massachusetts®, according to a report released in May for the Massachusett’s Department
of Labor and Workforce Development (Talcott 2004a). The report also revealed that jobs
in human resources, marketing, legal, and technical professions will take the deepest cuts
because these positions overlap with positions at BofA headquarters in North Carolina.
As for laid-off Fleet employees, they are being offered a severance package which may
include up to one year’s salary for those earning over $75k, and up to 39 weeks worth of
income for those making below that amount, all of which is determined by the number of
years employed (Talcott 2004b). However, because BofA has no branches in the
Northeast, it is assumed that most branch workers in the South Coast will not be affected
by the job cuts taking place.

Besides Fleet workers, there are a number of law firms, advertising agencies, and
other Massachusetts businesses that fear losing one of their biggest clients in
FleetFinancial. As part of the merger, BofA executives claim that part of reducing costs
will include renegotiating vendor contracts and reducing marketing costs. Therefore,
reducing business with New England vendors is inevitable, and has already taken place in
some respects. Ultimately, in an attempt to reduce costs, the mergers inevitably affect
employment in other sectors of the region’s economy (Talcott 2004c).

Following BofA’s publication of projected job losses, the corporation began
negotiating deals with state organizations to meet its community-lending requirement.
The Community Reinvestment Act requires regulators to consider a bank’s lending
record when it wants to buy another bank, therefore, the bank must show that is has given
a sufficient amount of credit to low to moderate income communities they serve
(Nicklaus 2004). This requirement to foster community development gives banks such as
BofA an incentive to negotiate with activists during an acquisition, and as a resuit, BofA
has already pledged $750 billion for community development efforts, including
affordable housing loans (Talcott 2004d). While this is a record amount for such
programs, many opponents of the acquisition, including U.S. Representative Barney
Frank (D-Newton), believe the pledge is too vague and may still not mitigate the harm
done to communities within the state (Talcott 2004d).

* Not including the number of layoffs,

* Layoffs in the SouthCoast are unlikely to follow this particular merger, since any potential intra-market
efficiencies (i.e., branch closings) have already been achieved by Fleet over the last decade through
previous mergers and acquisitions (i.c., NBIS, Bank of Boston, and Baybanks). Consequently, any layoffs
and office closings due to the BofA/Fleet merger will likely occur elsewhere in the country.

7
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While banks must reach a certain requirement in making small business loans and
affordable housing loans when merging or acquiring a new bank, the Community
Reinvestment Act makes no provisions to require funding for job training or career
transition services, which is becoming a growing necessity in this critical and declining
industry. While the community receives assistance by area banks, none of the funding is
required to serve employment issues that may arise from the bank itself.

3.00 WEBSTER FINANCIAL - FIRSTFED AMERICA

In May 2004, the Connecticut based Webster Financial Corporation completed its
acquisition of FirstFed America Bancorp, Inc., based in Swansea, Massachusetts, and the
holding company for First Federal Savings Bank, in a 465 million dollar bid. With $17
billion in assets, Webster has grown to become the nation’s 46" largest bank, and will
become the largest independent bank based in southern New England (phx.corporate-
ir.net). The acquisition will bring nineteen Webster branches to southeastern
Massachusetts, and seven to Rhode Island. :

Although Webster executives claim they plan to keep all of First Federal’s
branches open, they could not specify how many jobs would be cut in the SouthCoast.
As of May, 150 out of the 750 FirstFed employees had lost their jobs, leaving only fifty
employees at FirstFed’s headquarters in Swansea (Ortiz 2004a). According to The
Standard Times, employees involved with administration and management are taking the
brunt of the job cuts “as bank executives aggressively eliminate redundant administrative
and operational functions” (Ortiz 2004a).

4.00 SEACOAST FINANCIAL - SOVEREIGN BANCORP

While the acquisition of FirstFed has left many Southcoast residents without
employment, perhaps the biggest impact on the region will be the acquisition of Seacoast
Financial Services by Sovereign Bancorp, which was announced in January 2004.
Seacoast Financial, the holding company for Compass Bank and Nantucket Bank, is
based in New Bedford, Massachusetts, and has been described as the “cornerstone of
downtown New Bedford’s revitalization” (Ortiz 2004b). Seacoast was the largest
independent bank holding company in Massachusetts, serving southeastern
Massachusetts through forty-seven Compass Bank branches, and the largest financial
service employer in the Southcoast region’ (ir.thomsonfn.com). Seacoast Financial is in
the latter stages of acquiring Abington Savings Bank, which, as a result, will also be
acquired by Sovereign.

With the $1.1 billion merger, Sovereign will pick up sixty-seven branches to add
to the 177 branches that operate in Massachusetts, making it the third largest local bank
(Patriot Ledger Staff 2004). Sovereign will close down twenty branches across the state,
and by the end of 2004, at least twelve Compass branches, including those in Fall River,
New Bedford, Seekonk, and Westport, which overlaps with Sovereign branches, will be

* Approximately 832 employees (Ortiz 2004c).
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eliminated (Adams May 15, 2004). Similar to the Fleet acquisition and many other
mergers, Sovereign plans to reduce costs by about thirty percent.

As part of the cost savings, about 350 employees will be laid off in southeastern
Massachusetts, which is more than thirty percent of the jobs at Compass Bank and
Abington Savings Bank combined (Ortiz 2004c). Coupled with the projected 150 lay-
offs due to the acquisition of FirstFed, the SouthCoast could lose more than 500 jobs
within the next year, not including the jobs lost as a result of the FleetBoston acquisition.
Nearly half of the job cuts will be focused on the Compass Bank headquarters in New
Bedford® (Patriot Ledger 2004). Similar to the other bank mergers, most of the positions
being eliminated are back office jobs such as human resources, marketing, and clerical
positions (Ortiz 2004c).

About 120 employees at Compass Bank’s New Bedford headquarters, and an
undetermined amount of employees at the Weymouth branch, will be able to compete for
eighty-two new positions at Boston or Rhode Island locations. But if employees opt not
to apply, they will be denied a severance package.

Many elected officials, consumer advocates, and banking experts are deeply
concerned that the acquisition of Seacoast Financial will devastate New Bedford and
Southeastern Massachusetts. The Community Reinvestment Act, which may prohibit
banks from buying other banks if it has a negative impact on the community, may have
prompted Sovereign to its $1.2 million commitment in New Bedford’s Downtown Loan
Pool, which will benefit small businesses (Ortiz 2004¢). In addition, Sovereign has
committed to spend $600,000 on charitable contributions each year and is already a
leading lender in the statewide affordable mortgage program. Thus, whether Sovereign’s
community reinvestment in New Bedford will adequately mitigate the economic effects
caused by the acquisition, primarily the 350-person lay-off, is an open question.

5.00 CONCLUSION

The Community Reinvestment Act was passed in 1977 at a time of comparative
stability in the banking sector and it was designed to encourage federally insured banks
and thrifts to reinvest in their host communities. The Act’s authors never envisioned the
repeal of the Glass-Steagall Act, the new era of bank deregulation, or the possibility of
national and international financial holding companies that operate across state and
national borders. It’s authors could not foresee the far-reaching impact of automated
banking services. Moreover, the Community Reinvestment Act’s main objective was to
insure that banks met the credit needs of the entire community, including low- and
moderate income neighborhoods and small businesses, but it was never designed to
address employment dislocations or the community disruption generated by bank
consolidation and improvements in banking efficiency.

¢ Sovereign will cut 165 employees and retain 87 at the New Bedford headquarters.
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Inner City Press / Community on the Move

& Fair Finance Watch

Tel: 718-716-3540 Fax: 718-716-3161 Web: InnerCityPress.org
Written Testimony to the House of Representatives Committee on Financial Services
Submitted December 10, 2004 in advance of the December 14, 2004 field hearing

On behalf of the non-profit organization Inner City Press / Community on the
Move and the Fair Finance Watch (ICP), this submission addresses the impact on
communities and consumers of two completed mergers and one merger proposal that has
not been approved, and on which the Committee can and should still have an effect: the
proposal by Toronto Dominion to acquire a controlling 51% stake in Banknorth, for over
three billion dollars. On November 15, ICP submitted to the Federal Reserve a 15-page
comment opposing Toronto Dominion's application, based on lending disparities, on
managerial issues at Toronto Dominion including enabling of Enron and lack of
environmental standards, and on Banknorth’s funding of high-cost pawnshops, check
cashers and other predatory fringe finance. See, e.g.,
<www.boston.com/business/articles/2004/11/15/group_challenges_banknorth_td_bank_
merger>, and Toronto Star of Nov. 21, 2004, Pg. C1, “Merger Snags,” by Stuart Laidlaw:

"*The impact on the consumer is at least as important as the price paid to
shareholders,” [the] executive director of Inner City Press, said in an interview from
his office in the Bronx. In a filing with the Federal Reserve Bank of New York,
which must approve the deal, Lee looks at the bank's lending rates in several
markets. In Hartford, Conn., for instance, only 2 per cent of its loans were to blacks
and Hispanics, while the average among all banks was 6.8 per cent. He called the
problem ‘systemic.” Under the U.S. Community Reinvestment Act, banks are
expected to fully serve disadvantaged neighborhoods. Lee's group uses the act to
get banks to make commitments to boost their loans to the poor and racial
minorities whenever those banks are hoping to get a deal approved by the Fed.
‘Pretty well the only way it is enforced is through the denial of deals,” he said.”

As relates to this hearing’s meta-merger policy question, if the only enforcement
mechanism of the CRA is regulatory agencies’ denial or conditioning of banks’
expansion applications, then the CRA is not being (sufficiently) enforced. For example,

during the JP Morgan Chase - Bank One proceeding, ICP submitted to the Federal
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Reserve a series of Uniform Commercial Code filings showing the two banks financing
payday lenders such as First Cash Financial Services, a top-ten pawnshop chain with 130
storefronts in 11 states; [llinois Payday Loans, Inc., Discount Payday Loans of Colorado;
Mister Payday of Kentucky, Inc., and First American Cash Advance, a top-ten payday
lender with 330 storefronts in 11 states -- a company which has been extensively
criticized for its high-cost lending, particularly to members of the military. For that, see
the Washington Post of December 29, 2003, "Military Says Payday Loans Promote Fiscal
Irresponsibility, Hurt Troop Morale.”

While the FRB asked JP Morgan Chase and Bank One questions about their
funding of payday lenders, car title lenders and other questionable bottom-tier financiers,
the FRB did not impose any prohibition on such standardless practices. The Federal
Reserve leaves the onus on the community and consumers groups themselves. This can
bear some results -- simply as to ICP this year, consider that SunTrust Banks, in response
to ICP’s comments, committed to cease funding payday and car title lenders. See, e.g.,
"NCF, SunTrust Ditch Payday Lenders: Answer Activists’ Challenge Ahead of Bank
Merger," Memphis Commercial Appeal, July 28, 2004; "Bank Shuns Payday Lenders:
SunTrust Halts Loans to Fast-Cash Industry," Orlando Sentinel, July 28, 2004, Pg. C1,
and "Saying No to Exploitation -- Qur Position: SunTrust Was Right to End Business
with Payday and Car-Title Lenders," Orlando Sentinel, July 30, 2004, Pg. A18.

But other large banks, not only JP Morgan Chase but also Bank of America,
Wachovia and Wells Fargo (and pertingntly also Banknorth, and certain other banks with
pending merger applications, such as Laredo National Bank and Fifth Third Bank)
continue such funding. See, e.g., Bloomberg News of Nov. 23, 2004, “JPMorgan, Banks
Back Lenders Luring Poor With 780 Percent Rates,” at
http://quote.bloomberg.com/apps/news?pid=nifea& &sid=ay YDo5tpiTY8, and see
<www tennessean.com/business/archives/04/11/62129411 shtml?Element_ID=62129411>,

The FRB has also fallen into a pattern of granting banks’ requests for confidential

treatment under the FOIA for their lists of payday lenders and others fringe financiers



373

they partner with, even though these relationships are “already public” in UCC filings.
This has required a tangent from consumer protection into FOIA litigation, such as ICP is
conducting in the wake of the FRB’s Wachovia-SouthTrust approval. See, e.g.,
“Community Group: Fed Must Reconsider Wachovia-SouthTrust,” Dow Jones, October

25,2004,

As the Committee can see from the FRB's Orders, while the FRB recites and
gives weight to banks” unilateral lending pledges, the FRB subsequently refuses to
enforce or even monitor such pledges. As a meta-merger policy recommendation, ICP
suggests that the BHC Act be amended, at 12 USC 1848, to explicitly provide for judicial
review of FRB approval orders on consumer and community lending issues. In the
interim, most practically, inquiry should be made into the FRB’s anti-consumer
processing of the pending TD-Banknorth application, as well as other pending mergers
including BBV A-Laredo National and applications by Wells Fargo and Citigroup in
Texas, and Fifth Third in Florida.

Regarding the first of these (which was named at the time this hearing was
scheduled, see CBS MarketWatch of October 7, 2004, Home Mortgage Disclosure Act
(HMDA) data reported for 2003 show that Banknorth disproportionately excludes and
denies African Americans and, particularly, Latinos. In the Albany, New York MSA for
refinance loans in 2003, Banknorth denied Latinos 4,31 times more frequently than
whites, and denied the conventional home purchase loan applications of Latinos 4.83
times more frequently then whites. For refinance loans here in the Boston MSA in 2003,
Banknorth denied Latinos 3.17 times more frequently than whites, while using the
methodology above, only 1.3% of Banknorth’s refinance loans were to Latinos, lower
than the aggregate’s 2.2%. In the Boston MSA, Banknorth denied the conventional home
purchase loan applications of African Americans 11.8 times more frequently then whites.
In the Lowell, Massachusetts MSA, Banknorth denied the conventional home purchase
loan applications of African Americans 8.92 times more frequently then whites, and

denied Latinos’ applications 10.8 times more frequently than whites.



374

In the New Haven, Connecticut MSA for refinance loans in 2003, Banknorth
denied Latinos 6.25 times more frequently than whites, while using the methodology
above, only 1.3% of Banknorth’s refinance loans were to Latinos, lower than the
aggregate’s 3.2%. In New Haven, Banknorth denied the conventional home purchase
loan applications of African Americans 3.76 times more frequently then whites.
Banknorth’s disparities are income- (and geography-) based as well. In the Portland,
Maine MSA in 2003, Banknorth denied conventional home purchase loan applications
from low-income census tracts 3.5 times more frequently than those from upper income
census tracts (higher than the aggregates’ disparity of 2.09); Banknorth denied
applications from moderate income census tracts 6.54 times more frequently than those
from upper income census tracts (higher than the aggregates’ disparity of 2.83). In the
Glen Falls, New York MSA in 2003, Banknorth denied applications from moderate
income census tracts 3.73 times more frequently than those from middle income census

tracts (much higher than the aggregates’ disparity of 1.23).

There are other adverse issues at Toronto Dominion, including managerial issues:
there’s Toronto Dominion’s enabling of Enron’s fraud (see, e.g., the Houston Chronicle
of December 03, 2003, “THE FALL OF ENRON: Banks added to shareholder suit;” note
that evidence submitted to the Senate Permanent Subcommittee on Investigations®
hearings identified Toronto Dominion as actively engaged in illegitimate trades with
Enron to disguise loans received by the company, allowing Enron to hide this debt from

credit rating agencies and investors, inflating profits substantially.

In this proposed transaction, it is widely predicted that TD will subsequently seek
full 100% control. When it did this in connection with Waterhouse, it squeezed the

remaining shareholders, see, e.g., Toronto Star of March 12, 2003, regarding

“shareholder lawsuits challenging the buyout of the bank’s TD Waterhouse Group Inc.
brokerage unit. TD Bank, Canada's second-biggest by assets, agreed in October, 2001,
to add $22.5 million to its $409 million offer for the 12 per cent of the online
brokerage that it didn't already own. Investors sued in Delaware Chancery Court to
block the initial $9-per-share bid, contending it undervalued the stock. The bank,
which sold the public stake in TD Waterhouse for $1.01 billion in 1999 when online
brokerage shares were soaring, boosted its offer by 50 cents per share to resolve the
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suits. The company has said it's prepared to sell or close discount brokerage units in
Europe, Asia and Australia if losses continue through this year.”

In fact, ICP’s comments note, there’s been unusual trading in connection with this
Toronto Dominion - Banknorth proposal. See, e.g., Financial Times of September 28,
2004, regarding “10 anomalies in Banknorth's trading on August 16, 10 days before the
deal with Toronto-Dominion became public. Four stemmed from high volumes and six

from an unusually large number of transactions.”

As to Wells Fargo, ICP's ongoing review of Uniform Commercial Code (UCC)
filings from Texas, Nevada, [llinois, California and elsewhere has found Wells funding

and enabling for example

TITLE LOANS EXPRESS, INC. of 4295 SAN FELIPE, HOUSTON, TEXAS 77027,
financed by WELLS FARGO BANK TEXAS, NATIONAL ASSOCIATION

HOUSTON AREA PAWN SYSTEMS, INC,, financed by WELLS FARGO BANK
TEXAS, NATIONAL ASSOCIATION

EZ PAWN HOLDINGS, INC., of 1901 CAPITAL PARKWAY, AUSTIN, TX 78746
(financed by Wells Fargo Bank, N.A, as recently as April 13, 2004, according to
Uniform Commercial Code filings);

PAYDAY LOAN MANAGEMENT, INC. of 1901 CAPITAL PARKWAY, AUSTIN,
TX 78746, financed by WELLS FARGO BANK TEXAS, NATIONAL
ASSOCIATION

EXPRESS TITLE & PAYDAY LOANS, INC. of 1131 WARREN LANE, VERNON
HILLS, ILLINOIS 60061, financed by WELLS FARGO BANK, N.A., according to an
Illinois Uniform Commercial Code filing :

ADVANCE AMERICA CASH ADVANCE CENTERS, headquartered as 135 NORTH
CHURCH STREET, SPARTANBURG, SC 29306, multiply financed by Wells Fargo,
including in 2004;

PAYDAY INC of 5021 INDIAN SCHOOL RD NE, ALBUQUERQUE, NM 87110

PAYDAY PLUS of 425 HILL AVENUE, GRAFTON, ND 58237, financed by
WELLS FARGO BANK NORTH DAKOTA, NATIONAL ASSOC

AUTO PAWN, INC. of 7534 HICKMAN RD, DES MOINES, 1A 50322, financed by
WELLS FARGO BANK IOWA, N.A., according to ITowa UCC records;



376

PAYDAY LOANS 111, L.L.C. in Idado, financed by WELLS FARGO BANK, N.A.

PAYDAY EXPRESS, of 4302 SOUTH 24TH STREET, OMAHA, NE 68107, financed
by WELLS FARGO BANK NEBRASKA, NATIONAL ASSOCIATION

1 STOP CHECK CASHING $ PAYDAY & TITLE LOANS, LLC of 10555 E
FIRESTONE BLVD, NORWALK, CA 90650, financed by WELLS FARGO BANK,
NATIONAL ASSOCIATION, according to a May 6, 2004, Arizona UCC filing

MAC DIANE'S PAWN CENTER in Michigan;

and, ARMED FORCES LOANS INC. of 3824 S JONES STE G, LAS VEGAS, NV
89103, regarding which, see " Lending Scams Target Military," at
http://usmilitary.about.com/cs/generalpay/a/loanscam.htm

In response, Wells Fargo has told the FRB, in its last expansion commented-on by

ICP, that its subprime subsidiary on Puerto Rico

"Island Finance does not have a specialized customer service department or a toll-
free telephone number for complaints. Customers who have complaints contact
the store handling their account. If the store is unable to resolve the complaint the
complaint if referred to the district manager. If the district manager is unable to
resolve the complaint it is referred [to] the district manager's supervisor.” (Wells
Fargo's submission to the FRB dated August 11, 2003, at 11).

That Wells” Puerto Rico-based Island Finance has even less consumer protection
safeguards that Wells Fargo Financial's overall operations is significant -- and, ICP
contends, is violative of the Fair Housing Act and Equal Credit Opportunity Act, given
the demographics of Island Finance's headquarters and its lending operations. But the
FRB has done nothing, including in connection with Wells’ currently pending application
to acquire yet another bank, in Texas.

To endeavor to address the meta-merger issues, here is a review of service-cuts
and branch closures by Bank of America and its predecessor(s), particularly in
connection with NationsBank's acquisitions of Boatmen's Bancshares, Barnett Banks, and

then (then San Francisco-based) Bank of America itself.

In August 1996, NationsBank announced a plan to acquire Boatmen’s Bancshares

and its subsidiaries, including Sunwest Banks, the largest bank franchise in New Mexico.
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Among with New Mexico and Texas groups, ICP commented to the FRB, see, e.g., Wall
St. J., October 10, 1996, at A8: Inner City Press Challenges Merger of Banking Concerns.
NationsBank responded that its acquisition of Boatmen’s would result in few, if any,
branch closings, and opposed ICP’s hearing request, emphasizing that it was an “out-of-

market” merger -- just as Bank of America’s application in this Fleet case states.

The FRB conditionally approved that merger, requiring NationsBank inter alia to
divest a mere two branches in the El Paso-Dona Ana County TX-NM market, and to
report on its branch closings quarterly to the Federal Reserve Bank of Richmond (the
“FRBR™). ICP and NMA sought judicial review of the FRB’s approval (New Mexico
Alliance and Inner City Press/Community on the Move v. Board of Governors of the Fed.
Reserve Sys. and NationsBank Corporation, No. 98-1049); and see, e.g., Albuquerque
Tribune of January 2, 1997, Groups Fight Bank Merger.

Significantly, after acquiring Boatmen’s and Sunwest, NationsBank closed more
than eight branches in New Mexico. Note that none of those branch closings were even
arguably attributable to any overlap between NationsBank and Sunwest. See, e.g.,
Sunwest to Close Eight Locations, Albuquerque Journal, May 21, 1998, at D4: “Sunwest
Bank will close four branch office in Albuquerque and four others throughout the state -~
changes brought about because of the bank’s merger with NationsBank of Charlotte,
N.C.... NationsBank bought out Sunwest’s parent company, Boatmen’s Bancshares of St.
Louis, in July. Shortly after that, a team of analysts was sent to Albuquerque to review
Sunwest’s operations, [NationsBank spokeswoman Betsy] Hall said. The review was

conducted to see if any of Sunwest’s operations here could be streamlined, she said.”

See also, Albuquerque Joumal of May 2, 1997, at Al: “Since arriving in New
Mexico in January, NationsBank, headquartered in Charlotte, N.C., has -~ Closed branch
drive-up teller windows to non-Sunwest customers trying to cash checks drawn on
Sunwest accounts [and --] Assigned values to callgfs on the company’s customer service
telephone bank, whereby customers with bigger accounts are handled more quickly than

those with smaller accounts.”
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While NationsBank downplayed the effects of it branch closings, the manager of
the Espanola (N.M.) Main Street Program stated that downtown Espanola “lost some of
its bustle when NationsBank, which purchased Sunwest Bank, closed the Sunwest Bank

branch in the Main Street area.” L. Pugh, Espanola Wants to Restore Main Street,

Albuquerque Journal, February 23, 1998, at 1.

After New Mexico State Senator Roman Maes in late July 1997 publicly asked
the state government to stop doing business with, and to withdraw deposits from,
NationsBank, after NationsBank moved to lay off fully 25% of Sunwest’s employees,
NationsBank’s response was essentially that such a governmental decision would be
counter-productive -- NationsBank would just lay off more people. See, Anti-Bank
Movement Picks Up Steam. Albuquerque Journal, July 29, 1997, at 1: NationsBank

spokeswoman Betsy Hall stating that the State Senate “is exacerbating the problem,

because if we have customers leave, we will have fewer associates.”

This arrogance in New Mexico is predictive for lower income communities and
states, and of one of the dangers posed by this unprecedented mega-bank. The problem?
“I'Tlhe state [New Mexico] doesn’t have much business to take away from NationsBank.
And NationsBank’s New Mexico operation represents a drop in the bucket for a company
that earned $2.5 billion last year.” Customers Leave After Job Cuts, Tulsa World,
August 15, 1997, at E2.

The New Mexico experience makes clear that Bank of America respects neither
consumers nor elected officials in more far-flung states. As Bank of America gets larger,
particular communities and even states cannot get any accyountability from it -- the impact
on the mega-bank’s bottom line of even a withdraw of all state business from it would be
minimal. Significantly, even after NationsBank’s August 7, 1997, “Day One”
announcement in New Mexico, elected officials such as the Mayor of Albuquerque
continued to press for withdrawal of state and city funds from NationsBank. See, e.g,, D.
Vukelich, City to Pull Cash From NationsBank, Albuquerque Tribune, August 18, 1997,
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at Al: “The mayor’s announcement came minutes after he had returned from a
celebration at the bank to mark its changeover from the Sunwest Bank name to the
NationsBank name... The financial impact on NationsBank will be small. NationsBank
operates in sixteen states and the District of Columbia and has assets of $240 billion.”
Seeking NationsBank’s response to these local protests, a reported “called NationsBank
in Albuquerque and received a call back... from Dallas in the person of Pam McQuitty,

head of Southwest public relations. She said she wasn’t in a position to comment...”.

Albuquerque Journal, August 21, 1997. See also Albuquerque Journal of August 28,
1997, at D4, Local NationsBank Chief Quits. and Albuquerque Tribune of December 29,

1997: ““When you call them, you’re not dealing with someone in NationsBank in
Albuquerque, but someone in Pennsylvania or Buffalo or somewhere else...” [Tlhe
NationsBank takeover was different. The loss of local branches and jobs around New

Mexico loomed large enough that state legislators condemned NationsBank...”.

In late 1997, NationsBank acquired Barnett Banks in Florida. ICP and a Florida-
based civil rights group commented to the FRB on both antitrust and fair lending / CRA
(including branch closing) concerns, and stated that public meetings should be held in

Florida. See, e.g., Activists Protest Barnett Deal, Business Journal-Jacksonville, October

31, 1997. NationsBank opposed ICP’s hearing request, emphasizing that “only” 200
comments opposing the proposal had been received by the FRB. The FRB denied the
public meeting requests, and approved the merger, without even attaching the branch
closing report condition it had imposed on NationsBank’s “out of market” acquisition of

Boatmen’s and Sunwest. See generally, Barpett-Florida Deal Gives Idea of What

Louisiana Can Expect in Bank Merger, Gannett News Service, January 30, 1998.
Thereafter, NationsBank announced the closing of fully 205 bank branches in Florida.

NationsBank had downplayed this aspect of its takeover of Barnett (see, e.g., Area
Branches Won't Close, Port St. Lucie (FL) News, December 10, 1997, at B6, and see
Bank Rebuts Merger Concerns, Sun-Sentinel, November 26, 1997), but, during a

February 18, 1998, visit to Florida, NationsBank's CEO disclosed to a reporter that “a

litile more than 200™ branches faced the prospect of being eliminated.
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The adverse effects of NationsBank’s acquisitions have by no means been limited
to New Mexico. See, e.g., Kansas City Star, July 3, 1997, at B2: “NationsBank is in the
midst of selling, closing or moving 18 banking locations in Kansas and Missouri...
NationsBank explained that it is pulling out of some small towns in Kansas...”. St. Louis
Post-Dispatch, April 12, 1997: “Losers will include people who get free checking by
keeping $1,500 in a Boatmen’s savings account. The required amount will rise to
$5,000... [NationsBank is] closing six stand-alone offices... NationsBank charges $7 a
month for a personal checking account, up from $6 for Boatmen’s.” And see, "Redlined:
L.A.'s big banks promised millions to help abate the ¢ity's slums,” New Times Los
Angeles, November 25, 1999; "Bank lending questioned: Ef Paso bankers contend they
seek out businesses for loans," El Paso Times, October 31, 1999; and Virginia Business
of September 1, 2001, "Do Banks Mergers Mean Worse Service?" which starts: "Bert
Dodson Jr. watched helplessly as the fees he pays to the new Bank of America increased
10 percent after its $57.7 billion merger with Nations Bank Corp. three years ago. The
Lynchburg-based exterminator could have saved $20,000 of the $45,000 he was charged
by BoA for deposits, a credit line and employee paycheck cashing if he took his business

to another bank."

Soon after the New Mexico branch closing announcement (see above, and note
again that none of those branch closings were even arguably attributable to any overlap
between NationsBank and Sunwest), other adverse effects of acquisition by NationsBank

became clear. See, e.g., NationsBank to Raise Bank Service Fees, Albuquerque Tribune,

June 24, 1997, at B5: “NationsBank will raise fees on several former Sunwest accounts
once the banks’ merger is complete... Also Monday, the bank said its decision not to
continue the old Sunwest policy of having policy-making boards in New Mexico
community where it has banks should ultimately mean better service for customers.”
Fort Lauderdale Sun-Sentinel, February 19, 1998, at 1D. Even after its CEQ’s disclosure,
NationsBank sought to keep information about the massive closures away from the
affected public (“it won’t yet tell the public which offices will be shut, spokesman Jerri
Franz said Tuesday.” Orlando Sentinel Tribune, April 1, 1998).

10
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Bank of America’s layoffs, following its acquisition of Fleet, are already of record
-- but they are part of the historical pattern sketched above. In final programmatic
conclusion, considering the disposition of the above-referenced New Mexico Alliance

and Inner City Press/Community on the Move v. Board of Governors of the Fed. Reserve

Sys. and NationsBank Corporation, No. 98-1049 -- dismissed for lack of standing under
12 USC 1848 -- it is imperative that this section of the BHC Act (and equivalent sections
of the Bank Merger Act, etc.) be amended to explicitly provide for judicial review of

FRB orders, on consumer and community lending grounds. Thank you.
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