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PRESERVING AND EXPANDING
MINORITY BANKS

Tuesday, October 30, 2007

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT
AND INVESTIGATIONS,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2128, Rayburn House Office Building, Hon. Melvin L. Watt [chair-
man of the subcommittee] presiding.

Members present: Representatives Watt, Waters, Lynch, McCar-
thy, Klein; and Miller.

Also present: Representative Meeks.

Chairman WATT. The Subcommittee on Oversight and Investiga-
tions will come to order.

Without objection, all members’ opening statements will be made
a part of the record. I will now recognize myself for an opening
statement.

Minority and women-owned banks serve an important but often
overlooked role in the U.S. economy. For too long in the Nation’s
history, women and racial and ethnic minorities were shut out of
this Nation’s banking systems. Minority and women-owned banks
stepped into the breach and today provide critical banking services
and financial products to distressed or traditionally underserved
communities throughout the United States.

Today’s hearing is designed to highlight the role of minority- and
women-owned banks in the economy and to examine how Federal
regulators and Congress can work together to support these impor-
tant financial institutions.

The Federal Deposit Insurance Corporation (FDIC) and the Of-
fice of Thrift Supervision (OTS) are charged under Section 308 of
the Financial Institutions Reform, Recovery, and Enforcement Act
of 1989 to “preserve and promote” minority banks. This includes
preserving the number of minority banks, preserving these institu-
tions’ minority character in mergers and acquisitions, and pro-
viding technical assistance to the institutions.

In 1993, the GAO issued a report entitled, “Minority-Owned Fi-
nancial Instructions: Status of Federal Efforts to Preserve Minority
Ownership.” The report found that while the Federal banking regu-
lators had taken some steps to preserve minority ownership, they
had not assessed whether these steps were effective. The GAO
therefore recommended that the Secretary of the Treasury consult
with the FDIC and the OTS to systematically assess the effective-
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ness of their minority bank support efforts, including surveying mi-
nority institutions to gain their insight.

Thirteen years later, unfortunately, the regulators still have not
implemented the major recommendations from the 1993 GAO re-
port. The October 2006 GAO report entitled, “Minority Banks: Reg-
ulators Need to Better Assess Effectiveness of Support Efforts,”
might just as well have been a reprint of the 1993 report. The re-
port again examined Federal regulators’ efforts to comply with Sec-
tion 308 of FIRREA to preserve and promote minority banks, and
raised many of the same issues raised in 1993.

This hearing will expose and shed light on the key findings, ask
why regulators still have not implemented the 1993 GAO rec-
ommendations, and focus attention on what more can and must be
done to preserve, support, and expand these banks.

I ask unanimous consent to insert into the record both the 1993
and the 2006 GAO reports. Without objection, it is so ordered.

The 2006 GAO report suggests mixed results by the Federal Gov-
ernment in supporting minority banks. On one hand, some Federal
banking regulators have developed initiatives training and out-
reach events for minority banks. For example, the FDIC and the
OTS apparently have national and regional coordinators to inter-
face with minority banks and to provide technical assistance.

On the other hand, the GAO report indicated that neither the
OCC nor the Federal Reserve have developed specific minority
banking initiatives. While neither of these regulators is covered
under Section 308 of FIRREA, both the OCC and the Federal Re-
serve have issued policy statements in the last several years ex-
pressing support for minority banks, and both have indicated that
they plan to develop programs and initiatives to support and ad-
vance these policy statements.

We would like to hear about the OCC and the Federal Reserve’s
progress in fulfilling the rhetorical objectives set out in their policy
statements. Apparently the Federal Reserve has stated that they
will merely consider implementing the GAO’s recommendation. We
would like to find out whether the Federal Reserve will indeed im-
plement the GAO regulations or, alternatively, whether the Fed
might prefer to be directed to do so by being included under Section
308 of FIRREA.

The GAO report suggests that many minority banks operate in
unique environments, often serving distressed and underserved
areas, and consequently must retain higher reserves for loan losses
and have higher overhead costs because they spend more time
training their staff and provide extensive customer service. Yet the
GAO report also reveals that less than 30 percent of minority
banks actually utilize the technical assistance offered by the Fed-
eral regulators.

We want to explore why that is so. The GAO reported that sev-
eral minority bank officials suggested that Federal regulators
should consider undergoing additional training to gain sensitivity
to the unique challenged faced by minority banks. I would like to
hear more about those challenges and what would be appropriate
to respond to them.

We must remain vigilant in fulfilling Section 308’s mandate to
preserve and promote minority banks. I look forward to hearing
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from these regulators and minority-owned banks about best prac-
tices for preserving and expanding this important segment of the
financial services industry.

I will now recognize Ranking Member Gary Miller, from Cali-
fornia.

Mr. MILLER. Thank you, Mr. Chairman. Well, I want to welcome
our distinguished panel. It is good to have you here this early
morning. And I thank Chairman Watt for holding this hearing. It
is rather informative when we discuss issues like this.

It is important to examine the important role banks have in serv-
ing the financial needs of underserved communities and minorities.
Like most community banks, minority banks may also confront
challenges because of their smaller size. Recognizing the important
role of minority banks, in 1989 Congress called on the banking reg-
ulators to establish goals to help promote and preserve minority
banks. In response to these objectives, the OTS and the FDIC cre-
ated staffing structures, resources, events, technical assistance, and
outreach programs to assist minority banks.

While ensuring the safety and soundness of financial institutions
is their first responsibility, the regulators have also hosted and
continue to host a variety of educational events such as con-
ferences, roundtables, and workshops which bring minority banks
and their regulators together to give the banks a chance to share
their concerns regarding compliance examinations, community de-
velopment, deposit insurance, and other issues facing the banks.

Last year the Government Accountability Office, GAO, found
that the profitability of most large minority banks—that is, with
assets greater then $100 million—was nearly equal to that of simi-
lar size banks. However, small minority banks and African Amer-
ican banks of all sizes tend to be less profitable than they appear
despite the efforts of the regulators.

The study shows that these differences were due to relatively
higher loan loss reserves and operating expenses, and from com-
petition from larger banks. The GAO also reported that while
banking regulators have adopted many different approaches to sup-
port minority banks, they have not regularly assessed the effective-
ness of these efforts.

While the banking regulators have been criticized for not assess-
ing their efforts to promote minority banks, the GAO found that
not even half of the minority banks attended the FDIC roundtables
and conferences designed to assist them. The bank officials that did
attend these events found the events extremely useful. Further-
more, only half of the banks actively participate in their regulators’
training and educational activities. The GAO found that most
banks that participated in these activities reported favorably on
these events.

The FDIC and the OTS emphasize technical assistance services
as key components of their efforts to assist minority banks, but less
than 30 percent of the minority banks utilized such assistance. The
GAO found that the banks that do use technical assistance offered
by the regulators rated the assistance as extremely or very useful.

In 2004, in response to the FDIC corporate performance objec-
tives, the FDIC completed review of its minority bank outreach ef-
forts; only 7 of the 20 banks that were surveyed responded. Addi-
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tionally, in 2005 the FDIC requested feedback on several proposals
to better serve their institutions, and 25 minority banks responded.

The GAO reported that only about one-third of the survey re-
spondents rated regulators’ efforts as very good or good. Since so
few minority banks are participating in the regulators’ efforts, per-
haps the one-third figure represents the banks that are partici-
pating in the events, while the banks that rated their agencies’ ef-
forts as poor have not participated in programs at all.

The GAO reports that the banks not participating in such efforts
may be missing opportunities to address the problems that limited
their opportunities or financial performances, assistance and avail-
ability. But it is the bank officials’ responsibility to take advantage
of these programs to ensure that their banks succeeded. The regu-
lators cannot force banks to participate in these programs.

Regardless of these findings, positive news regarding the minor-
ity banks has been more recently documented. Last month, Cre-
ative Investment Research, Inc., a Washington consulting firm that
focuses on minority banks, reported that assets of minority-owned
banks are on the pace to increase by an average of about 18 per-
cent this year, compared to the overall industry average of only 6
percent.

The report stated that a dozen banks have opened since the end
of 2005 targeting Hispanics. The report also showed that while the
return on assets of these banks has dropped off dramatically in the
last 18 months, this was attributed to an increase in the startup
targeting minorities. Mr. Cunningham, president of Creative In-
vestment Research, Inc., said that he expects when minority
startups mature, the returns will move closer to the industry rate.

Additionally, Evelyn Smalls, president and CEO of the $72.3 mil-
lion asset United Bank of Philadelphia, an African-American-
owned bank, has stated that interest in economic development has
increased. Evelyn stated that the bank has been contacted by nu-
merous people expressing interest in working with the bank and
bringing business to the bank. She expects her bank will increase
in assets to about $100 million over the next few years.

While I believe that the success of these banks is obviously im-
portant, as it is in the success of any bank, it seems to me that
the most important part of the discussion is missing here, to con-
sumers, that we need to focus on them. If the intent of Section 308
of FIRREA was to promote the economic viability of minorities in
underserved communities, instead of focusing on who owns a bank,
we should be discussing whether banks are successfully serving mi-
norities in underserved communities. That is the overarching goal
of the law.

Additionally, we must consider the value of the opportunity that
the thousands of banks, big and small, in this country have offered
traditionally underserved communities, which has ultimately in-
creased competition and consumers’ choice.

I look forward to hearing from our panel today. Thank you.

Chairman WATT. I thank the gentleman for his opening state-
ment, and we certainly want to focus on the part of his statement
regarding service to the community and customers in underserved
areas. That is an important focus. And we are likely to be having
some hearings on that aspect of this issue, too.
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Mr. Lynch, would you care to be recognized for an opening state-
ment?

Mr. LYNCH. Thank you.

Chairman WATT. The gentleman from Massachusetts is recog-
nized.

Mr. LyNcH. Thank you, Mr. Chairman. As is the custom here in
Washington, I am required this morning to be in three separate
hearings all occurring at the same time, so I must beg the Chair’s
indulgence. I am going to have to jump over to those other two
committees during the course of the morning.

But I would like to thank you and Ranking Member Miller for
convening this hearing on the importance in the future of minority
banks. We have a copy of the GAO report this morning on the ef-
fort to promote and preserve minority-owned community financial
institutions, which report confirms the critical nature of minority
banks in historically underserved areas.

But it also points out that it was difficult for regulators to best
assess the effectiveness of support efforts to these institutions, in
the report which is entitled, “Minority Banks: Regulators Need to
Better Assess Effectiveness of Support Efforts.” As a result of this
72-page report, I believe it is vital that we are here today to use
our oversight capacity on this committee to ensure that these crit-
ical minority institutions’ needs are best met.

On a Federal policy level, especially in regards to Federal bank
examination, competitive advantages or disadvantages that might
exist in particular areas, I am particularly pleased to see that a
friend and constituent of mine, Bob Cooper, is here this morning.
He is the chief legal strategist and architect for OneUnited, which
just happens to be the largest African-American-owned bank in the
country.

And I know that since he joined OneUnited’s management team,
it has acquired and turned around at least three troubled banks
that I know of, and it has grown from $56 million to about $650
million in assets, making it the fastest-growing African-American-
owned bank in the Nation. Mr. Cooper has also been instrumental
in the bank received CDFI bank expertise awards over the past 4
years for its lending in distressed communities, particularly in my
district.

Mr. Cooper is testifying today in his capacity as the chairman of
the National Bankers Association, and his expertise is particularly
valuable, I believe today, as we address the issues faced by minor-
ity depository institutions around the country. I am particularly in-
terested in his testimony regarding CRA. As we all know, over the
years, the responsibility of the volume of mortgages underwritten
by the banks has reduced, banks covered by CRA has been re-
duced, and yet mortgage companies and mortgage brokers not cov-
ered by the CRA have seen a dramatic increase.

And so I am eager to receive Mr. Cooper’s testimony, just as I
am all the panelists who have been willing to come forward this
morning to help this committee with its work.

With that, Mr. Chairman, I yield back.

Chairman WATT. I thank the gentleman for his opening state-
ment. And I would just say to Mr. Cooper that Representative Wa-



6

tsers and Representative Lynch were lobbying to introduce you.
0_

Mr. LYNCH. And Mr. Capuano, I might add.

Chairman WATT. That must mean you are doing something right.
I will make my own personal statement about my banker a little
bit later.

Other members obviously will be in and out. There are a lot of
hearings going on this morning. In fact, I am supposed to be in
three right now in various committees, so you can anticipate that
members will be in and out.

I just spoke of Ms. Waters. I am getting ready to introduce the
witnesses, but if you would care to make an opening statement, I
would be delighted to recognize you before I do that.

Ms. WATERS. Thank you very much, Mr. Chairman. It is very
kind of you. And I do appreciate this hearing that you are holding
today. This is a very, very important subject, and one of those
areas that has not gotten much attention in the Congress in the
years that I have been here.

But as we know, there has always been an effort to truly be a
part of the American business and economic community in this
country. It has been very difficult, and we have talked a lot about
access to capital. We have talked a lot about entrepreneurship, a
lot about involvement of minority communities in financial institu-
tions, and the desire for ownership by minorities. We talk about it
a lot, but there has not been a lot of support for minority institu-
tions, many of whom have struggled in order to stay in business
and provide services, services for the minority communities that of-
tentimes are not being provided by anybody else.

I am reminded of the disaster in the Gulf Coast with Hurricanes
Katrina and Rita and the impact that they had on some of our mi-
nority banks. While I know there was some assistance, it was not
enough. We do very little to preserve and/or expand minority
banks. And even though I think we can find somewhere in our laws
that it is intended that we should try and preserve and expand mi-
nority banks, when we have attempted to use that instruction and
law, we have not been able to execute anything in a real way.

This hearing today will help us to understand better what is
going on out there and how perhaps we can be of assistance and
get this Congress on record for our desire to preserve and expand
minority banks. So I thank you Mr. Chairman.

And while I am doing that, I would like to make a disclosure—
because I think it is absolutely necessary—that my husband is a
director of a minority bank. So I want that on the record, and I will
submit my disclosure in writing.

Chairman WATT. All right. For a change, we have to make disclo-
sures. So that is a good thing.

Without objection, other members’ opening statements will be
made a part of the record, and they will have some additional time
to submit them for the record.

I am now going to introduce the panelists briefly. Without objec-
tion, each of your written statements in their entirety will be made
a part of the record. And each witness will be recognized for 5 min-
utes, although—we try to stay close to that, but I am a little bit
more lenient on that than most Chairs are.
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We will start with Mr. George Scott, who is the Director of the
Financial Markets and Community Investment team of the GAO,
where he helps lead the GAO’s work assessing the ability of the fi-
nancial services industry and its regulators to help maintain a sta-
ble, well-functioning financial system. He is responsible for leading
the GAO’s work related to higher education issues, including Fed-
eral student loan and grant programs also.

Mr. Scott, you are recognized for 5 minutes.

STATEMENT OF GEORGE A. SCOTT, DIRECTOR, FINANCIAL
MARKETS AND COMMUNITY INVESTMENT, U.S. GOVERN-
MENT ACCOUNTABILITY OFFICE (GAO)

Mr. ScoTT. Thank you, Chairman Watt, Ranking Member Miller,
and members of the subcommittee. I am pleased to be here today
to discuss the efforts of Federal bank regulators to support minor-
ity banks.

Minority banks are a small community within the banking indus-
try, accounting for 2 percent of all financial institutions and total
industry assets. Despite their small numbers, these banks can play
an important role in serving the financial needs of historically un-
derserved communities such as African Americans, and growing
populations of minorities such as Hispanic and Asian Americans.

Federal regulators are to work to preserve and promote minority
banks. For example, the Federal Deposit Insurance Corporation
and the Office of Thrift Supervision are required to provide minor-
ity banks with technical assistance, training, and educational pro-
grams. They must also work to preserve the character of minority
banks in cases involving mergers or acquisitions or these institu-
tions.

My testimony today summarizes the key findings of our 2006 re-
port, which discussed the profitability of minority banks, regu-
lators’ efforts to support such banks, and the view of minority
banks on these efforts.

In summary, our analysis showed that the profitability of most
minority banks with assets greater than $100 million nearly
equaled that of their peers. However, the profitability of smaller
minority banks and African American banks of all sizes did not
meet their peers’ size and profitability.

Many small minority banks had return on assets that were sub-
stantially lower than those peer groups. Moreover, African Amer-
ican banks of all sizes had return on assets that were significantly
lower than those of their peers.

Our analysis identified some possible explanations for the low
profitability of some minority banks, such as higher reserves for po-
tential loan losses, higher administrative expenses, and competi-
tion from larger banks. Nevertheless, the majority of officials from
minority banks were positive about their bank’s rational outlook,
and many saw their minority status as an advantage in serving
their communities.

In terms of fellow efforts to support these banks, we found that
bank regulators have adopted different approaches. The FDIC,
which supervises more than half of all minority banks, had the
most comprehensive program to support minority banks and led an
inter-agency group that coordinates such efforts. Among other
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things, the FDIC designated officials to be responsible for minority
bank efforts, held periodic conferences for banks, and established
formal policies for annual outreach.

The OTS also designated staff to be responsible for the agency’s
efforts to support minority banks, developed outreach procedures,
and focused on providing technical assistance.

The OCC and the Federal Reserve, while not required to do so,
also undertook some efforts to support minority banks. Despite
these initiatives, at the time of our review, no agency had regularly
assessed the effectiveness of its efforts or established outcome-ori-
ented performance measures for their programs. Consequently, reg-
ulators were not well-positioned to assess the results of their ef-
forts or identify areas for improvement.

Some minority banks identify potential limitations in the regu-
lators’ support efforts. About one-third of survey respondents rated
their regulators’ efforts for minority banks as very good or good,
while 26 percent rated the efforts as fair, and 13 percent as poor
Or Very poor.

FDIC-regulated banks were more positive about their agency’s ef-
forts than banks regulated by other agencies. However, only about
half of the FDIC-regulated banks and about quarter of the banks
regulated by other agencies rated their agency’s efforts as very
good or good. Furthermore, although regulators emphasize pro-
viding technical assistance to minority banks, less than 30 percent
of such institutions said they had used this assistance within the
last 3 years.

Some minority bank officials also said that regulators did not al-
ways understand the challenges minority banks face in providing
services in their communities. They suggested that examiners
needed to undergo more training to improve their understanding of
minority banks and the customers they serve.

In conclusion, regulators are now taking steps to better assess
their support efforts. For example, all the regulators are in the
process of consulting with minority banks to obtain feedback on
their efforts. Some regulators also plan to provide additional train-
ing to their examiners on minority bank issuers.

While the regulators’ recent efforts are encouraging, it is too soon
to assess their effectiveness. As they undertake these initiatives,
we encourage regulators to ensure that they collect and analyze
relevant data and take steps to continue to enhance their minority
bank support efforts.

Mr. Chairman, this concludes my prepared statement, and I
would be happy to answer any questions you or other members of
the subcommittee may have at this time. Thank you.

[The prepared statement of Mr. Scott can be found on page 85
of the appendix.]

Chairman WATT. I can certainly tell that this gentleman has tes-
tified here before. He hit 5 minutes on the head, and followed the
purpose for our being here, which is to evaluate and talk about the
GAO’s report.

Our second witness is Ms. Sandra L. Thompson from the FDIC.
She is the Director of FDIC’s Division of Supervision and Con-
sumer Protection, where she directs risk management and con-
sumer protection examination activities relating to approximately
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5,200 FDIC-supervised institutions. She previously served as the
FDIC’s Deputy to the Vice Chairman and led the FDIC’s Bank Se-
crecy Act and anti-money laundering and financial crimes super-
visory activities.

She holds a degree in finance from Howard University. And Ms.
Thompson, we would love to hear from your for 5 minutes, approxi-
mately.

STATEMENT OF SANDRA L. THOMPSON, DIRECTOR, DIVISION
OF SUPERVISION AND CONSUMER PROTECTION, FEDERAL
DEPOSIT INSURANCE CORPORATION (FDIC)

Ms. THOMPSON. Thank you. Chairman Watt, Ranking Member
Miller, and members of the subcommittee, I appreciate the oppor-
tunity to testify on behalf of the FDIC regarding our role in pre-
serving and expanding opportunities for minority institutions. His-
torically, these institutions play a vital role in their communities.
They serve as a key source of credit and other banking services
that are essential to economic growth and business development in
areas that are often underserved by traditional institutions.

My written testimony details the FDIC’s efforts to preserve and
encourage minority ownership of depository institutions, as well as
our actions to respond to the recommendations in the October 2006
GAO report.

As for the overall health of the 205 minority institutions in the
banking system, while most are profitable, their financial perform-
ance as a group lags behind non-minority institutions. The capital
levels of minority institutions are roughly comparable to that of the
industry. However, the average return on assets for these institu-
tions in the first half of this year was .69 percent compared to an
industry average of about 1.21 percent.

The difference in profitability can result from many factors. Mi-
nority banks, like most community banks, often must compete with
larger financial institutions for both business and staff. In addition,
some minority institutions are challenged by operating in economi-
cally distressed areas. The disparities in profitability and other key
measures between minority banks and other financial institutions
demonstrate the continued importance of the FDIC’s goals to en-
courage and preserve these institutions.

In order to achieve these goals, the FDIC operates under a policy
statement that was adopted by our Board of Directors. This state-
ment provides the framework for the training and technical assist-
ance we offer to banks under our minority bank program. The
FDIC has staff dedicated to the minority bank program nationwide.

At its core, the FDIC’s minority bank program focuses on two key
elements. First, our program is designed to provide technical as-
sistance and training to minority banks. We use a number of meth-
ods. They range from assistance to individual banks to national
and regional conferences and forums that focus specifically on mi-
nority bank issues.

The second element of our minority bank program is to train our
examiners. The FDIC has specific programs in place to educate
bank examiners and sensitize them to the unique issues often
found in minority institutions. Traditional measures of success for
the industry as a whole may not apply to minority institutions, so
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examiners have been advised not to place undue emphasis on peer
analysis when evaluating minority institutions. We also invite mi-
nority bankers to speak at all major FDIC examiner training con-
ferences to share their experiences and perspectives.

The FDIC’s minority bank program receives attention at the
highest level in the agency. The national minority bank coordinator
submits a quarterly report of all minority bank activities to our
Chairman, and we also highlight elements of the program in our
annual report.

In response to the GAO’s recommendations, the FDIC has devel-
oped an annual survey that will be sent to all minority banks at
the end of this year. The banks will be able to rate the effective-
ness of FDIC assistance programs. We also implemented the rec-
ommendation to develop and track specific outcome-oriented per-
formance measures for our minority bank program.

In summary, minority institutions face many challenges. The
FDIC recognizes the vital role that these institutions play in the
economic development of communities throughout the United
States, and we are dedicated to the goals of preserving, promoting,
and encouraging the creation of minority depository institutions.

This concludes my statement, and I will be happy to answer
questions.

[The prepared statement of Ms. Thompson can be found on page
113 of the appendix.]

Chairman WATT. Thank you so much, Ms. Thompson.

Our third witness is Ms. Montrice Yakimov of the Office of Thrift
Supervision. Ms. Yakimov joined the Office of Thrift Supervision in
June of 2006, and is responsible for the development, implementa-
tion, and evaluation of examination programs for compliance with
Federal consumer protection laws, including fair lending, the Com-
munity Reinvestment Act, and the BSA anti-money laundering re-
quirements. She also heads up compliance policy, and is respon-
sible for the consumer complaint function and the agency’s commu-
nity affairs program.

Ms. Yakimov received her undergraduate degree in broadcast
management from Howard University, and received her MBA from
George Washington University. Welcome, Ms. Yakimov, and you
are now recognized.

STATEMENT OF MONTRICE GODARD YAKIMOV, MANAGING DI-
RECTOR, COMPLIANCE AND CONSUMER PROTECTION, OF-
FICE OF THRIFT SUPERVISION (OTS)

Ms. YakiMov. Thank you. Good morning, Chairman Watt, Rank-
ing Member Miller, and members of the subcommittee. Thank you
for the opportunity to discuss the Office of Thrift Supervision’s pro-
gram on preserving and expanding minority ownership of savings
associations, Federal savings associations.

The OTS recognizes and supports the critical mission, the legacy,
and the role that minority institutions have played in the United
States. Since the 1970’s, before there was a legislative requirement
to do so, the OTS, through its predecessor, has provided technical
assistance and other forms of support to the minority institutions
we supervise.
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You have asked about our efforts to address GAO recommenda-
tions to improve our minority institutions program. These actions
are detailed in my written statement, but I will highlight today
some of the initiatives that the OTS has recently undertaken under
the leadership of our Director, John Reich.

The OTS minority institution program provides technical assist-
ance and various forms of support to 22 minority thrifts, many of
which primarily serve minority and lower income communities. We
have more than 30 staff members, including senior management
and directors, who directly provide various forms of assistance such
as providing regular input and guidance on strengthening various
compliance risk management systems; conducting training for
boards of directors on various issues such as corporate governance,
capital credit, and accounting policy; and occasionally assisting in-
stitutions in identifing and hiring new senior management and di-
rectors.

Although the coverage ratio of OTS staff to minority institutions
enables frequent contact with the management and leadership of
those institutions, the GAO report recommended that the banking
agencies institute a survey to see how we could do more to ensure
that our minority institution program is delivering the forms of as-
sistance most valued and desired by the institutions we supervise.
OTS agreed, and has implemented this recommendation. We will
use the results of this survey to continue to enhance our program.

Our survey supplements an annual questionnaire entitled, “The
Thrift Satisfaction Survey,” which we are also tailoring in order to
solicit ongoing information from the minority institutions we regu-
late.

In order to proactively seek input on our program, we have also
increased our contact with executives from minority institutions.
For example, OTS Director Reich recently hosted a meeting of
thrift institution executives at the 2007 Inter-Agency Minority In-
stitution Conference in Miami. The Director also spoke at the Na-
tional Bankers Association conference this fall, as he did last year,
seeking advice and input on what the OTS could do to improve our
minority institution program.

We have received excellent suggestions at these meetings, and
will be incorporating them into the 2008 strategic plan for our mi-
nority institutions program. Our strategic plan will be finalized by
year end, and it is consistent with the GAO recommendation to de-
velop outcome-oriented performance measures to assess the
progress of our efforts in relationship to the minority institution
program goals.

Additionally, consistent with one of the principles contained in
FIRREA regarding minority institution support programs, next
month the OTS will pilot more training for our examiners on our
minority institution program during an advanced examiner school
here in Washington. Also with the objective to support the creation
of new minority institutions, the OTS has proactively participated
in conferences widely attended by minority bankers, entrepreneurs,
and other interested parties across the country. Through our booth,
we have participated in events such as the Congressional Black
Caucus conference, the National Council of La Raza’s annual con-
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ference, and the Multicultural Business Symposium sponsored by
the Black Business Professionals and Entrepreneurs.

The OTS, along with the other agencies, is considering how su-
pervisory guidance can support minority institutions. For example,
last year the OTS realigned our CRA regulations with that of the
other agencies and joined the agencies in proposing guidance to
permit non-minority-owned institutions to receive favorable CRA
consideration for investing in minority-owned institutions.

Notwithstanding all these efforts, we believe we can do more. De-
velopment of a minority institution strategic plan is underway as
we look to the future and additional steps we can take to further
strengthen our program.

Thank you, Mr. Chairman, for highlighting this important issue.
We look forward to working with you, Ranking Member Miller, the
members of the subcommittee, and our fellow banking regulators
to help support a bright future for minority-owned financial institu-
tions. Thank you.

[The prepared statement of Ms. Yakimov can be found on page
153 of the appendix.]

Chairman WATT. Thank you, Ms. Yakimov. Our witnesses are
doing great staying in the time limit, but that is not to put pres-
sure on the last two witnesses. They don’t have the experience at
doing this that the regulators do, so don’t feel intimidated by that.

Our next witness is Ms. Sandra Braunstein. Ms. Braunstein is
the Director of the Federal Reserve Board’s Division of Consumer
and Community Affairs. As Director, she is principally responsible
for the development and administration of Federal Reserve policies
related to consumer financial services and consumer protection.
Ms. Braunstein also administers outreach efforts to the financial
services industry, State, local, and Federal Government officials,
and consumer and community organizations.

Ms. Braunstein, you are recognized for your statement.

STATEMENT OF SANDRA F. BRAUNSTEIN, DIRECTOR, DIVI-
SION OF CONSUMER AND COMMUNITY AFFAIRS, BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Ms. BRAUNSTEIN. Thank you, Mr. Chairman. Chairman Watt,
Ranking Member Miller, and members of the subcommittee, I ap-
preciate this opportunity to discuss the Federal Reserve’s long-
standing commitment to, and work in support of, minority-owned
depository institutions.

Nationally, there are about 200 minority-owned depository insti-
tutions serving a broad range of communities and populations. The
Federal Reserve System supervises 19 minority-owned State mem-
ber banks that are geographically dispersed across 8 of the sys-
tem’s 12 districts. They are diverse in terms of their minority own-
ership, including African American, Native American, Asian, and
Hispanic-owned institutions.

Some of these banks are quite profitable and operate in higher
income markets, while others serve lower income communities and
in some cases are challenged to achieve earnings commensurate
with their peers. Their issues are similar to those faced by many
other banks—controlling overhead expenses, difficulty in retaining
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qualified management, and meeting competition from larger insti-
tutions in their markets.

Through our regulatory, supervisory, and community develop-
ment functions, we consistently provide assistance that addresses
the unique challenges and needs of minority-owned banks while at
the same time holding these institutions to the same supervisory
standards that we apply to all insured banks.

To enhance our support for minority-owned institutions, the Fed-
eral Reserve has developed an innovative and comprehensive train-
ing and technical assistance program. This program will be fully
operational in 2008.

In developing the program, Federal Reserve staff met with a
number of minority-owned and new banking organizations across
the country, as well as trade groups, bank consultants, the Con-
ference of State Bank Supervisors, and other State and Federal
banking agencies to learn about the challenges that institutions
confront in raising capital, and in growing and attracting talent.
These meetings provided valuable information about the special
needs of minority-owned banks, and also enhanced our under-
standing of the various issues that new and smaller institutions
face.

The resulting training program consists of three modules that
focus on issues that are most relevant at a particular point in a
bank’s life cycle. The modules have value for potential entrance to
the industry as well as those that have been in the market for
many years. They draw on data and experience from experts in the
fields of economics, accounting, finance, compliance, and may focus
on the particular challenges of establishing and sustaining robust
and vibrant minority-owned depository institutions.

Given that our minority-owned institutions are geographically
dispersed and serve different types of communities, a great deal of
flexibility is being built into the curriculum so that modules can be
tailored to address institution-specific concerns or issues. The pro-
gram also includes a way to obtain continuous feedback on the use-
fulness of the course materials. The Federal Reserve is committed
to respond to changes in the training needs of minority institutions
by reviewing and adapting the curriculum as needed.

Concurrently, efforts are underway to incorporate material from
the new training modules into the Federal Reserve examiner train-
ing programs. Relevant training will be provided for both safety
and soundness and consumer compliance examiners.

In addition to this new program, the Federal Reserve has had
other ongoing efforts that specifically provide support to minority-
owned institutions. We joined the other banking agencies in 2006
and 2007 in hosting national conferences for federally insured mi-
nority-owned institutions.

System staff have also participated in regional events. Our ongo-
ing commitment is further demonstrated through coaching and
mentoring minority-owned banks that have struggled to manage
growth while remaining profitable. We have also assisted institu-
tions through the acquisitions process, including branch acquisi-
tions.

On the regulatory front, the banking agencies recently issued for
comment some clarifications regarding the Community Reinvest-
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ment Act. One of the proposed questions and answers indicates
that non-minority banks’ investments in minority-owned banks re-
ceive favorable consideration under the investment test even if the
minority-owned institution is not located in and the activities do
not benefit the assessment areas of the investing institution.

I would like to reiterate the Federal Reserve’s commitment to
promoting vibrant, competitive, and diverse banking markets. We
are dedicated to using our roles as supervisors, regulators, commu-
nity development facilitators, and consumer educators to support
minority-owned institutions and the consumers who contribute to
our robust financial services system.

Thank you.

[The prepared statement of Ms. Braunstein can be found on page
53 of the appendix.]

Chairman WATT. I thank you for your statement. Our next wit-
ness is Mr. John Walsh of the OCC. Mr. Walsh is the Chief of Staff
and Public Affairs for the OCC, serving as the Comptroller’s senior
advisor on all matters. He represents the Comptroller in internal
and external meetings and events, and provides expert policy ad-
vice. He also oversees the Agency’s public affairs, congressional li-
aison, banking relations, program analysis and leadership learning,
and workplace fairness functions.

Mr. Walsh holds a masters in public policy from the Harvard
Kennedy School of Government. Mr. Walsh, you are recognized for
your statement.

STATEMENT OF JOHN G. WALSH, CHIEF OF STAFF AND PUB-
LIC AFFAIRS, OFFICE OF THE COMPTROLLER OF THE CUR-
RENCY (0CC)

Mr. WALSH. Thank you, Chairman Watt, Ranking Member Mil-
ler, and members of the subcommittee. I am John Walsh, Chief of
Staff and Public Affairs at the Office of the Comptroller of the Cur-
rency.

I am pleased to appear before you today to discuss the GAO’s Oc-
tober 2006 report, “Minority Banks: Regulators Need to Better As-
sess Effectiveness of Support Efforts,” and the actions that the
OCC has taken to address the recommendations of that report.

The OCC recognizes that minority-owned banks are important
community and national assets. Minority banks have long per-
formed a vital role in the American financial system by serving the
market needs of their local communities, and the OCC is com-
mitted to encouraging their continued success. While the OCC is
not subject to Section 308 of FIRREA, it has voluntarily taken the
initiative to support minority banks in keeping with that legisla-
tion.

The OCC issued a policy statement on minority-owned national
banks in 2001 to further the ability of minority banks to prosper
and meet the needs of their communities. Let me review a few of
the actions we have taken to implement this policy.

First, the OCC created a senior advisor position in 2004 to serve
as the agency’s focal point for minority banking issues. Second, the
OCC formalized its longstanding practice of making experts avail-
able in each of the OCC’s districts to provide guidance on a range
of supervisory issues of importance to minority-owned institutions.



15

Third, we have issued guidance, distributed publications, and con-
ducted information sessions regarding the provision of capital and
other resources to minority-owned banks, including majority bank
investments in many institutions.

As you know, the 2006 GAO report recommended that we con-
sider serving minority institutions or undertaking other measures
to determine how minority banks view our support efforts and re-
lated activities, and to assess the progress in meeting our goals.
Building on our minority bank policy statement, we have under-
taken additional efforts to increase the effectiveness of our super-
visory services and outreach to our minority banks, as rec-
ommended in the GAO report.

Our initial step, now completed, was to conduct an internal sur-
vey of the assistant deputy comptrollers and portfolio managers
who directly supervise minority national banks.

The second phase of our review began in August 2007, when we
distributed a survey directly to our minority-owned national banks.
The minority national banks survey is very focused on how we can
make our education, outreach, and technical assistance efforts
more useful and effective to these banks.

The survey also provides minority bankers the opportunity to
comment on the OCC’s supervisory policies and guidance and to
state whether they believe our examiners have the training and
guidance necessary to effectively supervise their banks.

I can report that the early returns from these surveys underscore
the importance of specialized supervision for minority-owned
banks. These results encourage us to place even greater emphasis
on how to improve the effectiveness of our supervisory policies and
guidance, and the ongoing training needs of both our examiners
and our minority institutions.

As I describe further in my written testimony, the OCC is also
implementing several additional initiatives to further the ability of
minority banks to prosper and meet the needs of their commu-
nities. These include improving communications with organizing
groups interested in entering the national banking system, ex-
panded participation in outreach meetings and conferences
throughout the country to discuss supervisory and industry issues,
and the expanded use of the internet to support minority institu-
tions.

The OCC created an external outreach and minority affairs page
on the OCC’s public Web site, and a special informational page for
bankers on OCC’s National BankNet site is under development.
New BankNet features will include comparative bank performance
metrics, discussion of legislative and regulatory issues, upcoming
training opportunities, and other information of interest to minor-
ity bankers.

In conclusion, let me restate the OCC’s commitment to work with
minority-owned national banks and to provide effective technical
assistance and supervisory services. As I mentioned, the OCC has
voluntarily taken the initiative to support and reach out to minor-
ity banks under FIRREA’s Section 308 provisions, and we would
have no objection to that being made explicit by the Congress.

Thank you, Mr. Chairman. I would be pleased to answer your
questions.
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[The prepared statement of Mr. Walsh can be found on page 136
of the appendix.]

Chairman WATT. Thank you, Mr. Walsh.

Sometimes when you are in the middle of these hearings, you
have a flashback to an earlier time in your life. And I just had one
because—and Ms. Waters is going to get me out of the problem. I
had two guys in my high school class. One of them was named
“Cooper” and one of them was named “Cooper”—spelled exactly the
same way. So I have had this dilemma in my whole life, and I don’t
have to answer that today because I am going to recognize Ms. Wa-
ters to make the introduction of our next witness, whatever his
name is.

Ms. WATERS. Thank you very much for putting me on the spot,
Mr. Chairman.

There may be two ways to pronounce this gentleman’s name, but
I have always referred to him as Mr. “Cooper.” Mr. Bob Cooper, the
chief legal strategist for OneUnited, the largest African American-
owned bank in the country. Mr. Cooper is typical of the young, bril-
liant minds that have been amassed at OneUnited Bank by Mr.
Kevin Cohee.

Since Mr. Cooper joined OneUnited, it has acquired and turned
around three troubled banks, and grown from $56 million to $650
million in assets, making it the fastest-growing African American-
owned bank in the Nation. Mr. Cooper is here today as the current
chairman-elect of the National Bankers Association, the nation’s
oldest and largest trade association representing minority- and
women-owned banks and thrifts.

Thank you, Mr. Chairman.

Chairman WATT. And I will recognize Mr. “Cooper,” or Mr. “Coo-
per,” for his remarks.

STATEMENT OF ROBERT P. COOPER, SENIOR COUNSEL,
ONEUNITED BANK, ON BEHALF OF THE NATIONAL BANKERS
ASSOCIATION

Mr. CooPER. Good morning, Chairman Watt, Ranking Member
Miller, and members of the subcommittee. My name is Robert Pat-
rick Cooper, and I am providing this testimony on behalf of the Na-
tional Bankers Association, the NBA, and its national constituency
of minority- and women-owned banking institutions.

First of all, we would like to thank you for taking the time to
hold this hearing regarding the concerns of minority banks. We are
confident you recognize the importance of minority banks in this
country, particularly to our inner cities, where they not only pro-
vide critical financial services but also, as importantly, serve as a
beacon of hope to underserved minority residents. These remarks
seek to initiate a dialogue with you and your congressional col-
leagues to rectify certain problems minority banks face, and there-
by avoid further crises for these institutions.

Regulators thus far have steadfastly refused to focus on the bene-
fits and changes they are uniquely empowered to provide, instead
emphasizing the straightforward FIRREA mandate regarding tech-
nical assistance. FIRREA was about more than technical assist-
ance. It was a recognition of the unique challenges of minority
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banks and a promise to rectify them, a promise that thus far has
been unfulfilled.

Let me briefly provide some context. The assessment of the GAO
report accurately can be described as no less than alarming. For
example, African-American banks, which are at the very heart of
many large U.S. cities, have ROAs that significantly lag that of
their peers, in some cases by as much as 75 percent. Unfortunately,
the regulatory response to this crisis has fallen far short of congres-
sional mandates as outlined in FIRREA.

As a result, we are well beyond the point where nebulous prom-
ises of future assistance are sufficient. Having failed to see ex-
pected benefits in the 18 years since FIRREA’s passage, the NBA
strongly believes that more forceful congressional action and over-
sight is now required.

Accordingly, the NBA is requesting specific, prompt, forceful ac-
tion at the legislative, regulatory, policy, and procedural level to
change the environment in which minority banks operate. We
would very much appreciate the committee leading this effort and
forcing the banking agencies to appear before you in formal hear-
ings in which we can also participate on no less than an annual
basis to explain their performance on a “outcome-oriented” basis
recommended by the GAO.

Now, as a road map of certain objectives, we suggest the fol-
lowing. On the legislative front, we would ask respectfully that
Congress amend FIRREA to expressly make it apply to all four
Federal banking agencies, and to make it a mechanism of change.
In my written remarks, I have prepared specific language for the
committee’s consideration.

To emphasize, however, while we believe amending FIRREA is
important unto itself, it is far from sufficient. Our fundamental dis-
satisfaction is not with Congress. As a result, we wanted to provide
a non-exhaustive list that the banking agencies can target to begin
to improve the standing of minority banks.

First, the current capital rules are not designed to address the
particular experience of minority banking institutions, and thereby
to enable them to become prominent by asset size as well as role,
and members of the financial services marketplace.

The avenue of raising capital commonly used by majority banks,
broad public offerings of common stock, is not practically available
to minority banks. The general concern is that by raising such
funds, the shareholder base of the bank will change in a way that
is adverse to its status and role as a minority bank.

We thus submit, and wish the banking agencies to recognize,
that: one, nonvoting preferred stock held by institutional investors
is a stable, safe, and sound form of capital; and two, it would not
be an unsafe or unsound banking practice to amend the capital
rules to permit minority banks to have a high percentage of capital
consisting of such nonvoting preferred stock.

As a second specific area for change, despite certain recent and
appreciated regulatory initiatives, the current CRA rules still do
not address the particular environment in which minority banks
operate, for example, with respect to encouraging majority banks to
support them through investments, loans, or deposits.
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Majority banks should receive CRA credit for funding minority-
and women-owned banks, which are often community development
financial institutions, or CDFIs. By modifying the CRA framework
to make it expressly clear that such funding is wholly consistent
with the purposes of CRA, minority banks can materially increase
the funding they receive from bank institutional investors.

We are aware of Q&As designed to address this issue. Neverthe-
less, we strongly believe that the banking agencies should amend
the CRA regulations to more expressly grant CRA credit to major-
ity banks for providing funding to minority- and women-owned
banks in CDFIs.

As a third specific area for change, banking agencies should con-
sider the particular challenges faced by minority institutions when
making broad policy statements. Such statements tend to address
sweeping topics of current relevance to financial services, often in
untailored terms. Consequently, minority banks face the prospect
of examinations and criticisms not appropriate given their role in
the industry.

We would suggest each banking agency either create a blanket
policy addressing minority banks or amend their existing policies
to expressly provide that regulators and examiners thoughtfully
consider the unique circumstances of minority institutions in apply-
ing such policies.

Going forward, we would further suggest that each time regu-
lators propose a policy statement, they strongly consider whether
minority banks should be separately addressed in the statement,
and specifically discuss their reasoning and conclusion in this re-
gard in the preamble to the proposed policy.

In conclusion, we look forward to working with you and the regu-
lators to address the foregoing challenges facing our institutions.
We appreciate your attention to this important matter, and I would
be pleased to answer any questions you may have. Thank you.

[The prepared statement of Mr. Cooper can be found on page 62
of the appendix.]

Chairman WATT. Thank you, Mr. Cooper, for your testimony.

And I will now make my disclaimers so that I get them on the
record. Most people recognize my congressional district as being the
second largest financial center in the country in Charlotte, North
Carolina. And they recognize Bank of America and Wachovia.

But it should be clear that my bank account has always been,
throughout my entire banking history, at Mechanics & Farmers
Bank, a minority institution in our great State. And I should also
disclose, although it is a matter of public record, that I am a share-
holder in Mechanics & Farmers Bank—not on the board; I don’t
have any close connections like that.

But I wanted to get that out of the way before I introduced our
next witness, Kim D. Saunders, who has served as president and
CEO of M&F Bancorp, Inc. and M&F Bank, Mechanics & Farmers
Bank, since February of 2007, and before that held the same title
at Consolidated Bank & Trust Company. She was the second fe-
male president and CEO in Consolidated Bank’s history, a distinc-
tion she also holds at Mechanics & Farmers Bank.

Ms. Saunders has a B.S. degree in economics from the Wharton
School of Finance at the University of Pennsylvania, and an hon-
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orary Doctorate of Humane Letters from Shaw University in Ra-
leigh, North Carolina. We welcome you today. To the extent that
there is such a thing as a personal banker, Ms. Saunders might be
it, although she is way—150 miles away from where I am in Char-
lotte.

So we recognize you for your statement.

STATEMENT OF KIM D. SAUNDERS, PRESIDENT AND CEO,
MECHANICS & FARMERS BANK

Ms. SAUNDERS. Good morning, and thank you. Mr. Chairman,
Ranking Member Miller, and other distinguished members of the
subcommittee. Again, my name is Kim D. Saunders and I am presi-
dent and CEO of M&F Bancorp, Inc., and Mechanics & Farmers
Bank. On behalf of the boards of directors of M&F Bancorp, Inc.,
and Mechanics & Farmers Bank, I am honored to provide you with
comments on this very important subject of preserving and expand-
ing minority banks.

M&F is a $223 million community bank that conducts business
in four of North Carolina’s largest markets. The bank is celebrating
its 100th anniversary throughout 2007 and 2008, and our parent
company currently is anticipating approval of a merger agreement
that should elevate Mechanics & Farmers Bank into the top five
largest African-American-owned banks in the United States.

In deference to this committee’s time, I would like to focus on the
specific areas that I believe offer the potential of substantive assist-
ance for minority banks. They are how regulators may increase uti-
lization of technical assistance among minority banks, and specifi-
cally legislative steps that should be taken to assist minority banks
to raise capital and to operate efficiently.

In August 2006, the FDIC’s Vice Chairman, Martin Gruenberg,
identified some of the challenges to minority banks operating in a
highly profitable manner: the relatively higher cost of doing busi-
ness in communities with incomes below market average; high im-
migrant populations; smaller deposit base; and a preference for in-
person service.

To assist minority banks in addressing these unique challenges
as well as facilitating capital investments in these institutions, I
recommend the Committee on Financial Services consider legisla-
tion to ensure that bank regulators provide the necessary notifica-
tion regarding the array of technical assistance services that are
available, and to amend regulatory peer group benchmarking and
examination evaluations to recognize the differences between mi-
nority banks and the UBPR-designated peer groups.

Finally, although I recognize that the Federal tax legislation is
outside the purview of this committee, the ability of minority banks
to raise capital would be enhanced if the CDFI fund guidelines
were modified to allow tax credits for investments specifically in
those institutions, more specifically with respect to increasing the
use of technical assistance by minority banks.

Banking regulators should correspond at least semi-annually
with the CEOs of the minority banks they oversee to apprise them
of the forms of technical assistance that may be available and to
provide the appropriate contact information for future reference.
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They should also utilize this opportunity to determine what other
pertinent forms of technical assistance could be provided.

Regulators should be proactive in communicating with minority
banks, especially those deemed to be low-performing. Our overall
relationship with regulators has been positive, but there is room for
improvement.

In terms of specific legislative steps to assist minority banks to
raise capital and operate efficiently, let me state clearly that my
bank and the other minority banks share the regulators’ goal of en-
suring the safety and soundness of the banking system.

The GAO report clearly highlights the traditional and universal
difference in performance between minority and majority banks.
However, regulatory benchmarks by which minority banks’ per-
formance is graded always compares these institutions with the
UPBR-designated peer groups such that a truly equitable compari-
son of performance factors is not considered nor possible.

The Financial Services Committee should consider legislation so
that regulatory peer group benchmarking and examination evalua-
tions are tailored to recognize these differences. Just as there exist
today certain examination differences for money center banks
versus smaller community banks, regulators should modify the
grading process utilized in bank examinations by comparing minor-
ity banks to a peer group of other minority banks, and within the
context of this peer group structure, apply the factors of safety and
soundness.

Finally, and as aforementioned, while the Financial Services
Committee does not have jurisdiction over taxes, which is the pur-
view of the Ways and Means Committee, there is a palpable role
for incentives. The market places such a significant discount on the
value of minority banks that we are at a significant disadvantage
regardless of our stature of profitability in our abilities to raise
capital. Therefore, the CDFI fund guidelines should be modified to
include tax credits for investments specifically in minority banks.

It is the sincere wish of the boards of directors of M&F Bancorp
and Mechanics & Farmers Bank that this committee will consider
the recommendations made today and take the necessary actions to
truly preserve and expand minority banks.

Again, I am honored and appreciative of this opportunity to tes-
tify, and I am available for questions and comments from this dis-
tinguished panel of committee members. Thank you.

[The prepared statement of Ms. Saunders can be found on page
74 of the appendix.]

Chairman WATT. Thank you so much for your testimony. She
said she was a little nervous, but she did fine—wonderful. Thank
you.

We welcome Representative Greg Meeks, who is not a member
of our subcommittee, but is a member of the full Financial Services
Committee. I understand that he may wish to make an opening
ztatﬁment. If so, I would ask unanimous consent to allow him to

o that.

Mr. MIiLLER. Who is wanting to speak? I want to know before 1
grant unanimous consent. Oh, Mr. Meeks. Okay.

Chairman WATT. He is reserving the right to object. I think he
is giving you a hard time this morning.
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Mr. MEEKS. He always does. I will get him in the gym tomorrow.

Thank you, Mr. Chairman. I am very thankful to you, Mr. Chair-
man, for holding this hearing. Coming from the City of New York,
and listening to you as you talked about Ms. Saunders, I want to
say that in New York we have one bank, Carver Savings Bank,
where we have an individual whom Ms. Saunders reminds me of,
Debbie Wright, who is the president of that bank.

I want the record to reflect that my account is at Carver Savings
Bank, and that every—even my campaign’s account, every dollar
goes through Carver Savings Bank in New York. And we then try
to advocate for all of the electeds that are in New York to try to
put whatever—not only their personal money, but whatever polit-
ical money they raise, if you are going to keep it at a bank, keep
it at Carver Savings Bank because it is tremendously important to
us and it is tremendously important to the development, the eco-
nomic development, of our communities.

And so it is tremendously important—this hearing is tremen-
dously important for me and important for communities throughout
America because the banks, they are responsible for and help revi-
talize our communities. And when we are talking about individuals
needing loans, whether it is for a home, whether it is for a busi-
ness, whether it is, you know, in having someone that you can go
in to and trust and you are talking about truly a neighborhood type
situation of understanding the community in a way that no one
else can, it is the minority banks that we have.

And there is a desperate need, I believe, all across this Nation
to make sure those that we have, that we cherish, and that we
make sure that that playing field is leveled and equal for them,
and that they are evaluated in the appropriate way. And so I am
thankful to be here at this hearing.

I am also thankful to be sitting in the Financial Services hearing
room, Mr. Chairman, and seeing so many people of color testifying.
Too often, that is not the case here in this hearing room. And I look
forward to the individuals who are testifying to be also testifying
very shortly because I know that they are going to be the heads
of many of their regulatory agencies in particular. And so I look
forward to the government reflecting America, and having them as
heads of some of the regulatory agencies, and testifying before the
full committee representing their agency in that capacity.

I yield back the balance of my time.

Chairman WATT. I thank the gentleman for being here, and I am
personally aware of his longstanding commitment in this area and
his predecessor’s longstanding commitment in this area. Represent-
ative Floyd Flake, who formally chaired this subcommittee, was in
office before Representative Meeks, so we know that congressional
district has a long, longstanding commitment.

Now, I have to chair this subcommittee, so I am going to be here,
but I know some of the other members have commitments that
may require them to leave. I have a bunch of questions, as you can
probably imagine, but I am going to defer my right to go first and
would recognize Ms. Waters for 5 minutes for questions.

Ms. WATERS. Thank you very much, Mr. Chairman. I would ask
unanimous consent to submit for the record my disclosure state-
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ment, which includes my husband’s service on the board as a direc-
tor. He is also a shareholder in OneUnited Bank.

Chairman WATT. Without objection.

Is that required?

Ms. WATERS. I beg your pardon?

Chairman WATT. Maybe I need to do that, too. Is that required?

Ms. WATERS. Well, I think we should always—

Chairman WATT. Okay. We will put it in the record.

Ms. WATERS. —put it in the record. And while we are doing that,
let me just explain for those who are wondering about why so
many of us have personal involvement with minority banks.

In the African-American community, the test of your commit-
ment to economic expansion and development and support for busi-
ness is whether or not you put your money where your mouth is.
And so for people who may be in the audience who don’t under-
stand all that you are hearing, you will find that most black profes-
sionals belong to, participate with, their minority banks in their
community. It is expected of us. We should do it. And it is a true
test of our commitment. So I want that on the record also for those
people who don’t understand our relationship to minority banks.

Having said that, let me just say to our agencies that testified
today that the report on minority banks, the regulators’ assess-
ments of the effectiveness of their support efforts, have been lim-
ited. The statement by Mr. Scott is really kind of an indictment on
your ineffectiveness.

We are not here to beat up on you this morning. But while I ap-
preciate your testimony about the conferences you have attended,
we really want to get to the core of what your assistance is really
all about.

Have any of you been involved in assisting minority banks with
capital formation or access to capital so that they would be able to
provide better services? I see Ms. Thompson is saying “yes.” Would
you tell me in as short a period of time as you possibly can, what
have you done to assist with capital formation? Is it Ms. Thompson
or Ms.—Yarrow, is that it?

Ms. YAkiMOV. Montrice Yakimov.

Ms. WATERS. Yes.

Ms. YAkIMOV. Our agency at the regional level, at the highest
levels in our regional offices, has worked with a number of our in-
stitutions, and is reaching out to potential investors and supporting
their efforts to raise capital.

Ms. WATERS. Who have you been successful with?

Ms. YakimMov. I think we have some positive stories to share.
There is one effort that is difficult to talk about right now because
we are early in the process.

Ms. WATERS. You don’t have to name names. Just tell us, there
has been a particular effort that you have made that helped to
identify and assist in getting “X” number of dollars for capital for
a minority bank.

Ms. YAKIMOV. Yes.

Ms. WATERS. How much?

Ms. YAKIMOV. You know, I would be happy to submit that for the
record. I don’t have the specific dollar amount. But I do know that
there have been a number—
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Ms. WATERS. All right. We will get back to you on that.

Ms. YAKIMOV. Sure.

Ms. WATERS. Because this is what we are really interested in,
not the conferences and the generic outreach. We want to really
talk about, for example, who was involved in saving a minority
bank that may have been taken over by a majority bank in a merg-
er? Has anybody been involved in that kind of activity?

Ms. THOMPSON. The FDIC regularly gets involved in—

Ms. WATERS. I am sorry. I didn’t hear you, Ms. Thompson.

Ms. THOMPSON. Sorry. The FDIC regularly gets involved in trou-
bled institutions.

Ms. WATERS. Give me an example of a minority bank that you
have helped to save.

Ms. THOMPSON. I can’t talk about open institutions. But I can tell
you and assure you that there have been near-failures in minority
institutions where we have put together bid lists that comprise spe-
cifically—

Ms. WATERS. Are you familiar with Independence Bank?

Ms. THOMPSON. Yes, I am.

Ms. WATERS. Do you know that was a minority bank that was
owned by a minority family for many years in this area that was
taken over by one singularly dedicated white male, who has ended
up with 51 percent ownership of the bank? Were you involved in
that?

Ms. YAKIMOV. That is—

Ms. WATERS. Oh, you were involved in that?

Ms. YAKIMOV. I am sure Ms. Thompson is happy to pass that one
on to me. Independence is supervised by the Office of Thrift Super-
vision. Representative Waters, I appreciate your point. I can share
with you that the OTS did reach out to potential partners to retain
the minority ownership of the institution. It is difficult to talk
about all of that. Some of it has been publicized in the media.

Ms. WATERS. Okay. I am not going to let you go on. I just bring
this up as a point of reference to let you know that we know about
these things, and I am very much involved. I kept up with this ef-
fort with Ms. Carolyn Jordan, who was the first African American
to serve in the Congress of the United States on the Banking Com-
mittee many years ago, a brilliant woman who worked very hard
to try to save that bank.

I just bring that to your attention to let you know that we are
serious about what is supposed to be law and supposed to be your
attempts to honor Section 308 of the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989 that established goals to-
ward which Federal regulators must work to preserve and promote
such institutions.

And I want you to know that I was involved in reaching out to
the FDIC in particular when there was another bank that was
about to be acquired by a major white bank out of Illinois. And ba-
sically, I was told that there was nothing that could be done.

Now, let me be clear. We are all interested in making sure that
our banks are sound, that they are operating properly, and that
they are following the rules and the laws. So I don’t want anybody
to think that we are trying to get something for minority banks
that they don’t deserve.



24

But let me just say to you that we do not believe that our agen-
cies who are charged with this responsibility—and it is pretty
much documented in this report—are doing enough. I appreciate
some of the recent efforts to organize after this report was in proc-
ess. This is very important to African American and minority com-
munities, and we are going to do everything that we can to assist
you.

We like the recommendations that are coming forward today
about what we can do. And I particularly want to know about the
peer review more, and I want to know about the capital, the re-
serves that are required for so-called at-risk institutions, so that we
can see what we can do legislatively to assist our minority banks.

Having said that, let me wrap up because I am over my time.
Do any of you have any suggestions for legislation that would help
you, as we have coming from our minority institutions? What
would you suggest we do that could be helpful to you?

Chairman WATT. All of them are swallowing hard. So maybe we
should ask them to think about that and come back with written
recommendations, if they have any. And maybe you can do it in
consultation with others in your regulatory structure.

Ms. WATERS. Thank you very much, Mr. Chairman. I yield back.

Chairman WATT. We unfortunately heard the bells and whistles
going off, which means that we have a series of three votes. The
first is a 15-minute vote, followed by two 5-minute votes.

We have time to get in one additional question.

Mr. MILLER. Maybe two.

Chairman WATT. If there is somebody who will not be able to
come back—

Mr. MiLLER. Well, now, the minority side has some rights over
here.

Chairman WATT. You have the right to go.

Mr. MILLER. Nobody wants me to buy bank stock, but, I mean,
I want to speak.

Chairman WATT. You have to come back.

Mr. MILLER. I am going to be back.

Chairman WATT. No, that is fine. I was going to go to somebody
who might not be able to come back.

Mr. MiLLER. Well, for the record—

Chairman WATT. In that case, I will recognize the gentleman for
5 minutes. I would have given him the right to do that anyway.

Mr. MiLLER. For the record, I bought quite a bit of bank stock
yesterday from my perspective. But nobody is here that I bought—
there are some great deals out there in the banking industry, I
hate to say it, as you all know.

This has been a very good panel. I am just amazed that every-
thing stayed—probably the first time ever that many stayed within
the 5-minute timeframe. And it is really good to see.

Mr. Scott, let’s start with you on this side. Can you please de-
scribe the technical assistance that you are providing to minority
banks that you think is of benefit to them, and how many banks
utilize the assistance available?

Mr. Scort. Mr. Miller, as GAO, we actually are not involved in
providing technical assistance to the financial institutions. The
work we did focused on the efforts by the regulators—
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Mr. MILLER. But you did a study on it? Yes.

Mr. ScoTT. We just reviewed their efforts. Yes, sir. So I would
defer to the regulators to describe their technical assistance effort.

Mr. MILLER. Okay. And the GAO study in 1993 on minority
banks, has there been significant growth in minority banks since
that study was done, from your perspective?

Mr. ScoTT. Most recently, I believe the number we have in our
report is around 195. I think the regulators are saying over 205
now. So there continues to be some growth in those numbers. Yes,
sir.

Mr. MILLER. Mr. Cooper—Cooper, excuse me. I will get it right.
I don’t want to be wrong—I really enjoyed your testimony. Is there
a reason that you couldn’t sell common stock to maintain minority
management in that same process? And wouldn’t this balance both
concerns, having adequate capital and accessing capital like other
banks, but maintaining minority leadership roles within the bank?

Mr. CooPER. The short answer to that is no. But first I would
like to echo Congresswoman Waters, that in no way are we advo-
cating compromising any of the standards of safety and soundness,
nor are we requesting that this committee contemplate any meas-
ure—

MII{‘;) MILLER. But to my question, why couldn’t you sell common
stock?

Mr. CoopPER. Well, we could sell common stock. The concern
there is that you actually dilute your shareholder base, and that
minority banks are at a competitive disadvantage in that, for the
majority, if you go out and have a public offering, you are still a
majority institution. As a minority bank, if you go out and engage
in that same activity, then you risk losing your minority character
either in the initial public offering or in sort of a secondary offer-
ing.

Mr. MILLER. But how do individuals who believe in minority
banks—Ilet’s say I believed in minority banks and I wanted to in-
vest in a minority bank to assist you in what you are doing in an
area. That seems counterproductive that the bank couldn’t allow
that because it increases your assets and available funds to serve
the community.

Mr. CooPER. Well, as we know, there are individuals who can in-
vest in institutions, but the resources of most individuals are rel-
atively small. The access that or the advantage that minority
banks actually have is their access to large institutional investors,
such as large media conglomerates, insurance companies, oil com-
panies, and the like, and that they are willing to invest money in
preferred shareholdings which have no voting rights.

Mr. MILLER. So you are afraid that common stock sales would
create a situation where a different group could take over the bank
rather than the minorities?

Mr. CooPER. Correct. And then by definition, you wouldn’t have
a minority bank.

Mr. MILLER. It is sad to say, but that is counterproductive to ev-
erything we are trying to do in society to integrate groups in and
create opportunity in a fashion. I mean, it really is, but it is sad.

Mr. CooPER. I would respectfully disagree with those remarks,
that it is sad. Minority banks, particularly African American—
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Mr. MILLER. I mean, it is sad that the others can’t be involved
in the process.

Mr. CoOPER. No. Others certainly can be involved, and any of our
banks welcome capital that is provided to our institutions. So we
are actually not refusing capital from these different sources. I
guess what I would suggest to you is that those amounts of capital
can be found in limited amounts as opposed to the larger amounts
of capital that banks need to survive and prosper and grow.

Mr. MILLER. Ms. Thompson, is there a limit with what regulators
can do with respect to balancing safety and soundness concerns
and helping minority institutions at the same time?

Ms. THOMPSON. Well, that is a priority for our organizations.

Mr. MILLER. Microphone?

Ms. THOMPSON. I am sorry. Yes. Safety and soundness of finan-
cial institutions is a priority for our organizations. I would say that
capital is important because capital really is used to absorb unex-
pected losses, and it promotes public confidence. And when people
see that FDIC seal, it ought to stand for something.

Capital is critical in terms of the institution. And we have taken
a look at some of the suggestions that have been made by Mr. Coo-
per, with regard to preferred stock. These instruments are kind of
a hybrid. They have some characteristics that look like equity, and
they also have characteristics that look like debt.

And when you are talking about capital, we want pure capital.
We want to make sure that there is money available to absorb
losses. Preferred stock represents a debt obligation for the institu-
tion because you have to pay dividends, which is effectively inter-
est. So we want to make sure that when we are talking about cap-
ital, that it is there and it is available to absorb losses.

Mr. MILLER. Do minority institutions face different challenges in
respect to sound management than other institutions would?

Ms. THOMPSON. Well, I don’t know that they face different chal-
lenges with regard to sound management. I would venture to say
that I am familiar with many of the management of these organi-
zations, and I think that they are as sound as any other in their
peer groups.

I would say that there are some challenges that are specific to
minority institutions. They often operate in economically distressed
areas. Many times they operate in urban areas. And they often
have a high reserve for losses. They have high expenses. They have
a high touch operation where they have to deal directly face-to-face
with their customers. So there are some challenges that are unique
to minority institutions.

Mr. MILLER. Well, I am in a situation, Mr. Watt, of too many
questions and too little time. Thank you.

Chairman WATT. Well, we will recognize you again on the next
round of questioning, but right now we have about 5 minutes to get
to the Floor. So we will recess, and we should be back immediately
following the series of votes. That should be probably 20, 25, or 30
minutes at the most, so you all be at ease, and we shall return.

[Recess]

Chairman WATT. We will reconvene. Mrs. McCarthy, unfortu-
nately, had another meeting she had to go to, but she said she
would get back, hopefully, before we finished up. The ranking
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member, I think, is on the way back from the Floor. And it is my
turn to ask questions, anyway.

And since I have so many, maybe I should get on with it so as
not to hold up either the panel or members who come in. There are
a number of areas here that I would like to explore. Perhaps I
should start with Mr. Scott, to ask a general question.

It seems to me that the regulators in most of the areas over
which they have regulatory authority and which they consider im-
portant, either because they themselves understand that it is an
imperative for them to deal in a certain way, or because the Con-
gress has made it absolutely clear to them that we have an expec-
tation.

We will create a set of outcome-oriented performance measures.
I am just thinking about some of those areas. There are some spe-
cific criteria that define whether you are safe and sound. There are
some specific criteria, although the regulators didn’t start out
thinking that maybe this was all that important, there are some
specific criteria that define success or failure to meet CRA.

I don’t see anything in this area where that has occurred. Mr.
Scott, your agency—I guess you weren’t there in 1993—defined this
as something that might have been desirable in 1993. You identi-
fied again in the 2006 report that none of these agencies, none of
these regulators, have established outcome-oriented performance
measures, is the way you described it.

So I guess my first question, Mr. Scott, and then I would like to
hear from the regulators in this general context, is many of the
same recommendations you made, the GAO made, in 1993, you
made again in 2006. In your consultation with the regulators, have
they provided reasons for not implementing the 1993 recommenda-
tions, first of all?

And can the GAO offer any suggestions for banking regulators in
this whole context of establishing outcome-oriented performance
measures, or is that something that they should be taking the ini-
tiative on? What kinds of things might be considered an outcome-
oriented performance measure?

Let’s start with Mr. Scott on that. And this is not designed to be
unfair to the regulators or to beat up on you. That has never been
my intent. My objective is to be constructive here. But I would like
to hear from all of you in that context.

Mr. ScorT. Thank you, Mr. Chairman. In terms of the progress
the agencies made or did not make between our 1993 report and
our 2006 report, I would respectfully defer to them to explain to
you what was going on in the intervening years. In terms of—

Chairman WATT. But did they say anything to you about—I
mean, did you ask the question? You seem to be finding a lot of
the same things.

Mr. ScorT. We had discussions with each of the regulators. I
think some of what we saw was that they were taking some steps.
But the point we made in our most recent report was that it should
be a comprehensive approach—it should be on a more routine, reg-
ular basis, so you have ongoing feedback that can be provided to
the regulators so that they will know realtime that the actions they
are taking—the technical assistance, the outreach meetings, the
conferences—are they really making a difference?
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So rather than doing things on an ad hoc basis, what we are
really focusing in on is trying to encourage them to do these sur-
veys and other outreach efforts on a more routine basis that allows
them to gather feedback, analyze the data, and then where nec-
essary, make changes to their outreach programs or activities. That
is really the goal of our recommendations, to get more realtime
data so that the agency is in a better position to be more respon-
sive to the institutions.

In terms of outcome-oriented performance measures, I mean,
clearly there is a range of opportunities there for the agencies to
implement those. The bottom line is that for any action the agen-
cies take, we want to make sure that the actions make a difference.
If you are going to do a conference, you want to know not only that
people are attending, but the material they are receiving, the infor-
mation being shared is making a difference in their operations and
the financial stability of the institution.

For example, your examinations, how are they impacting these
institutions? One outcome-oriented performance measure could
be—you know, if you examine a bank and find some deficiencies,
what steps are the institution taking to correct those deficiencies?
If you hold a conference, not only how many people attend the con-
ference, but did it make a difference in terms of their knowledge
base growing?

So those are the sorts of things we are saying the agencies may
want to consider in terms of outcome-oriented performance meas-
ures. Is what you are doing making a difference? And right now it
is sort of tough to tell exactly what kind of difference some of the
activities are having at the end of the day.

Chairman WATT. Ms. Thompson, Ms. Yakimov, Ms. Braunstein,
Mr. Walsh, I would love to hear from you about this whole concept
of outcome-oriented performance measures. Failure to have out-
come-oriented performance measures, as I said in my lead-up to
the question, may suggest less of a feeling of importance to the out-
comes.

The banks, for example, complained for years that CRA was a
process-oriented thing. We get graded on how many times we meet
with a community group as opposed to whether anything comes out
of that meeting, no performance-oriented, outcome-oriented result.
And just about everything I have heard you all talk about is proc-
ess—very little about outcome. I don’t want to be unfair.

But talk to me about this whole concept of outcome-oriented per-
formance measures.

Ms. BRAUNSTEIN. Congressman, yes, I just want it clear for the
record that the 1993 GAO report that you are talking about only
focused on the agencies that are covered by FIRREA. We were not
included in that report, so I can’t speak to us not doing something
that we weren’t part of.

Chairman WATT. Well, maybe I should just hear from Ms.
Thompson and Ms.—

Ms. BRAUNSTEIN. But I do want to address the outcome-oriented.

Chairman WATT. All right.

Ms. BRAUNSTEIN. We have been doing a lot of activities with mi-
nority-owned institutions for many, many years, and I will admit
that our outcome measures have been done on a very informal
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basis up till now. We have close relationships with all the banks
we supervise, and we have held discussions with them about their
needs and the effect of our exams and our technical assistance. But
it had not been formalized up till now.

As part of the program, the new program that we have devel-
oped, the training and technical assistance program, we have built
into that a feedback mechanism so that we can get information not
just through surveys, but some of that feedback mechanism is actu-
ally face-to-face interactions with the institutions that undergo the
training and go to the classroom training to find out, was it respon-
sive to their needs? Was it helpful to the issues that they are facing
in their institutions? And if not, what could we do to improve that?

And we will continue—we built in this flexibility so we can con-
tinue to tweak the materials and the sessions to make them re-
sponsive and to make sure that they have good outcomes for the
institutions.

Chairman WATT. Let me go to Mr. Walsh next, and then we will
get to the two people who were actually covered by the 1993 report.
Even before you say it, Ms. Braunstein has acknowledged that you
all were not specifically directed or encouraged to do anything in
the 1993 report. So I have that as a background. Do you want to
respond on the outcome-oriented performance measures part of the
question?

Mr. WALSH. Yes, Mr. Chairman. With that as a given, I would
echo some of the things that Ms. Braunstein said in that we have
focused recently on a much more specific and intensive process of
interaction with both our staff that supervise minority institutions
and the institutions themselves to understand better what can be
done better in the processes of supervision to support the institu-
tions and to get feedback from the institutions themselves about
how that is working.

But even that is somewhat process-oriented in that it is review-
ing the nature of these interactions. I would say that the super-
visory process is in fundamental ways very performance-oriented in
that we look at the performance of the banks as to capital assets
management, etc., and then their actual financial performance.

So that is the basis on which we are reviewing them, and we
have made more of an effort to look at minority banks within their
peer group to see how they are doing and how that performance
compares to the wider range of institutions that we supervise.

Ms. THOMPSON. With the FDIC, we have been very intentional
about our outreach and outcome performance measures. I will give
you some specific examples.

We talk regularly with minority institutions. We host conferences
and forums around the country to find out what the issues are with
the institutions we supervise and those that we insure. We have
six regional offices, two area offices, and every year they are re-
quired to have outreach meetings.

As a result, we try to find out the topics that are of interest to
minority institutions. Specifically, at our national conference we
heard throughout the regions and throughout the country that cap-
ital was important. So we made sure that we had people at the
conference to address some of the capital issues, specifically for mi-
nority institutions.
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We heard from our institutions that they had concerns about the
BSA examination process, so we held forums to talk and specifi-
cally go over the BSA examination process so that they would bet-
ter understand some of the issues they were faced with.

We heard from our institutions that they were concerned about
Information Technology (IT), so we brought IT examiners in to talk
about the IT examination process, electronic banking, and some of
the nuances that were associated with these matters. We also
heard from them that they were having concerns about accounting,
so we brought our chief accountant to address the minority banks
so that they could find out what the new accounting rules were and
how they would be applied to their specific institutions.

In addition to the conferences and things that we do on a regular
basis, one of the things that we require our examiners to do is 90
to 120 days after an examination of a minority institution, they are
to contact that institution to review the exam report and to make
sure that the institution understands any issues or concerns that
we have highlighted in the report. And we can help them. We pro-
vide technical assistance through the pre-application process,
through the branch application process, and we also take ad hoc
calls.

One of the other things that we have done that is pretty out-
come-oriented is in response to many people who said they can’t
find their policies. So we redrafted our Web page and made our
policies that were specific to minority institutions available on the
FDIC’s public Web site so that there wouldn’t be any confusion
about what our requirements were.

Ms. YAKIMOV. In response to the 1994 GAO report, the OTS con-
ducted a survey of its institutions to get a better sense of what
more we could do, and the number one recommendation was to pro-
vide additional technical assistance, so we embarked upon a pro-
gram to expand our efforts.

In some sense, it is all about performance and outcome—pardon
me, I am fighting a cold—in the sense that we tailor our outreach
and our one-on-one contact with minority institutions, specifically
on issues that they have raised or issues that have come up during
the course of examinations, where there may be operating chal-
lenges or struggles. So it is all about tailoring a program that
meets the specific need of each minority institution.

In addition to that, I think going forward, as part of our strategic
plan, FIRREA requires—it calls for the agencies to promote the
creation of new minority institutions. One of the reasons I men-
tioned our outreach to different conferences where there are people
of color who may be interested in starting an institution is it is
very easy to measure the success of your outreach on that count
alone. Was our outreach to various groups successful that were in-
terested in starting a financial institution? That is one that is
clear, that is not subjective.

But I think it is important to note that there is not a one-size-
fits-all approach to the minority institutions in this country. There
are different strategies, core competencies, strengths, and we have
tailored our program to really be specific to what those individual
needs and requests have been.
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Chairman WATT. All right. I may be missing something here, but
I guess my outcome-oriented performance measures get a little bit
more basic than that. But I will pursue that with you.

We are going to kind of go back and forth here for a little bit.
I want to go to Mr. Miller, and then to Mr. Meeks for questions.

Mr. MILLER. Thank you very much. This end of the dais this
time. We have started at that end. Ms. Saunders, I really enjoyed
your testimony, and I am trying to figure out what we can do to
help. I notice in your testimony, you said that you recommend the
Committee on Financial Services consider legislation to assure that
bank regulators provide the necessary notifications regarding the
array of technical assistance services that are available. And I ap-
preciate that.

I had my staff go online to see what was available, and under
the FDIC minority depository institution Web site, there was an
array of information with eight regional coordinators, including
phone numbers and Web sites. How better do you think we can get
the information out there and encourage minority bankers to glean
this information when we are putting it on site and the agencies
have it?

Ms. SAUNDERS. As I indicated in my statement, my suggestion is
that there be semiannual contact with each CEO. The population
of minority banks is a discrete number that is—

Mr. MILLER. To discuss things other than what is on the Web
site?

Ms. SAUNDERS. Yes, sir. Because as was mentioned, the technical
assistance that one institution may need may vary from another in-
stitution.

Mr. MILLER. Can you give us a list of what you think that infor-
mation might be? Is that possible?

Ms. SAUNDERS. What the services might be?

Mr. MILLER. Yes. What information the institutions might need
that isn’t readily available today.

Ms. SAUNDERS. As I mentioned, it would actually be tailored spe-
cifically to that institution. To give you a specific example, we are
in the midst of a merger and acquisition, as I mentioned. For us,
it might be specific assistance relating to the filing of that applica-
tion—the obtaining of capital to support that acquisition.

Another institution I was formerly CEO of, Consolidated Bank,
was a troubled institution. Its needs were different than ours. We
are in a growth mode.

So as I mentioned, just a semiannual contact from that regional
coordinator directly with the CEO of each respective minority insti-
tution might facilitate the outcomes of that institution from a per-
formance perspective.

Mr. MILLER. But within the industry, it seems like there needs
to be more outreach on the part of the industry, too. It seems like—
and I will go to Mr. Scott because I think you in your testimony
found that only 30 percent of minority businesses, banks, are tak-
ing advantage of the training, education, technical assistance that
is there.

Is that a correct number?

Mr. ScotT. Yes. Of those we surveyed, yes.
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Mr. MILLER. And you found that the nonparticipant banks may
be missing very important opportunities. Is that also a factual
statement?

Mr. Scort. That is correct.

Mr. MILLER. Overall—and it was part of an opening statement—
did you review whether the overall minority community and under-
served community is being adequately served today by minority
banks and non-minority banks? Is there any disparity, where larg-
er banks aren’t reaching out to provide assistance and opportunity?
Is that a factor? Are they being served today?

Mr. ScotrT. I would defer that to the regulators. That was not
part of the scope of our review.

Mr. MILLER. Yes. Regulators, I will let you answer that one.

Ms. THOMPSON. We are hopeful that all communities are being
served in a safe and sound manner by financial institutions that
are supervised by the regulators on this panel.

Mr. MILLER. Yes. I know the bank I deal with, and I used to deal
with them as a builder. And they were very proactive because of
the mandates placed on them to make sure that they were reaching
out to underserved communities. Because what used to be consid-
ered redlining, they were very, very cautious, and that can never
be challenged with that argument because of the concern.

Are banks still reaching out as they have in the past?

Ms. THOMPSON. Banks are very covetous of their CRA rating. In
fact, most of the institutions that are FDIC-insured are rated satis-
factory or outstanding throughout the banking community.

Mr. MILLER. Mr. Cooper, you are—I am sorry. Go ahead.

Ms. YakiMov. Well, I was just going to mention of the 22 minor-
ity institutions, savings associations, a little more than half are
rated outstanding in terms of meeting the credit needs, the finan-
cial services needs of the communities they serve. Just under half
are rated satisfactory.

Mr. MILLER. Mr. Cooper, is the National Banking Association—
I know you are very involved with the National Banking Associa-
tion—are they reaching out to minority banks and trying to edu-
cate them on the different information and opportunities available
to them, and encouraging them to participate more than they have
in the past?

Mr. COOPER. Absolutely.

Mr. MILLER. What result are you getting? If we are only getting
a response from about 30 percent, do you see it increasing in the
future?

Mr. COOPER. I do see it increasing in the future. But again, you
actually have to ask the reasons why aren’t these banks—why
aren’t our banks taking advantage of the technical assistance? And
again, we have heard some remarks from the regulators. I can give
you just some anecdotal evidence of what is going on.

Mr. MILLER. But you as an association are trying to proactively
reach out to get them more involved?

Mr. COOPER. Absolutely. Yes. As the oldest and largest trade as-
sociation for minority- and women-owned banks, that is part of our
mission.
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Mr. MILLER. Ms. Yakimov, do you believe that currently FIRREA
is basically—are they meeting the goals that have been set before
you? Do you believe that is being accomplished today or not?

Ms. YARIMOV. Do I believe that we are living up to the goals and
the standards that FIRREA sets out?

Mr. MILLER. Yes.

Ms. YakiMov. I think we have a good track record in living up
to those responsibilities. Could we do more? I think yes, we can.
And part of the strategic plan that we are putting together will be
to carry it forward.

But I think dating back to the 1970’s, we have tailored technical
assistance programs to meet the needs of our institutions. We are
going to do more with respect to education. We think that—we
have done counseling, to the extent that is education and guidance,
sending examiners onsite in some cases, working alongside our in-
stitutions. So we have done some training.

But we are planning to expand on that and to do more with that.
But yes, I think the OTS has worked very hard through our re-
gional offices and in Washington to try to meet the needs of our
minority institutions, and we are looking forward to doing more.

Mr. MiLLER. Well, I have more questions, but I will wait till the
next round. Thank you very much.

Chairman WATT. Mr. Meeks, you are recognized for 5 minutes.

Mr. MEEKS. Thank you, Mr. Chairman.

I just have a few questions. Ms. Thompson, let me ask, I believe
in your testimony you mentioned that minority depository institu-
tions had much lower levels of non-interest income than the rest
of the industry. I think you said something about 19%2 percent as
opposed to 42.7 percent, respectively.

I am just curious: What are the primary sources of non-interest
income? And then whether or not there was a correlation between
that kind of income and the general population that MDIs rep-
resent.

Ms. THOMPSON. Well, fee-based income would be a source. And
the minority institutions don’t charge the high fees like many other
institutions because, again, they are dealing with demographics
that can be in economically challenged areas.

So some minority institutions have higher operating expenses.
They have to spend more on training; they have to spend more on
this high-touch operation—they are well above the expenses for
other institutions that are non-minority because they really believe
in this face-to-face contact, and it requires people. And there is just
a lot of overhead expense that is associated with minority institu-
tions.

Mr. MEEKS. So there is more of a personalized service, more
hand to hand?

Ms. THOMPSON. Yes, sir.

Mr. MEEKS. In that regard, maybe less? Well, does it have any-
thing also to do with activities like, for example, fewer individuals
within the community may be involved in certain trust funds or
something of that nature, so therefore there is less business there,
and therefore you are not getting any fees from those areas?

Ms. THOMPSON. Well, many of the communities that minority in-
stitutions serve are underserved or unbanked. If you look at minor-
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ity neighborhoods, there is a lot of financial services that are un-
regulated, so people in the communities have options that are out-
side of the financial institution that is insured.

You will find in most—in many minority communities high-cost
financial service products and providers, whether it is a payday
lender or a car title loan or just alternatives because many people
in the communities are underserved. They may have banking ac-
counts, but it is one of the things that the FDIC is working on, is
trying to bring unbanked and underserved people into the financial
sector so that they know their money is safe and it is covered
through regulation and through FDIC supervision.

We are very intentional about this program that we have under-
way in eight areas—actually, nine areas around the country to
bring unbanked and underserved people into the banking sector.
And it is particularly focused in low/moderate income and minority
communities.

Mr. MEEKS. Ms. Saunders, let me just ask you the same thing.
Could you add anything? What is your experience as head of Me-
chanics & Farmers Bank, and is there anything that you could rec-
ommend that we look at as a committee that might try to help mi-
nority institutions so that they can be more efficient with reference
to banking, and don’t have to depend on payday loans and other—
is there anything that you think that we can do in that aspect?

Ms. SAUNDERS. Thank you for your question. As was mentioned,
our cost structure is higher because we do offer more personalized
service. And as I mentioned in my testimony, understanding again
that it is outside the purview of this committee, I do think there
is an opportunity for tax credits and various incentives to be pro-
vided—when we bring the unbanked into the banking system,
through the technical assistance that we provide. The institutions
that we represent serve a critical role in terms of education and fi-
nancial literacy in the communities that we serve. And certainly
that benefits our country, and it could be recognized, I think,
through certain financial incentives to these institutions such as
Mechanics & Farmers Bank.

Mr. MEEKS. And I would assume that you, Mr. Cooper, would
have the same response, or similar?

Mr. CoOPER. I have a similar response. In my written testimony,
I actually did discuss two programs that have been very beneficial
to minority banks that are administered by the CDFI fund. One of
those programs, the BEA program, is a program—and there is a
competitive application process—but it is a program that has al-
lowed particularly minority banks to receive stable capital.

There is another program called the New Markets Tax Credits
program which last year provided $3.9 billion in tax credits. This
was a program designed to provide income streams to banks that
operate in these low- to moderate-income communities. Unfortu-
nately, last year only one minority bank was the recipient of New
Markets tax program. And therefore, it is our recommendation that
there be some general preferences that are given to CDFIs and
minority- and women-owned banks so that our banks can better
impact and empower the communities they serve.

Mr. MEEKS. Let me ask both of you, Mr. Cooper and Ms. Saun-
ders, again. Not too long after I got here, we had the passage of
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Gramm-Leach-Bliley. I was wondering, has there been any move or
any benefit to your banks as a result of the association with insur-
ance companies and security firms? Have you seen—has there been
any connection with any of them that would enhance your busi-
ness, thereby stabilizing your institutions and growing at all?

Ms. SAUNDERS. Not at this point.

Mr. MEEKS. Nothing?

Mr. CoOPER. By and large, you will find that the institutions in
this sector are very small and haven’t been able to avail themselves
of the lowering of the—you know, the breakdown in the barriers.
There are a couple of banks that have brokerage arms, insurance
arms. But in terms of the fees that—the profit streams that have
been received, they are pretty insignificant at this point.

Mr. MEEKS. Lastly, let me ask this question because I have been
very concerned about the participation of minorities in the financial
services industry. And I know that having competent staff is impor-
tant, etc.

Where or how do you generally recruit for individuals that you
need in your banks? I have been an advocate—in fact, in one of the
GSE bills, I had an amendment saying that the new regulator
needed to make efforts towards diversity there because it has been
my opinion that when you have a government agency, and some of
the regulatory agencies in particular, if they hire minorities in
there, then the experience that they get from there, they now can
go out and be employed by individuals like yourselves and in other
institutions.

So I am just wondering, how do you find that, and the training,
and would you say we need to—how could we improve the diversity
within the financial services industry?

Mr. COOPER. Let me take a stab at it. There is certainly cross-
pollination as between regulatory agencies, regulators who will go
to the private sector and become members of our institutions and
vice versa. There are also numerous training programs, both pri-
vate and those conducted by the regulators as well.

Ms. SAUNDERS. We have been very successful in working with
young people as early as high school through various nonprofits in
employing them in internships. We also currently are working with
local universities, of which there are a number in North Carolina,
to employ part-time students to allow them to get exposure to the
banking industry, many of whom have gone on to pursue careers
in either the regulatory agencies or other banks.

In terms of recruiting additional talent from other institutions,
we have been successful, I think, in selling the opportunity to see
the banking business in its entirety. When you are a small shop,
you do provide, I think, a unique career opportunity for someone
who has an entrepreneurial spirit but also wants to obtain a com-
prehensive understanding of our industry.

So I would say to continue to support efforts by nonprofits and
others, even for-profit corporations. My own career started with a
minority internship program out of Chase of New York, which
trained many minority bankers back in the 1980’s. And I do think
that those types of programs are necessary in order for us to con-
tinue to train now the Hispanic community and other minority
groups to be successful in our career.



36

Mr. MEEKS. Thank you.

Mr. CoOPER. I might just quickly add that success breeds suc-
cess, and that these institutions aren’t just providers of financial
products and services. They truly are beacons of hope for the com-
munity. So to the extent you have strong, vibrant for-profit institu-
tions, then you will be able to attract individuals to our companies.

But certainly we see many challenges that we face, so I would
again hearken to the fact that to the extent we can strengthen
these institutions, you will see more minorities coming to work for
us.
Mr. MEEKS. Thank you. Thank you, Mr. Chairman.

Chairman WATT. Thank you for your questions. I have been try-
ing to kind of let this go on without interruption as much as pos-
sible, so let me recognize myself again for a couple of questions.

They really follow up to one part of what Representative Meeks
has raised here, the interplay between the Community Develop-
ment Financial Institutions fund, CDFI, the Bank Enterprise
awards, and the New Market tax credit. It was Representative
Meeks’ predecessor who was instrumental in at least two out of
three of those, and Representative Rangel who was instrumental,
probably, as much as anybody in the rest of them.

Mr. Cooper, Ms. Saunders, what is the process for minority
banks to become certified under CDFI, and what benefits does that
give you once you are certified? I want to deal only with CDFI now
because I think there are three components here that I am not sure
are playing themselves out in the way that they were perceived to
play themselves out. But let’s talk about the cost and process and
the benefits.

Mr. COOPER. Sure. In terms of the certification process, essen-
tially the bank needs to prove that 60 percent of its activities are
engaged in low- to moderate-income communities. So it needs to
show that 60 percent of its lending activities, where it is housed,
where it gathers its deposits, where it provides its banking prod-
ucts, are in not just low- to moderate-income areas, but specific
areas down to the census track. So that is with respect to certifi-
cation.

In terms of the benefits, there is certainly a marketing benefit.
It is a United States Department of Treasury certification, so to the
extent the institution is out in the community and trying to raise
capital or deposits, it actually has a certification by the U.S. De-
partment of the Treasury that it engages in this do-good activity,
if you will.

In terms of other benefits, there are several programs adminis-
tered by the fund. There is a core award program. There is an FA,
financial assistance, program. There is a BEA program. The pro-
gram that—as well as New Market tax credits. The two programs
that have been most beneficial to minority banks have been the
BEA program because they provide equity awards to banks based
on their lending in the most distressed communities, to the census
track level; as well as—and the other program is New Markets tax
credits, and as you are probably aware, these tax credits are very
highly sought after.

And both of these programs were designed to put money in these
low- to moderate-income communities, but also designed to provide
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capital, in the case of BEA, in minority banks that are primarily
housed in these communities, and further income streams for these
banks with respect to the New Markets tax credits program.

Chairman WATT. How much money is there in the BEA pro-
gram?

Mr. COOPER. In the BEA program currently—well, at least last
year—$11.6 million was allocated.

Chairman WATT. Compared to the New Markets tax credits,
which is about—

Mr. COOPER. They are two different animals. But let me say with
respect to BEA—

Chairman WATT. I understand they are two different animals. I
think that is exactly the point I am trying to make.

Mr. COOPER. I am sorry.

Chairman WATT. Does an institution have to be CDFI-certified to
be eligible for New Markets tax credits?

Mr. CooPER. No. You have to actually be what is called a CDE.
You don’t have to be a CDFI. And it is our recommendation that
CDFIs who are actually engaged in the activities in these commu-
nities be given a general preference so that they can take advan-
tage of this $3.9 billion tax credit program.

Chairman WATT. Ms. Thompson, you seem anxious to say some-
thing on this issue, so I want to give you that opportunity.

Ms. THOMPSON. Yes. We had a conference this year in August,
and it was all the Federal regulators. The issue that came up from
the persons who participated—there were lots of questions about
the CDFI. We had the CDFI representative come to the conference
and conduct presentations. But even after she left, there were lots
of questions.

So I directed the FDIC’s national coordinator to go to the Treas-
ury Department and find out more about the process of having mi-
nority institutions being designated as CDFIs. And we have put to-
gether a program, working with the Treasury Department, where
they will participate in our regional conferences, our outreach ses-
sions, and our minority roundtables, so that they can walk through
the process with applicants to achieve the CDFI designation.

Chairman WATT. Okay. But CDFI is a gateway to the Bank En-
terprise award. CDFI doesn’t seem to lead in the same way to New
Markets tax credits. Am I wrong or am I right on that?

Ms. THOMPSON. Well, it is in both. The CDFI program is respon-
sible for—they will get financial assistance, technical assistance.
There are some other initiatives. The Bank Enterprise Award is
also part of the community development entities and the New Mar-
kets tax credit. Once you get the designation, there are a lot of op-
portunities that relate to capital and other initiatives that are
opened up to the institution.

Chairman WATT. But it doesn’t seem to be working. You have,
what, $9.8 billion, something like that, in New Markets tax credits.
Only one minority bank received a New Markets tax credit, and
you are saying that it is working?

Ms. THOMPSON. No. We are saying that there are questions with
regard to the process. And we are willing to provide as much help
as we can—
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Chairman WATT. On the process, but not on the result, which
gets back to the—

Ms. THOMPSON. To get the designation. And I think getting the
designation will open the door. And to the extent we can provide
any assistance to get these banks the designation, I think that is
a huge step forward to getting to the next step.

Chairman WATT. Ms. Saunders?

Ms. SAUNDERS. Many of the minority institutions already hold
this designation. So I think it really speaks to what Mr. Cooper
mentioned earlier, which is that out of the $16 million, only one in-
stitution received New Markets tax credit dollars.

Mr. CooPER. In 2007. And that was a billion with a “B”, not—

Ms. SAUNDERS. Oh, billion.

Chairman WATT. $16 billion?

Ms. SAUNDERS. $16 billion?

Mr. CoOPER. No. That is how much the New Markets tax credit
have been awarded over the last 5 years. Last year’s allocation was
for $3.9 billion.

Chairman WATT. $3.9 billion. Okay. But that is—see, there is a
lot of difference between $3.9 billion in a New Markets tax credit
that only one out of all of these institutions are getting access to,
and what is the BEA? BEA is how much money?

Mr. COOPER. $11.6 million.

Chairman WATT. $11.6 million, as opposed to $3.9 billion. That
is the point I am driving at here. And it seems to me that maybe
the regulators might find that might be something that—I mean,
that is concrete. That is a result. That isn’t a process.

And that was the point I was trying to get down to a little bit
earlier. Representative Waters asked all of you if you had any sug-
gestions to make to us, and those are the kinds of things that I am
looking for because we are trying to make this work.

We can have as many meetings, we can go through as many
processes as we can go through, if at the end of the day you are
ending up 13 years later with fewer and less vibrant and less
sound minority institutions than you were 13 years ago. Go figure.
Nice to have a meeting. Had a good time. It is the results-oriented
thing that I am looking for.

My time is expired on this round. I recognize Ms. Waters for 5
minutes.

Ms. WATERS. Oh, thank you very much, Mr. Chairman.

The New Markets initiative, tax initiative, is extremely impor-
tant to discuss here. I was just in Houston yesterday holding a
hearing and talking with some of the business people there, where
I discovered that Wachovia and Capital One have designations,
have had them, and they are doing very well with them.

I don’t know what is going on, but minority institutions do not
appear to be given a fair opportunity to participate in these initia-
tives that many of us helped to develop under the Clinton Adminis-
tration. It seems to me there are still questions remaining about
CDFI, and certainly big questions about the New Markets initia-
tive.

So I was hoping, and I would really hope, that those who are
supposed to assist minority institutions maintain and expand, etc.,
would help us with some ideas on legislation that would get at
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these initiatives that have been developed that supposedly would
be supportive, would help not only the minority banks, but we have
to depend on these minority banks to provide opportunities for mi-
norities where they operate. Many—

Chairman WATT. Will the gentlelady yield just for a second?

Ms. WATERS. Yes.

Chairman WATT. Not to let them off the hook on our expectation
that they will do that, but just to point out to them that the New
Markets tax credits are up for reauthorization in the Ways and
Means Committee. And one of the things that Representative
Meeks and I were talking about yesterday was that it might be ad-
visable to try to see if we could have a joint hearing with the Ways
and Means Committee, the subcommittee that has jurisdiction over
that program—

Ms. WATERS. That would be a great idea.

Chairman WATT. —to try to impact that program in a way that
is doing more in this area. Wachovia is one of the institutions that
is in my congressional district, so I support their efforts to get New
Markets tax credits. But I think we need to do more to make sure
that minority institutions get more New Markets tax credits, too.
And there may be some things that we can do to help.

I appreciate the gentlelady’s yielding. But I am going to try to
seek to have a joint hearing.

Ms. WATERS. That would be great. That is an opportunity that
we really do need to try and take advantage of.

On this how minority institutions are judged, and you have spo-
ken about it in bank terms in terms of peer review, Mr. Scott, what
did you discover? Are they judging minority institutions based on
their overall review of other minority institutions—peer review, I
guess that would be—or are they holding them to the same kind
of standards of major institutions? How is that working?

Mr. Scort. For the work we conducted, we weren’t looking at
how they were judging the institutions. We were looking at the re-
turn on assets in comparison to peer groups for broader context
about how these minority banks were doing overall.

And so we weren’t really looking at whether the regulators were
using different standards and how they were judging them. It was
more just context to point out overall how these institutions are
doing on one key measure, that being return on assets, one meas-
Ere of profitability. That was the purpose of our citing those num-

ers.

Ms. WATERS. I see. And what were the regulators talking about
when you said that was one of your charges, Ms. Thompson?

Ms. THOMPSON. We have a regional director memorandum, which
is in effect the policy that our examiners use to examine institu-
tions. And in that memorandum, it specifically states that when ex-
amining minority institutions in particular, that examiners have
the flexibility to define a custom peer group, not look at peer group
just based on asset size. A custom peer group can be defined as a
similarly situated institution, which could mean another minority
institution.

Ms. WATERS. So have they been doing that?

Ms. THOMPSON. I hope they have. That is what I have in-
structed—
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Ms. WATERS. No. We can’t hope, now. We have to know.

Ms. BRAUNSTEIN. At the Federal Reserve, we do provide onsite
to our minority-owned institutions customized peer statistics that
are different than the uniform bank performance report.

Ms. WATERS. Could you, Mr. Chairman, see that we get a copy
of how that is working? I understand there is not a lot of follow-
up; even though some of you may be attempting some things, you
really don’t know how it is working because you don’t have built
into your systems any real follow-up. And that is one of the things
that we may have to legislate, Mr. Chairman, to take a look at.

Now, one last thing, and that is reserve capital requirements.
Tell me how that works, and tell me whether or not minority insti-
tutions for some reason are being asked to have higher reserves
than maybe other institutions. Because there appears to be some
risk factor that is above and beyond the norm. Would someone help
me with that?

Ms. BRAUNSTEIN. The capital rules are mainly the Federal Re-
serve’s in terms of holding companies. We have done a couple of
things to address the concerns that have been raised by the other
panelists over the last year, and we are still working at this, and
it is not to say that we can’t do more. But—

Ms. WATERS. How does it work now?

Ms. BRAUNSTEIN. Well, the way it works now is that for Tier 1
capital, a significant amount of the Tier 1 capital needs to be vot-
ing stock. And so we do—we require at this point common stock-
holders’ voting stock to be the dominant element within Tier 1.

Ms. WATERS. Well, I thought—I don’t know if we are talking
about the same thing or not.

Ms. BRAUNSTEIN. So one of the things that we have—

Ms. WATERS. I really want to understand reserves because to me,
reserves means an amount that you hold aside to be there to pay
for whatever—losses, lawsuits, what have you. That is what I am
talking about. I am not talking about the—

Ms. BRAUNSTEIN. Control?

Ms. WATERS. Yes. I want to know about the reserve. Are minor-
ity banks required to hold in reserve a disproportionate amount of
capital or money, compared to other institutions?

Ms. YARIMOV. Representative Waters, if you are referring to loan
loss reserves, we would expect institutions to reserve in a manner
that was consistent with their experience—not to overly—not to
manipulate that, but to have in reserve for loan loss and leases an
amount that has been consistent with their experience and what
they can generally anticipate.

Ms. WATERS. I expect that, too. We have said over and over again
that we believe in safety and soundness and all of that good stuff.
We don’t want anybody to think we are trying to—I want to know,
is there something in the formulation of reserves of what is re-
quired that makes it seem as if minority institutions are asked to
do more in holding these reserves than others? That is what I am
trying to find out.

Ms. BRAUNSTEIN. The reserves would depend on the kinds of
loans that are made, the risk assessments, and the bank perform-
ance. And so depending on those factors, there could be an appear-
ance of that. But that is—but the same rule is applied to every—
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Ms. WATERS. Mr. Scott—excuse me. Mr. Scott, did you take a
look at this at all in the GAO’s report in terms of reserves?

Mr. ScorT. No. We didn’t take a look at it other than pointing
out the fact that having those higher loan loss reserves may be nec-
essary for safe and sound operation of banks.

Ms. WATERS. Well, you know, I don’t know. But Mr. Chairman,
and I am going to finish this, if experience is one of the criteria
that is used to determine how much money you have to hold in re-
serve, that is going to put us at a great disadvantage.

Now, if there are a combination of things, we need to understand
what that combination of things is and whether or not it adds up
to minority institutions being disadvantaged because they haven’t
been in business as long. They are lending to poorer people. Yes,
they have had maybe more losses or foreclosures; I don’t know
what the makeup is.

And if I take a look at it, I can see. I can tell you right away.
And I guess we will have to do that. But I was trying to under-
stand what you understand about it because I wanted to ask you,
do you think it is fair or do you think it should be fixed?

Ms. THOMPSON. The losses are typically based on the quality of
the assets. And to the extent that an institution holds assets that
are delinquent—and I will use a mortgage loan as example—if an
institution has a high level of delinquencies and they are expected
to go to foreclosure, we require the institution to hold loss reserves
to offset any potential losses.

So the more delinquent your mortgage portfolio is, or your com-
mercial loan portfolio, the more reserves you will be required to
hold to offset—

Ms. WATERS. Mr. Cooper, is that how it works?

Mr. COOPER. Actually, Chairman Frank has spoken out on the
subject. And I think you were referring to the recent policy state-
ment on commercial and real estate that just—that actually came
out maybe a little over a year ago. And it creates very specific
thresholds for construction loans, 100 percent of capital, and multi-
family and other loans of 300 percent of capital.

But because of the nature of our operations, where we operate,
we are disproportionately impacted. So this is again a one-size-fits-
all policy statement. And because of the statement, the examiners
will come in and scrutinize our banks and criticize our banks in a
way they would not criticize other institutions.

So again, it is a one-size-fits-all policy that really—there really
was no consultation or thought given to what the specific impact
would be on institutions that actually operate in the inner city.

Ms. WATERS. Thank you, Mr. Chairman. I yield back. I could ask
101 more questions, but you have been very generous. Thank you.

Chairman WATT. Mr. Miller.

Mr. MILLER. I have a question for the regulators.

Safety and soundness has to be paramount in any lending insti-
tution. Don’t all small and community banks have to meet the
same basic capital standards, whether it is a minority-owned bank
or it is not? Aren’t they applicable to everybody?

Ms. THOMPSON. Yes.

Mr. MILLER. Is there any that are more stringent upon the mi-
nority-owned bank than there would be a small community bank?
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Ms. THOMPSON. No.

Mr. MILLER. Okay. So the problem I have is if we are dealing
with basic safety and soundness issues, they have to be consistent
and they have to be applied on a broad perspective to all individ-
uals who place their money within a lender, a bank who is going
to be lending them money. They have to be guaranteed that their
money is being safeguarded and there is proper oversight.

It seems to me, from the testimony that I heard, that we have
to reach out to minority banks to get them to participate in pro-
grams that are available. If only 30 percent are participating, we
can legislate and regulate anything in the world, but if we don’t get
participation, it is a problem.

And Mr. Cooper, it is a long question, and I hate to ask this of
you, but I have been listening to the testimony and reading
everybody’s testimony. You recommend that each banking agency
amend their existing policies to provide that the regulators and ex-
aminers will thoughtfully apply any existing policies to the unique
circumstances of a minority institution.

Yet Mr. Walsh from the OCC discusses how a portfolio manager
is assigned to each bank and has ongoing responsibilities for under-
standing the banks unique characteristics and circumstances.

Ms. Thompson, of the FDIC, discusses how the FDIC has specific
programs in place to educate bank examiners and sensitize them
to the unique issues often found within MDIs.

Ms. Braunstein, with the Fed, has described how through their
regulatory, supervisory, and community development functions,
they consistently provide assistance to address the unique chal-
lenges and needs of the minority-owned banks.

Ms. Yakimov of the OTS discusses the development of training
measures that the OTS has taken to ensure that examiners fully
understand the operating environment and challenges that minor-
ity institutions face in serving their communities.

Mr. Cooper, in addition to what the OCC, the FDIC, the Fed, and
the OTS are currently doing, what do you suggest the regulators
do?

Mr. CooPER. I think we might be talking about two different
things.

Mr. MILLER. No. My question was on one thing.

Mr. COOPER. I just answered a question in connection with a re-
cent policy statement. And I guess we didn’t hear the regulators
talk about the impact of that policy statement, even today, on mi-
nority banks. There are other policy statements—

Mr. MILLER. I mean, it appears that all the agencies are doing
everything in their power to reach out and to make sure that these
minority institutions are successful, and that they have informa-
tion provided to them, and that when regulators go out, they are
trying to deal with the unique circumstances and situations that
these institutions are in.

And I am not trying to be a bad guy here. I am really not. Chair-
man Watt and I have talked about how we get more participation.
We can mandate and mandate and mandate it, but if nobody is
going to participate, it is not going to make a difference. But what
can you see that we can do that they are not already trying to do?
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Mr. COOPER. Like I said, their technical assistance is just one ac-
tion that can be taken. But we really have to think outside of tech-
nical assistance. FIRREA was about a lot more than just that. And
we have actually provided some recommendations as to how these
institutions can grow.

So it is one thing to say, hey, we are facing some particular chal-
lenges, and here is how you may or may not want to deal with the
issue. But let me frame it this way for you.

Mr. MILLER. Well, I think they have a unique situation as far as
growth when you can’t sell common stock. So that makes it very
difficult. I understand that.

Mr. CoOPER. Okay. But let me frame it this way. What I believe
we have it this way is more direct engagement, I think. Thirteen
years ago we didn’t have any engagement. We have more direct en-
gagement. But what we need is really truly full engagement with
the banking regulatory agencies.

Mr. MILLER. But don’t you have to have participation to have full
engagement?

Mr. COOPER. You absolutely have to have—

Mr. MILLER. And if we are only getting 30 percent of the banks
participating, we are going to have 30 percent of full participation
at best if it—

Mr. COOPER. But then you have to ask yourself, why isn’t there
the participation?

Mr. MILLER. And that is why I asked you—

Mr. COOPER. And yes—

Mr. MILLER. —the National Bankers need to be reaching out to
encourage these banks to participate.

Mr. COOPER. Again, I think you need to have full engagement.
And I think what you have, at least on the congressional level, is
a mandate on the regulators. And certainly we are reaching out.
And it is very nice, and we absolutely appreciate having the heads
of the regulatory agencies visit us at our conventions, where we
had Mr. Walsh and the directors of the other agencies. And that
is a once-a-year event.

But again, coming to conferences, hosting an inter-agency con-
ference where there are 500 people in the room is a very different
situation than actually drilling down and having the type of dia-
logue that you need to have very substantive progress, and what
I think we would all admit are very complex issues.

Mr. MiLLER. All right. I have a limited amount of time, and I am
going to run out. Ms. Braunstein, is there a limit to what regu-
lators can do in respect of balancing safety and soundness and
those concerns, and helping minority institutions? Are you some-
what hamstrung when there is only so far you can go? Is it not a
fact?

Ms. BRAUNSTEIN. Well, I don’t know that I would phrase it as a
limit. I think that we try to work very diligently with our minority-
owned institutions, the State member banks we supervise, to make
sure that they are safe and sound because that is of paramount im-
portance, but at the same time recognizing some of the unique
characteristics and trying to exercise some flexibility in our stand-
ards and in our rules. And we will continue to do so.
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Mr. MILLER. And in closing, Mr. Cooper and Ms. Saunders, could
you both send me something in writing, some recommendations,
something to enlighten me on the situation that we can—what you
think we can do in the future to create a better situation than cur-
rently exists? Because I don’t want you to think I am being argu-
mentative. I am not. I just listen to the testimony and look at the
numbers. I see, number one, a lack of participation. That has to be
overcome somehow.

I would like to have some input from you on what you think we
can do to make a better situation. I really appreciate your testi-
mony, and if any of my comments were perceived as negative, they
weren’t meant to be. I just read the documents, have gone through
the paperwork, and I am a little—you know, safety and soundness
has to be top priority, number one.

I understand growth is a concern with the industry. I know you
would like to grow it. And I know there are limitations based on
some responses I have received to questions. But if you can help
me with some information, I would appreciate that.

I yield back.

Chairman WATT. All right.

Ms. WATERS. Mr. Chairman, if I may?

Chairman WATT. I am happy to—

Ms. WATERS. Please let the record show that we have insisted
that we support safety and soundness on more than several occa-
sions here today, that we all believe that safety and soundness
must be first. And we have said that—

Mr. MILLER. And I never meant to imply that, if you thought I
did. I didn’t mean to imply that there was not a concern. I was
speaking for myself.

Ms. WATERS. I know. But let me tell you why it is important to
place it in the record. As we struggle with these issues as public
policymakers, we have to always educate. Because when people
speak about minority institutions, whether we are talking about af-
firmative action, whatever, people will say, “I support, except...” I
support qualified people doing this. I support safety and soundness.

We do, too. It is extremely important to us. We have said it over
and over again. And I want everybody to know that is the pre-
vailing thought and thinking in the African-American community,
particularly with minority institutions. They know that they have
to comply with safety and soundness laws, and they do. And we
support that.

Chairman WATT. Now that we got that out of the way, we could
go on and on here. But we have to close this out. I do want to make
sure that I get on the record a specific response about the coverage
of Section 308 of FIRREA. This applies currently to the FDIC and
the OTS. It does not apply specifically, although you all say you
seem to be supporting the spirit of it, to the OCC and the Fed.

Mr. Walsh, I think, covered in his testimony that he has no ob-
jection to 308 being applied to FIRREA—of FIRREA being applied
to your agency. What about the Fed?

Ms. BRAUNSTEIN. Yes. In my written testimony, I state that we
would not object if we were covered.

Chairman WATT. That is less than a ringing endorsement. But
should I—
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Ms. BRAUNSTEIN. Well, we feel that we are in compliance with
the spirit of the law. And if Congress chooses to put us under the
law, we would not object to that.

Chairman WATT. And what about an annual reporting require-
ment of efforts to implement Section 3087 There is no written re-
quirement now that any of you report to Congress.

Mr. ScotT. Except for the OTS.

Chairman WATT. Oh, is there? Okay. The OTS reports to Con-
gress. What about applying that to all four of the regulators here?

Ms. THOMPSON. Well, the FDIC has an annual report that we
issue, and we do include our activities on minority institutions. But
we would not object to a separate annual report to Congress.

Chairman WATT. The Fed?

Ms. BRAUNSTEIN. We would not object.

Mr. WALSH. Likewise. We include that information in our annual
report at present.

Chairman WATT. All right. Unless you all want to go another
round—I mean, I will be right here. But in the absence of that, the
Chair notes that some members may have additional questions for
this panel which they may wish to submit in writing. Without ob-
jection, the hearing record will remain open for 30 days for mem-
bers to submit written questions to these witnesses and to place
their responses in the record.

So I want to thank the witnesses for being here. I think it has
been a constructive and helpful hearing. We hope to hear back
from you all on some of the things that have come up today in the
verbal questions. And of course, we would love to hear back from
you in response to any written questions that get submitted.

We thank you all so much for being here, and with that, the
hearing is adjourned.

[Whereupon, at 1:20 p.m., the hearing was adjourned.]
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OPENING STATEMENT OF
CHAIRMAN MELVIN L. WATT

“PRESERVING AND EXPANDING MINORITY BANKS”
October 30, 2007
Minority and women-owned banks serve an important, but often
overlooked, role in the U.S. economy. For too long in this nation’s history,
women and racial and ethnic minorities were shut out of this nation’s
banking system. Minority and women-owned banks stepped into the breach
and today provide critical banking services and financial products to
distressed or traditionally underserved communities throughout the United

States.

Today’s hearing is designed to highlight the role of minority and
women-owned banks in the economy and to examine how federal regulators
and Congress can work together to support these important financial
institutions. The Federal Deposit Insurance Corporation (FDIC) and the
Office of Thrift Supervision (OTS) are charged under Section 308 of the
Financial Institutions Reform Recovery and Enforcement Act of 1989
(FIRREA) to “preserve and promote” minority banks. This includes

preserving the number of minority banks, preserving these institutions’
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minority character in mergers and acquisitions, and providing technical

assistance to the institutions.

In 1993, the GAO issued a report entitled, “Minority-Owned
Financial Institutions: Status of Federal Efforts to Preserve Minority
Ownership.” The report found that while the federal banking
regulators had taken some steps to preserve minority ownership, they
had not assessed whether these steps were effective. The GAQO,
therefore, recommended that the Secretary of the Treasury consult with
the FDIC and OTS to systematically assess the effectiveness of their
minority bank support efforts, including surveying minority institutions

to gain their insight.

Thirteen years later, unfortunately, the regulators still have not
implemented the major recommendations from the 1993 GAO report.
The October 2006 GAO report entitled, “MINORITY BANKS: Regulators
Need to Better Assess Effectiveness of Support Efforts,” might just as well
have been a reprint of the 1993 report. The report again examined federal
regulators’ efforts to comply with Section 308 of FIRREA to preserve and

promote minority banks and raised many of the same issues raised in 1993,
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This hearing will expose and shed light on the key findings, ask why
regulators still have not implemented the 1993 GAO recommendations,
and focus attention on what more can and must be done to preserve, support
and expand these banks. I’d like to insert both the 1993 and 2006 GAO

reports into the record.

The 2006 GAO report suggests mixed results by the federal
government in supporting minority banks. On one hand, some federal
banking regulators have developed initiatives, training and outreach events
for minority banks. For example, the FDIC and OTS apparently have
national and regional coordinators to interface with minority banks and to
provide technical assistance. On the other hand, the GAO report indicated
that neither the OCC nor the Federal Reserve have developed specific
minority bank initiatives. While neither of these regulators is covered under
Section 308 of FIRREA, both the OCC and Federal Reserve have issued
policy statements in the last several years expressing support for minority
banks and both have indicated that they plan to develop programs and
initiatives to support and advance these policy statements, We’d like to hear
about the OCC and Federal Reserve’s progress in fulfilling the rhetorical

objectives set out in their policy statements. Apparently, the Federal
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Reserve has stated that they will merely “consider” implementing GAO
recommendations; we’d like to find out whether the Federal Reserve
will indeed implement the GAO recommendations, or alternatively,
whether the Fed might prefer to be directed to do so by being included

under Section 308 of FIRREA.

The GAO report suggests that many minority banks operate in unique
environments (often serving distressed and underserved areas) and,
consequently, must retain higher reserves for loan losses and have higher
overhead costs because they spend more time training their staffs and
provide extensive customer service. Yet the GAO report also revealed that
less than 30% of minority banks actually utilize the technical assistance
offered by the federal regulators. We want to explore why that is so. The
GAO reported that several minority bank officials suggested that federal
regulators should consider undergoing additional training to gain sensitivity
to the unique challenges faced by minority banks. I’d like to hear more

about these challenges and what would be appropriate to respond to them.

We must remain vigilant to fulfill Section 308’s mandate to preserve

and promote minority banks. I look forward to hearing from federal
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regulators and minority-owned banks about best practices for preserving and

expanding this important segment of the financial services industry.
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Chairman Watt, Ranking Member Miller, and members of the Subcommittee, I
appreciate this opportunity to discuss the Federal Reserve's work in support of minority-owned
depository institutions. I serve as the Director of the Federal Reserve Board’s Division of
Consumer and Community Affairs, The Federal Reserve recognizes the important role that
minority-owned banks play in the financial services market through the services they provide to
their communities. In my testimony, I will focus primarily on a new program we have developed
that builds on our long-standing commitment to minority-owned depository institutions and
discuss our ongoing initiatives to benefit these institutions.

Federal Reserve System's Minority-Owned Institutions (MOI) Program

Nationally, there are about 200 minority-owned depository institutions serving a broad
range of communities and populations. Many of these institutions provide access to credit and
financial services in markets that have historically been underserved and as a group they play a
unique and important role that extends beyond their particular markets. The Federal Reserve
System supervises nineteen minority-owned state banks that are geographically dispersed across
eight of the System’s twelve districts.! They are diverse in terms of their minority ownership
(e.g., African American, Native American, Asian, and Hispanic) and the markets they serve,
Some are quite profitable and operate in higher-income markets, while others serve lower-
income communities and, in some cases, struggle to achieve eamings commensurate with their
peers. Their challenges are similar to those faced by many other banks--controlling overhead
expenses, difficulty in retaining qualified management, and meeting competition from larger

institutions in their markets.

! The state member minority-owned banks are in the Federal Reserve Districts of New York, Philadelphia,
Richmond, Atlanta, Chicago, Kansas City, Dallas, and San Francisco.
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The Federal Reserve is committed to the provision of financial services to all consumers
and communities. One of the many ways we achieve this goal is by promoting the safety and
soundness of all the institutions we supervise, including those that are minority owned. Through
our regulatory, supervisory, and community development functions, we consistently provide
assistance that addresses the unique challenges and needs of minority-owned banks, while at the
same time holding these institutions to the same supervisory standards that we apply to all state
member banks. We view this strategy as integral to our efforts to promote a safe, sound, and
competitive banking system that also protects consumer interests.

To enhance our support of minority-owned institutions, the Federal Reserve has been
developing an innovative and comprehensive training and technical assistance program for
minority-owned depository institutions. This program, which we expect to be fully operational
in 2008, reflects our own experience with addressing the needs of these institutions, as well as
the insights in the 2006 report on minority banks issued by the Government Accountability
Office.

In developing its program, Federal Reserve staff from across the System met with a
number of minority-owned and de novo banking organizations across the country, as well as
trade groups, bank consultants, the Conference of State Bank Supervisors, and other state and
federal banking agencies, to learn about the challenges institutions confront in raising capital,
growing, and attracting talent. These meetings provided valuable information about the special
needs of minority-owned banks and also enhanced our understanding of the various issues that
new and smaller institutions face. The resulting program includes training and technical
assistance to address the unique needs of minority-owned institutions. To provide broad access

to the program, the Federal Reserve will make all aspects of the training program available
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through classroom-style workshops, self-paced PC-based programs, and a web-based resource
and information center. Elements of the program such as guidance for accessing capital,
organizing boards of directors, regulatory expectations, and selecting vendors are applicable for
non-minority de novo and community banks, and will be marketed to them as well.

The training program consists of three modules that focus on issues that are most relevant
at a particular point in a bank’s life cycle. The modules have value for potential entrants to the
industry as well as those that have been in the market for many years. They draw on data and
experiences from experts in the fields of economics, accounting, finance, and compliance, and
focus on the particular challenges of establishing and sustaining robust and vibrant minority-
owned depository institutions.

The first module, "Getting Started,” addresses the steps involved in filing an application
and other issues related to obtaining a bank charter, such as raising capital, assembling a
successful board of directors and management team, and conducting market analyses. The
second module, "Managing Transition in Years 1 - 5," targets institutions that need to manage
growth and other transitions during the first five years of their existence. Training at this stage
focuses on the institution's need to stabilize operations in a competitive environment and
addresses issues essential to sustainability, such as maintaining capital and liquidity, managing
credit and interest rate risk, ensuring compliance with banking laws and regulations, and
developing new products. The third module, "Growing Shareholder Value,” as its name implies,
focuses on growing the institution and shareholder value. Participants in this portion of the
training will learn more about how to achieve growth in a safe and sound manner, how to
measure the performance of the board of directors and management team, and how to expand

their market presence.
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Given that our minority-owned institutions are geographically dispersed and serve
different types of communities, a great deal of flexibility is being built into the curriculum so that
modules can be tailored to address institution-specific concerns or issues. In addition, each
module features a section on supervisory and regulatory relations, aimed at building and
reinforcing a strong dialogue between minority-owned banks and their regulators. To ensure that
the program provides a consistent message while remaining responsive to the needs of its
audience, the program includes uniform instructor training, individual coaching, and a way to
obtain continuous feedback on the usefulness of course materials. The Federal Reserve is
comimitted to respond to changes in the training needs of minority institutions by reviewing and
adapting the curriculum as needed.

An important benefit of the program is the impact we expect it will have on the Federal
Reserve's supervision of these banks. Concepts underpinning the MOI training program are
being incorporated into our examiner education curricula to provide staff with a deeper
understanding of the issues unique to minority-owned depositories. This training responds
directly to the comments expressed by bankers in our outreach and development phase of the
program who indicated that it was important to improve the supervisory agencies’ understanding
of their business models and strategies. At the same time, they indicated it was important to hold
minority-owned institutions to the same supervisory standards as other depository institutions.

The pilot for the program will be launched on November 1, by the Federal Reserve Bank
of Philadelphia, starting with a “Growing Shareholder Value™” workshop. We expect
representatives from six different minority-owned institutions to attend. Three more workshops
will be held in selected Federal Reserve Districts by the end of January, along with the roll-out of

some web-based training. During the pilot period and after the full program begins in early
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2008, the Federal Reserve will continue to work with the industry and interagency partners to
identify ways to increase the training’s value to minority-owned institutions. This new and
innovative initiative underscores our commitment to providing essential information and
supervisory support that will enable the banks we supervise to improve their operating
efficiency--including reducing costs and regulatory burden--and enhance their ability to serve
their communities more effectively.

Federal Reserve's Ongoing Initiatives

In addition, the Federal Reserve has had other ongoing efforts that specifically provide
support to minority-owned institutions. We joined the other banking agencies in 2006 and 2007
in hosting national conferences for Federally-insured minority-owned institutions. The
conferences focused on the challenges these institutions face and the developments that are key
to ensuring their long-term success and viability. System staff have also been participating in
regional interagency and FDIC-hosted events for minority-owned institutions. These
conferences and events have presented a unique opportunity for minority bankers, regulatory
officials, and private industry representatives to exchange knowledge and increase awareness of
matters affecting minority-owned institutions. We plan to present our new program at the 2008
Interagency National Conference next summer.

Our ongoing commitment is further demonstrated through coaching and mentoring
minority-owned banks that have struggled to manage growth while remaining profitable. We
have also assisted the institutions through the applications process, including branch acquisitions.
Branch acquisitions can provide a minority-owned institution with greater opportunities for

growth and profitability. At the same time, sellers of the branches can receive positive
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consideration under the Community Reinvestment Act (CRA) by contributing the branches to
minority-owned institutions.

The Federal Reserve also sponsors numerous outreach events to which minority-owned
institutions are routinely invited. Although the events, typically seminars and presentations, may
not be specifically designed for minority-owned institutions, they cover an array of supervisory
and other topics that are of interest to community bank senior officers and directors, regardless of
ownership or affiliation. Innovation related to these outreach activities comes from throughout
the Federal Reserve System, particularly since each Reserve Bank has local knowledge about
specific concerns within its communities. For example, we have developed a brochure entitled
“Delivering Financial Services to Indian Country” in response to routine inquiries from Native
American tribes on how to start a Native American-owned financial institution.

On the regulatory front, the banking agencies recently issued for comment a proposed
document regarding the Community Reinvestment Act. One of the proposed questions and
answers indicates that non-minority-owned banks' investments in minority-owned banks receive
favorable consideration under the investment test, even if the minority-owned institution is not
located in, and the activities do not benefit, the assessment area(s) of the investing institution.
Our Response to the GAO’s Recommendation

In your invitation letter, you asked us to discuss the status of the Federal Reserve’s
consideration of the GAQO’s recommendations made in its October 2006 report entitled Minority
Banks: Regulators Need to Better Assess Effectiveness of Support Efforts, in particular, the
GAO’s recommendation that the Federal Reserve improve its minority bank outreach.

Since the GAO report was issued, the Federal Reserve has increased its resources

dedicated to the support of minority-owned institution. System-wide, nearly thirty people have
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been actively involved in the development of the MOI program. These resources do not include
the Community Affairs and supervisory staff involved in the Federal Reserve’s extensive
outreach efforts to its supervised institutions.

We believe the actions we have taken since the GAO report was issued, discussed above,
are consistent with the recommendations that we improve minority bank outreach. As I noted
previously, while developing our new program for minority-owned institutions, the Federal
Reserve obtained input from minority-owned institutions through face-to-face interviews and
meetings with trade associations and state and federal banking agencies. The banking agencies
have also surveyed attendees at the interagency conferences mentioned above. Additionally, we
incorporated a mechanism to gain timely and continuous feedback on the effectiveness of our
new program and plan to include minority institutions as a special topic at our next senior
examiner training forum in the spring of 2008. Through a variety of methods, the Federal
Reserve will continue to enhance our understanding of the needs of minority-owned institutions
and the effectiveness of our programs.

Finally, your letter asked if the Federal Reserve supports expanding Section 308 of the
Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA)2 to include the
Federal Reserve. While the Federal Reserve does not believe this is necessary, given our efforts
to comply with the spirit of that provision, we certainly have no objection. The Federal Reserve
at every level is committed to providing significant assistance and support to the minority
institutions it supervises, and that support will expand once our pilot program is perfected and

put into general operation.

% Section 308 of FIRREA established goals that the FDIC and the OTS must work toward to preserve and promote
minority-owned institutions. The FDIC and OTS, in consultation with Department of Treasury, are required to
provide minority banks with technical assistance and training and educational programs and to work toward
preserving the character of minority banks in cases involving mergers or acquisitions of these institutions.
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Conclusion

In closing, I would like to reiterate the Federal Reserve’s commitment to promoting
vibrant, competitive, and diverse banking markets. We are dedicated to using our roles as
supervisors, regulators, community development facilitators, and consumer educators to support
the minority-owned institbtions and other organizations that contribute to our robust financial

services system--and the consumers who are vital to that system's success.
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Chairman Watt, Ranking Member Miller and members of the Subcommittee:

My name is Robert Patrick Cooper and I am providing this testimony on behalf of the National
Bankers Association (“NBA™) and its national constituency of minority and women-owned
banking institutions. Our Association has been the Voice of Minority Banking since 1927 and
our member banks serve mainly distressed communities plagued by severe social and economic
challenges. Our members are deeply committed to providing employment opportunities,
entrepreneurial capital and economic revitalization in neighborhoods that often have little or no
access to alternative financial services. For our member banks, service to their communities,
which typically consist of low and moderate-income neighborhoods, is the essential reason that
they exist.

First of all, we would like to thank you for taking the time to hold this hearing regarding the
concerns of minority banks. We are confident you recognize the importance of minority banks
in this country, particularly to our inner cities, where they not only provide critical financial
services, but as importantly serve as a beacon of hope, to underserved minority residents. These
remarks seek to initiate a dialogue with you and your Congressional colleagues to rectify this
problem, and thereby avoid further crises for minority banks. This talk also responds to one of
your questions, why are minority banks not participating in more training programs. To put it
bluntly, we are tired of the banking agencies focusing solely on training and ignoring the more
difficult but ultimately more important task of meaningfully addressing the challenges facing
minority banks. We can go many places for training, but the regulators thus far steadfastly have
refused to focus on the benefits and changes they are uniquely empowered to provide. FIRREA
was about more than training — it was a recognition of the unique challenges of minority banks
and a promise to rectify them — a promise that thus far has been unfulfilled.

As you are aware, almost two decades ago Congress passed the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989 (“FIRREA”). In Section 308 of that legislation
Congress specifically sought to improve the standing of minority banks. Unfortunately, as I
discuss below, FIRREA failed to improve the position of minority banks relative to their peers.
Significantly, as is also explained below, one of the factors that has led to the failure of FIRREA
to achieve its objectives has been the failure of US bank regulators to recognize and respond to
the unique challenges minority banks face in our society.

Having failed to see expected benefits in the 18 years since FIRREA, the NBA strongly believes
more forceful Congressional action and oversight is now required. Accordingly, the second half
of these remarks detail specific legislative, regulatory, policy, and procedural initiatives we
believe critical to at long last improve the position of minority banks in our society. To be clear,
we seek more than illusory gains. Your constant vigilance, oversight, and demand of regulatory
accountability will be required. But we humbly submit that our inner cities, which truly depend
on minority banks for their financial and psychological survival, deserve no less.
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I first want to provide some context. The NBA strongly believes that Congress only can truly
appreciate the need for decisive action with a thorough understanding of the current situation.

As you are aware, although they would be valid, we are not basing our concerns about the
financial condition of minority banks merely on informal member surveys. Rather, the data I am
providing is largely derived largely from GAO Report 07-6, Minority Banks-Regulators Need to
Better Assess Effectiveness of Support Efforts (the “GAO Report™). Congress requested the
GAO Report to follow up on a 1993 GAO effort, Minority-Owned Financial Institutions: Status
of Federal Efforts to Preserve Minority Ownership (the “1993 GAO Report™).

The assessment of the GAO Report accurately can be described as no less than alarming. As the
GAO Report describes, a common gauge of bank profitability and peer performance is return on
assets (“ROA™).! A bank generally is considered to have adequate profitability if it has an ROA
of at least one percent.” As the GAO Report details, minority banks with in excess of $100
million of assets generally (with the exception of African-American banks, which are worse) met
this thgeshold, and were close to, although generally somewhat less profitable than, their majority
peers.

The tale is much darker, however, as to the 42 percent4 of minority banks that had less than $100
million of assets. The average ROA of these banks was just 0.4 percent, and their peers had an
average ROA of 1 percent.’ Focusing more narrowly on African-American banks, which as you
know are at the very heart of many large US cities, the situation is even worse. For example,
African-American banks with assets of less than $100 million, which comprise 61 percent of all
such banks, had an average ROA of 0.16 percent, compared to an ROA of 1 percent for their
peers. At $100 million to $300 million, which comprise 26 percent of all such banks, the ROA
was 75 percent lower than their peers. Even at the highest asset level category for African-
American banks, $500 million to $1 billion, the ROA was a third lower than their peer group.
Such GAO-generated indices, both as to minority banks as a whole and African-American banks
in particular, demonstrate the need for urgent action. Only profitable, strong banks can grow and
support the needs of their communities, including inner cities. Indeed, it is indicative of the
issues faced by minority institutions that it was not until 1998, when the institution at which I
serve as Senior Counsel, OneUnited Bank, established operations in Florida by acquisition of a
failed institution, that a minority bank engaged in an interstate acquisition.

" GAO Report, p. 4.
2 at 11,12,
1 at 13,

rd a1l Indeed, we believe this 42% figure is understated. The regulators recently have expanded the definition
of “minority bank” (e.g., there no longer is the Congressionally mandated requiremnent that more than 50% of
the stock of such banks be owned by minorities) which inappropriately expands the number of minority banks
with in excess of $100 million of assets, Nonetheless, to ensure that our analysis of the current plight of
minority banks is beyond question, for purposes of this analysis we will use the GAO Report’s figures. As is
discussed in this section, those figures are more than disturbing enough to warrant the action requested.

1 at 12,
8 1. at 15.
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The GAO Report further lists some of the reasons for these discrepancies. African-American
banks, in particular, incurred significantly higher loan loss reserves as a percentage of ROA than
their peers, almost twice the average for African-American banks with less than $100 million of
assets.” Moreover, the GAO Report also cites higher operating expenses as a reason for minority
banks having lower average ROA than their peers, which officials from such banks attributed to
“costs associated with providing banking services in low-income urban areas or communities
with high immigrant populations,” as well as smaller customer deposits and more focus on in-
person service.® In addition, minority banks cited majority banks and nonbank entities as
increasingly posing challenges to their market positions. More generally, as recognized by the
Vice Chairman Gruenberg of the Federal Deposit Insurance Corporation (“FDIC”) in an August
2, 2006 speech, given their locations and target demographic minority banks face “unique
challenges” in promoting their mission.’

If any material subset of the US banking industry faces significant difficulties, Congress
appropriately takes action to ensure the public retains its confidence in the safety and soundness
of the banking system. In the case of minority banks, the social ramifications of continued
financial difficulties are much more compelling. Simply put, minority banks often are the
lifeblood of their communities. In a 2000 speech, the then Chairman of the FDIC, Donna
Tanoue, well described the symbiotic relationship between a minority bank and its community,
and the affect on the community of that relationship being severed:

Minority banks generally have close ties to communities that have been traditionally
under-served by other financial institutions — communities that are primarily urban and in
our nation’s largest cities — communities that are often poor and struggling to enter the
economic mainstream. When a minority bank fails, neighborhoods lose, families lose,
people lose. They lose the funding — and the services — that minority bankers provide-
sometimes where no one else will.'’

Moreover, the first page of the GAO Report (which, again, was published in 2006) highlights
that the vital role of minority banks continues today, providing that “[d]espite their small
numbers, minotity banks can play an important role in serving the financial needs of historically
underserved communities, such as African-Americans, and growing populations of minorities,
such as Hispanic-Americans and Asian-Americans,™'!

" 1d. at 16, 17.
$1d 2t 18,19,

s Opening Remarks of Vice Chairman Martin J. Gruenberg, Minority Depository Institutions National Conference,
Miami Beach, Florida, Aug. 2, 2006 (“Gruenberg Speech™).

' Remarks by Donna Tanoue, Chairman, FDIC, Before the National Bankers Association, Chicago, 1llinois,
October 4, 2000 (“Tanoue Speech™). Simnilarly, when one of our member banks, OneUnited Bank, acquired
Family Savings Bank in California in 2002, then California Governor Gray Davis welcomed the bank by
declaring “Minority banks traditionally make loans in areas where other banks do not, thereby investing critical
money for neighborhoods that need it most. This welcome merger will help many African-American residents
realize their dreams, whether it is buying their own home or building a small business,” “Merger agreement
creates nation’s largest Black-owned bank,” The Birminghatn Times, Aug. 8, 2002, at A4-5.

1 GAO Report, at 1.
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In sum, Congress must act to fundamentally change the dynamic minority banks face. Their
unique mission, target demographic and challenges have caused them to fall behind the
profitability of their peer groups. As FDIC Vice Chairman Gruenberg has recognized, because
their target market often can adversely affect their asset quality, earnings and capital
performance “[m]inority banks more often have to evaluate the need to inject additional capital
or face merger with another institution in order to ensure continued business expansion and
survival in a highly competitive marketplace.”'> Without minority banks, our inner cities will
suffer tremendous hardship. Such a set of circumstances demands that the entities charged with
principally overseeing the minority banks, the US bank regulatory agencies, affirmatively act to
help these banks meet these challenges. Unfortunately, as I will now discuss, despite a
Congressional mandate, that has not occurred.

To put it simply, regulatory response to this crises have fallen far short of Congressional
mandates, Recognizing this importance of minority banks, both to the banking system and their
communities, in 1989 Congress enacted Section 308 of FIRREA. Section 308 directed the FDIC
and the Office of Thrift Supervision (“OTS”) to pursue the following five goals: (1) Preserve the
present number of minority institutions; (2) Preserve their minority character in cases involving
merger or acquisition of a minority depository institution by using general preference guidelines;
(3) Provide technical assistance to prevent insolvency of institutions not now insolvent; (4)
Promote and encourage creation of new minority depository institutions; and (5) Provide for
training, technical assistance, and educational programs.

As the GAQ Report discusses, and as all four banking agencies extensively advertise, the
agencies have implemented certain training and technical assistance programs. The agencies
have created Web pages, directed and participated in seminars, and the FDIC, OTS and Office of
the Comptroller of the Currency (“OCC”) have published policy statements about their efforts in
this regard. The GAO Report even cites agency assertions about assistance in helping minorities
to obtain deposit insurance and thrift charters, and, if a minority bank falls into troubled
condition “officials from the OCC, Federal Reserve, and OTS said that they provided technical
assistance to such institutions.”?

The NBA certainly appreciates the banking agencies’ information and offers of technical
assistance. However, we submit that the discussion above about the state of minority banking
provides conclusive evidence that the agencies have not proactively, materially helped to
preserve, not to mention promote, minority banking. As with any for profit business, survival,
let alone expansion, will remain an issue for minority banks so long as their profitability is a
mere fraction of their majority bank peers.

Fortunately, the GAO Report also appropriately focuses on the shortcomings of the banking
agencies’ efforts. Despite the clear Congressional intent and mandate of FIRREA, and despite
the recommendations of the 1993 GAO Report, “none of the regulators have routinely and
comprehensively surveyed their minority banks on all issues affecting the institutions, nor have
the regulators established outcome-oriented performance measures,” with the GAO then
describing such performance measures as “vitally important in order to manage programs
successfully and improve program results.”'* We understand and appreciate that the FRB is

12 Gruenberg Speech.
13 GAQ Report, at 26, 27,
¥ 1d at27.
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rolling out a program designed to begin a dialogue with minority banks, the Minority Owned
Institutions Program. However, we submit that these efforts are too little and too late. Eighteen
years after FIRREA, the banking agencies still do not understand the challenges of their minority
bank membership, and have no system to determine if their efforts are at all useful to the banks,
and are not taking the strong affirmative steps necessary given the status of the minority
community. As just one ramification of this shortcoming, the GAO cited that “both our 1993
report and our current analysis found that some minority banks believe that regulators have not
ensured that exaniiners fully understand that challenges that such institutions often face in, for
example, providing financial services in areas with high concentrations of poverty or to
immigrant communities.”">

The GAO Report concludes by recommending that all the bank regulatory agencies (not just the
FDIC and OTS, which were expressly covered by Section 308 of FIRREA), regularly review the
effectiveness of their support efforts, conduct periodic surveys (such as the one the FRB is now
contemplating) to determine how the minority banks view those efforts, and develop outcome-
oriented performance measures to determine whether they are meeting the needs of those
institutions.'® We applaud the GAQ’s recommendations. Still, given that it has been 18 years
since FIRREA, and 15 years since similar recommendations in the 1993 GAO Report, given the
current financial state of minority banking we do not feel it sufficient to continue to await
stronger action by the agencies.

Stated bluntly, the regulators have largely complied with the relatively clear, straightforward,
easy to implement FIRREA mandates regarding training and technical assistance. However, as
two GAO reports on the topic and the financial data provided earlier conclusively demonstrate,
the agencies still largely have not undertaken the more difficult and time-consuming, but
ultimately much more important, task of truly understanding the unique challenges these
institutions face and, even more importantly, tailoring their regulations, supervision and
examainations so as to permit them to attain the profitability and operating efficiencies necessary
to survive and prosper. Indeed, an August 2007 given speech by FRB Chairman Kroszner where
he incorrectly states that minority banks want to be regulated just like majority banks, we see no
reason why the latest GAO cajoling will do any more to change that regulatory behavior than
previous Congressional and GAOQ efforts.

As a result, for the compelling reasons discussed above, we are well beyond the point where
nebulous promises of future assistance are sufficient. Rather, the NBA is requesting specific,
prompt, forceful action at the legislative, regulatory, policy, and procedural level to change the
environment in which minority banks operate. We would very much appreciate this Committee
leading this effort, and forcing the banking agencies to appear before you in formal hearings, in
which we also can participate, on no less than an annual basis to explain their performance on the
“outcome-oriented” basis recommended by the GAO. As a roadmap of certain objectives, we
suggest the following:

On the legislative front, although well-intentioned, as demonstrated above FIRREA Section 308
clearly has not served its overriding purpose-—the promotion of minority banking. To be honest,
we have not seen much benefit for FIRREA Section 308. In virtually all cases, while the

5 1d. at 40.
'
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regulators recognize FIRREA Section 308 exists, they generally do not apply any different rules
or approaches to minority institutions than majority institutions.

As is demonstrated, with Basel II, for example, the regulators clearly are able to make
distinctions between banks based on asset-size or perceived sophistication. However, despite
differentiation between banks on other bases (i.e., asset size, risk management sophistication)
they either do not feel authorized (or compelled) to make such a distinction based on minority
status.

To remove any doubt of Congressional intent that the agencies take decisive actions on this
issue, we believe a more direct mandate is necessary. More specifically, we would ask that
Congress amend FIRREA to expressly make it apply to all four federal banking agencies (so that
the Federal Reserve cannot merely “consider” the GAO Report’s recommendations, as FRB
Chairman Kroszner stated the FRB would do as recently as August 2007) and add the following
new subsection to Section 308:

"(c) Implementation of Goals--In implementing these goals, the unique nature,
role and challenges of minority depository institutions in the banking system
shall be recognized. Without limiting the foregoing, minority depository
institutions shall be entitled to treatment concerning capital, the Community
Reinvestment Act, and mergers and acquisitions, that reflects this unique status.
The federal banking agencies shall promulgate regulations, policies, and
examination procedures consistent with and in furtherance of this provision,
and shall appear before Congress annually to Congress to show their actions in
furtherance of this provision, and the outcome of such actions on the financial
condition and general well-being of minority banks."

We strongly believe that such a statute, with its language tailored to areas of specific importance
to minority banks and to federal banking agency accountability, will place minority banks in the
best position to achieve appropriate changes currently (many of which I will discuss shortly), and
to cause appropriate changes to be made in the future without the need for a third GAO report on
the regulatory deficiencies in understanding or addressing the needs of minority banks. As
fundamentally, we believe that even the act of passing such a statute would send a clear signal to
the banking agencies that Congress, who ultimately establishes the rules by which the regulatory
agencies must abide, does not find their historical or current efforts satisfactory.

To emphasize, however, while we believe amending FIRREA important, unto itself it is far from
sufficient. Our fundamental dissatisfaction is not with Congress. Whereas the federal legislature
only has limited time and resources to address this important matter, the federal banking
agencies regulate, oversee, examine, and, we would argue, debilitate our efforts on a day-to-day
basis. As stated throughout this speech, while the agencies arguably have complied with the
express requirement in FIRREA to provide technical training, for over 18 years, and despite
GAO warnings as early as 1993, they have not done the more rigorous but important work of
understanding what particular challenges face minority banks and, as importantly, pro-actively
responding to alleviate those challenges in an outcome-oriented manner. Unless Congress
demands ongoing, public accountability (as the suggested FIRREA amendment does), history
informs us that no legislative authorization will spur them into the type of affirmative action and
differentiation required.
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To be clear, we understand that regulators appropriately have concerns about maintaining the
safety and soundness of the banking system. However, safety and soundness also needs to take
into consideration economic realities. We submit, and believe that the GAO Report has
confirmed, that the bank regulators have erred on the side of abstract, rigid safety and soundness
principles rather than appropriately tailoring their requirements to the challenges of the minority
banking communities. Indeed, as the anemic ROA figures discussed above demonstrate,
applying basically the same rules to an inner city minority bank as to Bank of America can be as
deleterious to the health of the minority institution as virtually any harm the rules were intended
to prevent.

As with Congress and Section 308 of FIRREA, in addition to a general “call to action”, we
wanted to provide some specific areas that the banking agencies can target to begin to improve
the standing of minority banks. To emphasize, however, these are certain issues we are aware of
today. Only the constant vigilance of Congress, and a fundamental change in the mindset of the
agencies, can ensure that minority banks also are treated appropriately when the different issues
of tomorrow inevitably occur. We hope that the examples provided below also more generally
inform the regulatory approach to current and future issues.

First, the current capital rules are not designed to address the particular experience of minority
banking institutions, and thereby to enable them to become prominent (by asset size, as well as
role) members of the financial services marketplace. More specifically, the federal capital rules
broadly state that voting common stock should be the predominant form of capital for any bank.
By taking this general, inflexible approach the current rules thus do not take into account the
type of bank involved, or the types of shareholders that own the bank’s stock. The federal bank
regulators, in turn, consider it an unsafe and unsound practice not to satisfy this blanket
requirement.

By their nature, minority banks tend to have a relatively high percentage of preferred
stockholders. These preferred stockholders generally consist of large, prominent nonbank
institutions, such as insurance companies, oil companies and media giants, that are long-term,
stable sources of capital. These investors expressly seek nonvoting preferred stock (rather than
typical voting common stock) so that they can invest long-term in minority banks without
becoming subject to the significant capital and/or regulatory burdens associated with becoming a
bank or thrift holding company. In short, these are highly desirable investors, and nonvoting
preferred stock provides a means for them to invest in our business.

In addition, it should be noted that the avenue of raising capital most commonly used by majority
banks, broad public otferings of common stock, is not practically available to minority banks.
The general concern is that by raising such funds the shareholder base of the bank will change in
a way adverse to its status and role as a minority bank. Stated differently, if a minority bank
undergoes a public offering of common stock, it seriously risks, either by virtue of the offering
itself or secondary trading thereafter, losing its controlling minority stockholders. Thus,
institutional preferred stockholders provide the only effective means for a minority bank not to
be faced with a choice of not raising capital or not having the type of shareholder base (minority
controlled) that defines it as a minority bank.

Because of the inflexible capital rule favoring voting common stock described above, however,
amazingly the federal bank regulators criticize minority banks for having these institutional
preferred stockholders. These criticisms affect our exam ratings, and also hinder our efforts to
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engage in significant corporate activities, such as mergers. We thus submit, and wish the
banking agencies to recognize, that: (1) nonvoting preferred stock held by institutional investors
is a stable, safe and sound form of capital; and (2) it would not be an unsafe or unsound banking
practice to amend the capital rules to permit minority banks to have a high percentage of capital
consisting of such nonvoting preferred stock. As stated above, with Basel II the banking
agencies not only are able to differentiate, but in fact are affirmatively promoting a
differentiation, of banks based on asset size on international activities. Minority banks, which
generally are facing the unique challenges of operating in inner city environments, deserve no
less.

As a second specific area for change, despite certain recent, and appreciated, regulatory
initiatives, the current CRA rules still do not address the particular environment in which
minority banks operate, either with respect to (a) encouraging majority banks to support (through
investments, loans, or deposits (collectively, “funding™)) in minority banks, or (b) recognizing
the credit minority banks should receive for operating in and providing hope to, minority
neighborhoods.

As to funding, to raise funds to grow and remain significant players in the financial services
marketplace and yet retain their minority status, minority banks need access to funding by other
than public means. Minority banks have had significant success attracting investment capital
from very desirable nonbank institutional investors. By modifying the CRA framework to make
expressly clear that it is wholly consistent with the purposes of CRA for a majority bank to
provide funding to minority banks (which also are often Community Development Financial
Institutions, or “CDFIs™), and thus majority banks will receive CRA credit for such funding,
minority banks also can materially increase the funding they receive from bank institutional
investors.

It is hard to conceive of a majority bank more deserving of CRA credit than one that supports an
institution (i.e., a minority bank or CDFI) dedicated to improving (through employment, loans
and other financial services, and frankly, hope) the lives of urban inner city residents. Indeed,
we should highlight that in Interagency Questions and Answers (the “Q&A”) regarding CRA
published in the Federal Register in July, 2001 expressly include “minority-and women-owned
financial institutions” and CDFIs within the CRA regulation’s definition of “qualified
investment” and “community development loan.” As a result, majority banks should in fact
receive CRA credit for providing funding to minority banks or CDFIs.

Nevertheless, we strongly believe that the banking agencies should amend their CRA regulations
to more expressly grant CRA credit to majority banks for providing funding to minority banks
and CDFIs. Such a recommendation, if implemented, would have several benefits in attracting
majority bank funding. First, unlike the Q&A, which is at most a statement of position, the
majority banks would recognize that a regulation has the force of law. Perhaps even more
fundamentally, a regulation is much more quickly and easily recognized and understood by
majority bank counsel, which is critical to minority banks in getting the attention, and thus the
funding, of these very busy institutions.

As to the CRA credit minority banks receive for their activities, the CRA focuses very heavily on
lending into low-and-moderate income neighborhoods, and provides very little relative credit for
actually operating a physical branch presence in urban and minority neighborhoods. Absurdly,
from a CRA perspective, a minority bank would be much better off deploying its capital to lend
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into an urban community rather than to maintain a branch presence there to serve as a beacon of
hope to inner city residents.

Given the mission of minority banks, the current CRA approach obviously is inappropriate. We
thus are asking the banking agencies to develop a different standard for minority banks. Nothing
can more truly support the spirit of CRA than to maintain operations in these neighborhoods and
we want to be certain that the CRA rating for those activities is no less than for a lending
program.

As a third specific area for change, although not having the force of law or regulation, policy
statements issued by the banking agencies tend to address more sweeping topics of current
relevance to the industry. Over the past year alone, for example, there have been much-
discussed proposed and final policy statements regarding commercial real estate lending, as well
as nontraditional and subprime mortgage lending. As you are probably well aware, these policy
statements all, to a greater or lesser extent, heighten regulatory scrutiny of the relevant activity,
and announce the expectation of enhanced information gathering and risk management
procedures, as well as capital, to engage in the activity.

As you might imagine, given the commercial and low-income nature of the communities they
generally serve, and their struggle to raise assets generally, minority banks are particularly
vulnerable to criticism as engaging to a significant degree in one of the lending practices
discussed in the policy statements. Indeed, for many minority institutions, the asset classes
described in those policy statements comprise a significant percentage of their available lending
market. However, rather than separately focusing on the particular challenges faced by minority
institutions, the policy statements speak in broad, untailored terms. As a result, minority banks
face the prospect of examinations, and criticisms, that are not appropriate given their role in the
financial services industry.

For example, the policy statement on commercial real estate generally creates thresholds for
construction loans (100% of capital} and multi-family and other loans (300% of capital, with
certain growth factors). Because of the nature of their inner city services, many minority banks
are likely to exceed these thresholds. As a result, under the policy statement they will be
examined for enhanced risk management practices and, quite likely, additional capital to support
that activity. In other words, in order to serve their target market the minority banks are quite
likely to become subject to a policy statement that is not at all oriented toward their
circumstances, and will inhibit their ability to fulfill their mission of promoting minority
enterprises. We are aware of and appreciate the public statements you have made, Chairman
Frank, against the limitations on multi-family housing in particular.

We would suggest that Congress discuss with the banking agencies two distinct but related steps
to address this problem. First, at least partially tailor all the policy statements that are
outstanding to date, we would suggest that each banking agency create a blanket policy
addressing minority banks, or amend their existing policies, to expressly provide that the
regulators and examiners will thoughtfully apply any existing policies to the unique
circumstances of minority institutions. On a going forward basis, we would further suggest that
each time the regulators propose a policy statement, they strongly consider whether minority
banks should be separately addressed in the statement, and expressly discuss their reasoning and
conclusion in this regard in the preamble to the proposed policy. Such a progedural step will
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compel meaningful thought on the matter, and also make the conclusion available for public
review and comment.

More generally as to the GAO Report, the NBA cannot consider and list every action that the
banking agencies should take to fulfill the Congressional mandate and improve the conditions of
minority banks. Particularly understanding the watchful eye of Congress, we are hopeful that the
foregoing will prompt independent creative thought by the agencies, as to approaches to achieve
this objective. For example, the agencies could write into their CRA exam guidelines for
majority banks specific questions about what, if anything, those banks are doing to provide
financial or other support to minority banks. Understanding the importance of reputation and
regulatory relations to majority banks, the agencies could periodically publish and applaud
particularly beneficial acts that majority banks take on behalf of minority institutions. More
generally, in addressing non-bank members of the financial services community, and even non-
financial services companies, in speeches and otherwise, the regulators could more often
highlight the importance of minority banks to the cities in which many of these companies
operate, and the specific and general benefits that will redound to them and their community by
assisting these institutions.

Finally, since the Committee asked us to discuss any initiatives that would support minority
banks, I would like to mention one unrelated to the GAO Report. Many of the NBA member
banks, including OneUnited, are also certified by the U.S. Department of Treasury as CDFIs.
The CDFI Fund, created in 1994, is a government agency that provides funding to individual
CDFIs and their partners through a competitive application process. Specifically, there are
several programs administered by the Fund that were actually designed to provide critical capital
and additional revenue streams to financial entities that operate in low to moderate income
communities: two such programs are: (1) The Bank Enterprise Award (BEA) and (2) the New
Markets Tax Credits (“NMTC™).

The BEA program provided $11.6 million in awards in 2007. The White House is on record for
discontinuing the program. The NBA successfully lobbied Congress to increase funding for
CDF1 to $100 million of which BEA would be allocated a third of that appropriation in 2008.
We wish to publicly re-affirm our support of this important initiative.

The Fund also awarded $3.9 billion in NMTC in 2007, but only one minority bank received a
small NMTC award. This program could provide a significant benefit to minority banks and the
communities they serve. Currently, large and money centered banks receive the majority of the
benefits.

NBA would like to see these programs work for minority and women owned banks and
specifically have the CDFI Fund provide a priority ranking for CDFIs, minority and women
owned banks as a part of the application process. We submit such a priority is appropriate given
that the Fund is designed to promote low and moderate income communities - exactly the
communities served by our members.

However, 1 do not want to further distract the Committee from the appropriate focus of this
hearing — the GAO Report. As to that issue, in conclusion, (1) there is a problem in the minority
banking community; (2) there is much to be done to address that problem; and (3) the minority
banks need the assistance of Congress, both with respect to legislation and regulatory
monitoring, oversight and accountability, for our needs to be addressed. This will not be easy. It
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requires more than training. However, given strong correlation between minority banks and the
financial and psychological health of inner city residents, we believe the choice is quite clear.
Congtess can either assume this responsibility, and thereby seek to ensure a vibrant future for
minority banks and the communities they serve. Or it cannot, and watch as minority banks
slowly but surely fade along with the demographic areas they support.

We again appreciate your attention to this important matter, and look forward to working with
you, and the regulators, toward a solution.

I will be pleased to answer any questions that you may have.

12
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Executive Summary

In August 2006, the Federal Deposit Insurance Corporation’s (FDIC) Vice
Chairman Martin J. Gruenberg identified some of the challenges to minority banks’
operating in a highly profitable manner: (a) the relatively higher cost of doing business in
communities with incomes below market average, (b) high immigrant populations, (c) a
smaller deposit base, and (d) a preference for in-person service.

To assist minority banks in addressing these unique challenges, as well as
facilitating capital investments in these institutions, I recommend the Committee on
Financial Services consider legislation (a) to ensure that bank regulators provide the
necessary mnotification regarding the array of technical assistance services that are
available and (b) to amend regulatory peer group benchmarking and examination
evaluations to recognize the differences between minority banks and UBPR-designated
peer groups. Finally, although I recognize that federal tax legislation is outside the
purview of this committee, the ability of minority banks to raise capital would be

enhanced if the CDFI Fund guidelines were modified to allow tax credits for investments

in these institutions.
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Mr. Chairman and other distinguished members of the Committee; my name is
Kim D. Saunders. I am President and CEO of M&F Bancorp, Inc., and Mechanics and
Farmers Bank. M&F is a $223 million community bank that conducts business in four of
North Carolina’s largest markets. The Bank is celebrating its 100™ anniversary
throughout 2007 and 2008, and our parent company currently is anticipating approval of
a merger agreement that should elevate Mechanics and Farmers Bank into the top five
largest African-American owned banks in the United States.

On behalf of the Boards of Directors of M&F Bancorp, Inc. and Mechanics and
Farmers Bank, 1 arﬁ honored to provide you with comments on this very important
subject of “Preserving and Expanding Minority Banks”. Even as we look forward to
realizing incremental growth through the consummation of our first merger since 1921,
we recognize that the business environment in which we operate is becoming more
challenging on every front.

In the face of all the economic issues affecting the banking industry that we see
daily in the media, and that this committee has heard about numerous times in the past
months, the pressure on the ability of community banks and minority-owned financial
institutions to operate profitably may be even more intense than on the rest of the
industry.

The Government Accountability Office rightly observes in its October 2006
report on Minority Banks that “minority banks can play an important role in serving the
financial needs of historically underserved communities and growing populations of

minorities.” Because this is true, this hearing today and any resulting actions will
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resonate far beyond these chambers, and I thank the Committee for giving time to these
Imatters.

M&F’s own mission and track record bear out the truth of the GAO’s assessment
of the role of minority banks. 100 years ago this year, Mechanics and Farmers Bank was
founded out of the need for African-Americans in Durham, North Carolina to have a safe
and secure place to deposit and earn interest on their savings, to bave access to financing
for their businesses and homes, and to build wealth for their families and their
communities.

Today, we are a full-service commercial bank offering a wide range'of consumer
and comm-ercial depository and loan products, as well as online banking, bill payment
and cash management. We are among a select few banks in North Carolina designated as
a Community Development Financial Institution, and have twice been recipients of Bank
Enterprise Awards through the CDFI Fund of the United States Treasury, based largely
upon our financing activities in economically distressed communities and for our
commitment to promoting proficiency in personal financial management in our markets.

As we have been since our inception, we are committed to reinvesting our
resources, both human and financial, into the communities where we live and do
business. Our Board, management and staff are dedicated to our modeling a “best-
practices” based organization that delivers a double bottom-line return, in that we are
committed to doing well by doing good. We’re proud and privileged that, throughout our
footprint, customers readily step forward to share their views on the impact that M&F

Bank has had on their businesses, their communities, and on their own or their families’
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weilbaing. They consistently express pride in our success, in our sustained presence in
their neighborhoods and our continued support of their concerns.

The story of M&F Bank is a microcosm, a case study, of the essential role that
minority banks play. Our story illustrates the reasons that it is imperative that minority
banks be preserved, or better yet, strengthened and expanded.

People of color have financial options today that were not available at the turn of
the 20% century, however, that does not mean that the playing field is level. The GAC
repori highlights the disparities in performance and utilization of regulatory agencies’
SErvices among minoﬁty banks, and yet, we must defve deeper.

Our experience with banking regulators at M&F Bank has genemlly been positive
and productive, facilitated in great part by the fact that we have a number of former bank
examiiners in senior staff positions. Our Board emphasizes transparency and cooperation
with regulatory agencies, and management consistently takes the position that full and
proactive disclosure is the best policy in all matters. However, the GAO report points to
an extremely low rate of utilization of technical assistance among minority banks, which
indicates the existence of other factors influencing the result that are not spoken to in the
report.

In considering the goal of assisting regulators in their efforts to support minority
banks, I would like to discuss the following areas:

» How utilization of technical assistance among minority banks may be increased
> The effectiveness of banking regulators’ efforts to implement suggestions in the

GAO report
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> Legislative and regulatory steps that should be taken to help preserve and expand
minority banks

» The critical role minority financial institutions play in our nation’s economy

Minority bank use of technical assistance would be enhanced by
banking regulators being proactive in providing adequate notice
regarding the scope and availability of this assistance.

There is anecdotal evidence at least that minority banks insufficiently use the

technical assistance that is available due to the lack of adequate notification regarding

this assistance. Banking regulators should correspond at least semi-annually with the

CEOs of the minority banks they oversee, to apprise them of the forms of technical
assistance that may be available, and to provide the appropriate contact information for
future reference. Bank regulators should also utilize this opportunity to determine if
other forms of technical assistance and services could be provided which are available
and pertinent to the institution. Regulators should be proactive in communicating to

minority banks, especially those deemed to be low-performing.

As 1 stated earlier, our relationship with regulators has been productive on the whole, but
1 only recently learned that the FDIC has regional coordinators whose responsibilities
include annual contact with the minority institutions in their respective region.

Institutions are not able to utilize services where notice of these services is inadequate.
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Bank regulators’ compliance with FIRREA’s goal of preserving and

strengthening minority banks has been ineffective.

1 referred earlier to challenges to highly profitable operations faced by minority
banks. In August 2006, the Federal Deposit Insurance Corporation’s (FDIC) Vice
Chajrman Martin J. Gruenberg identified some of those challenges: (a) the relatively
higher cost of doing business in communities with incomes below market average, (b)
‘high immigrant populations, (c) a smaller deposit base, and (d) a preference for in-person
service.

Recognizing these obstacles, a primary goal of FIRREA was to create a
framework within which regulators would act to help preserve and strengthen minority
institutions. A recent interagency conference took place this past July to discuss how best
to address what, as we as members of the National Bankers Association have described,
as non-compliance by regulators with several provisions of FIRREA. Just a few weeks
ago in our home base city of Durham, NC, representatives from several regulatory
agencies advised the NBA’s 80™ Annual Convention on steps their respective agencies
were taking to support minority institutions; speakers included Sheila Bair, Director of
the FDIC; Randy Kroszner, Member of the Federal Reserve Board of Governors; and
John Reich, Director of the Office of Thrift Supervision(OTS).

Given the challenging operating circumstances outlined earlier, regulators’ efforts
and requirements to preserve and promote the expansion of minority banks have been at
best ineffective. My next point focuses on recommendations that, if implemented, offer

the potential, I believe, of meaningful and substantive assistance for minority banks.
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Take specific legislative steps to assist minority banks to raise capital

and to operate efficiently.

Let me state clearly that in no way do the recommendations made in this
testimony suggest that the standards of banking safety and soundness be compromised in
any way, or that this committee consider any measure that would create increased risk for
the banking system. My bank, and those of my colleagues, share the regulators’ goals of
ensuring the safety and soundness of the banking system.

A major concern is that the market places such a sigpificant discount on the value
of minority banks that we are placed at a significant disadvantage, regardless of our
stature or profitability, in our abilities to raise capital. . Yet, we all acknowledge the
importance of minority banks to the economic fabric of our nation’s communities. As a
result, I respectfully submit that the Financial Services Committee has the means to
address this, expeditiously and efficiently, by ensuring that bank regulators provide the
necessary notification regarding the array of technical assistance services that are
available. This would allow minority banks to operate more efficiently and attract
capital,

Moreover, while the Financial Services Committee does not have jurisdiction
over taxes, which is the under the purview of the Ways and Means Committee, there is a
palpable role for incentives. Specifically, the CDFI Fund guidelines should be modified
to include awarding tax credits for investments in minority banks.

The GAO report clearly highlights the difference in performance between
minority and majority banks. These differences are shown to be both traditionally and

universally experienced among minority banks. However, the regulatory benchmarks by
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which minority banks’ performance is graded always compare these institutions with the
UBPR-designated peer groups, such that a truly equitable comparison of performance
factors is not considered or possible. The Financial Services Committee should also
consider legislation so that regulatory peer group benchmarking and examination
evaluations are tailored to recognize these differences, just as there exists now certain
examination differences for money center banks versus smaller community banks.

The GAO report points out, and the NBA has repeatedly articulated, that minority
banks express concern and frustration that regulators often fail to demonstrate sensitivity
to and understanding 0f>the unique challenges they face. It may be especially true in this
case, when the overwhelming evidence demonstrates that minority banks® performance is
affected by numerous factors not experienced by the banks to which their performance is
being compared, and graded by the regulators.

Regulators should modify the grading process utilized in bank examinations such
that minority banks are compared to a peer group of other minority banks, and within the
context of this peer group structure, apply the factors of safety and soundness. In that
way, more than just asset size and general market descriptions would be taken into
consideration, and a more meaningful comparison of a minority bank’s performance

could be made.

Minority financial institutions play a critical role in our nation’s

economy.
Minority-owned businesses are an essential component of the small business

seclor that creates jobs, fosters stable communities and promotes economic vitality. In
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addition to being integral to America’s small business landscape, minority-owned
financial institutions provide an economic foundation for communities that historically
have been underserved.

With respect to the current “crisis” surrounding the subprime mortgage market, 1
respectfully submit to the Committee that minority banks are expert at providing
financing to underserved, financially illiterate, and unsophisticated borrowers in a safe,
and sound manner. It is very likely, that had the market gnd nation better recognized the
resource that minority banking institutions represent, the damage that has occurred — both
in terms of financial losses and negative impact on the industry’s reputation - ct;uld have
been mitigated to a significant degree.

From a historical perspective, M&F Bank and many other minority banks have
been catalysts for change in the markets they serve. Were you to research the genesis of
these banks, you would find many instances where entire communities were underserved
or even completely ignored by the mainstream banks.. Banks like M&F answered the
call of those underserved communities to open a branch so that they would have
convenient, equitable access to banking services, Then those mainstream banks — who
until then had been quite content to allow people to travel across town to their existing
locations — suddenly found those unserved or underserved markets to be a worthwhile
place for a bank branch.

More often than not, the branch locations of minority banks reside in the very
communities referred to in CRA guidelines. Stated another way, laws and regulations had
to be created to compel banks to provide access to credit to the very same communities

where we have placed our branches and operate daily. While CRA rewards majority
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barik.s for honoring the letter of the law, minority banks have long embodied the spirit of

the law.

In the 99 years since we opened our doors, M&F Bank has successfully balanced
our mission to provide access to high-quality, competitively positioned depository and
loan products with our responsibility to operate a sound, secure and profitable institution.
We have been blessed to enjoy 99 years of consecutive profitability, weathering the Great
Dgp:’ession and numerous economic cycles. Underlying these goals is our founding and
on-iing commitment to reach out to the communities we serve in meaningful ways. We
loce {orward to continuinAg to do so for centuries to come.

It is the sincere wish of the Boards of Directors of M&F .Bancorp, Inc. and
Mechanics and Farmers Bank that this committee will consider the recommendations
made today, and take the necessary actions to truly “Preserve and Expand Minority

Banks’.

Again, I am bonored and appreciate the opportunity to testify, and I am available

for guestions and comments from this distinguished panel.
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MINORITY BANKS :

Regulators” Assessments of the Effectivenéss of
-Their Support Efforts Have Been Limited

What GAQ Found

GAQ reported in 2006 that the profitability of most large minority banks e
(assets greater than $100 million) was nearly equal to that of their peers
(similarly sized banks) in 2005 and ezdrlier years, according to FDIC data.
However, many small minority banks and African-American banks of all sizes
were less profitable than their peers. GAO’s analysis and other studjes
identified some possible explanations for these differences, including :
relatively higher loan loss reserves and operating expenses and competition’
from larger banks. .

Bank regulators had adopted differing approaches to supporting minority
banks; but no agency had regularly and comprehensively assessed the
effectiveness of its efforts. FDIC—whichsupervises-over half of all minority
banks—had the most comprehensive support efforts and leads interagency
efforts. OTS focused on providing technical assistance to minority banks.
While not required to do so by FIRREA, OCC and the Federal Reserve had
taken some steps to support minority banks. Although FDIC had recently.
sought to assess the effectiveness of its support efforts through various
methods, none of the regulators comprehensively surveyed minority banks or
had developed performance measures. Consequently, the regulators were not
well positioned to assess their support efforts:

. GAO's survey of minority banks identified potential limitations in the'
regulators’ support efforts that would likely be of significance to agency.
managers and warrant follow-up analysis. Only about one-third of survey

- respondents rated their regillators’ efforts for minority banks as very good or
good, while 26 percent rated the efforts as fair; 13 percent as poor or very
poor, and 25 percent responded “don’t kmow” (see fig.): Banks regulated by
FDIC were more positive about their agency’s efforts than banks regulated by
other agencies. However, only about half of the FDIC-regulated banks and ™.
abont a quarter of the banks regulated by other agencies rated their agency’s
efforts as very good or good. Although regulators may have emphasized the
provision of technical assistance to minority banks, less than 30 percent of
such institutions have used such agency services within the last 3 years and
therefore may be missing opportunities to address problems that limit their
operations or financial performance:

Minority Banks’ Ratings of Support Efforts, by Reguiator
Parcentage. .
50

Total .. - Federal Raserve occ oTs
] Don't kriow Paosbvery pudt Fair . [ Veiv goodigood

Soutne GA0,
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Mr. Chairman and Members of the Subcommittee:

I am pleased to be here to discuss the findings of a report that we issued
last year on the efforts of federal bank regulators to support minority
banks.' As described in our report, minority banks are a small community
within the banking industry, accounting for 2 percent of all financial
institutions and total industry assets. Despite their small numbers,
minority banks can play an important role in serving the financial needs of
historically underserved communities, such as African-Americans, and
growing populations of minorities, such as Hispanic-Americans and Asian-
Americans.

For this reason, Section 308 of the Financial Institutions Reform,
Recovery, and Enforcement Act of 1989 (FIRREA) established goals
toward which federal regulators must work to preserve and promote such
institutions.” For example, the Federal Deposit Insurance Corporation
(FDIC) and the Office of Thrift Supervision (OTS), in consultation with the
Department of the Treasury (Treasury), are required to provide minority
banks with technical assistance and training and educational programs
and work toward preserving the character of minority banks in cases
involving mergers or acquisitions of these institutions (I will refer to such
activities as minority bank support efforts in my testimony today).’ While
the other bank regulators—the Board of Governors of the Federal Reserve
System (Federal Reserve) and the Office of the Comptroller of the
Currency (OCC)-—are not subject to Section 308 of FIRREA, they also
have engaged in efforts to support minority banks over the years.

You and other members of the House Financial Services Committee,
including the Chairman, requested in 2005 that we review the efforts of all

'GAO, Minority Banks: Regulators Need to Better Assess Fffectiveness af Support Efforts,
GAO-07-6 (Washington, D.C.: Oct. 4, 2008). The term “minority banks” refers to alt

d v institutions- Juding thrifts—that are considered minority- or women-owned
by the Department of the Treasury and the federal banking regulators—the Federal Deposit
Insurance Corporation, the Board of Govemors of the Federal Reserve System, the Office
of the Comptroller of the Currency, and the Office of Thrift Supervision.

*FIRREA, Pub. L. No. 101-73, § 308, 108 Stat. 183, 353 (1089).

*While Treasury convened interagency panels on minority bank issues in the early 1000s,
department officials said it no lenger does so. According to Treasury officials, the FIRREA
consulting requirement is open to some interpretation and the general view within the
department was that ongoing consultations were not required. However, Treasury officials
sald that they do discuss minority bank issues with the regulators as the need arises.
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of the regulators to support minority banks out of concerns about the
effectiveness of those effarts. We had previously reported in 1993 that
while FDIC and OTS had taken steps to comply with Section 308, minority
banks had mixed views on the effectiveness of the agencies’ efforts.* In
particular, minority banks were concerned that the regulators did not
provide adequate technical assistance, and, more generally, that agency
safety and soundness examiners did not understand the unique challenges
that their institutions faced. We recommended in the 1993 report that
FDIC and OTS periodically survey minority banks to assess the
effectiveness of their support efforts. Given the passage of time between
1993 and 2005, you requested that we follow up on minority bank issues
and the efforts of all bank regulators to support such institutions.

In my testimony today, I will discuss the key findings of our 2006 report,
which included steps to (1) review the profitability of minority banks over
time; (2) identify the regulators’ minority bank support efforts and
determine whether the regulators were evaluating the effectiveness of
those efforts; and (3) obtain the views of minority banks on the support
efforts and related regulatory issues, Additionally, in the last section of
this testimony, I will provide a brief update on some of the steps the
regulators have taken in response to recommendations in our 2006 report.

To address the first objective, we obtained and analyzed financial data for
minority banks from FDIC for 1985, 2000, and 2005. We also reviewed
background literature and conducted interviews with minority banks to
discuss the business environment in which these banks operate. For the
second objective, we interviewed officials from Treasury, FDIC, the
Federal Resetve, OCC, and OTS and reviewed regulators’ documentation
addressing their efforts to support minority banks and assess the
effectiveness of these efforts. We also compared the regulators’ efforts to
our standards for program assessment and performance measures and
those established in the Government Performance and Resuits Act.* To
address the third objective, we surveyed all institutions identified by the
banking regulators as minority institutions. The Web-based survey, which
was conducted from March through April 2008, asked about the banks’
awareness and use of the regulators’ minority bank support efforts and

1GAO, Minority-Owned Financial Instibutions: Stabus of Federal Efforts to Preserve
Minority Ownership, GAO/GGD-04-1 (Washington, D.C.: Nov. 3, 1093).

*Government Performance and Results Act of 1093, Pub. L. No. 103-82, §7, 107 Stat. 285,
292, (codified at 30 U.S.C. § 2601(1)).
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also asked the banks to rate these efforts, We received 149 survey
responses out of a total population of 195 minority banks, for a response
rate of 76 percent. Finally, in preparation for this testimony, we contacted
the regulators in order to obtain information on any efforts they may have
undertaken in response to the recommendations in our 2006 report.

‘We conducted our work in Washington, D.C,, and New Yorkin accordance
with generally accepted government auditing standards.

In Brief

Our analysis of FDIC data showed that while the profitability of most
minority banks with assets greater than $100 million nearly equaled the
profitability of all similarly sized banks (peers), the profitability of smaller
minority banks and African-American banks of all sizes did not.®
Profitability is commonly measured by return on assets (ROA), or the ratio
of profits to assets, and ROAs are typically compared across peer groups
to assess performance.” Many small minority banks (those with less than
$100 million in assets) had ROAs that were substantially lower than those
of their peer groups in 2005 as well as in 1995 and 2000. Moreover, African-
American banks of all sizes had ROAs that were significantly below those
of their peers in 2005 as well as in 1995 and 2000 {African-American banks
of all sizes and other small minority banks account for about half of all
minority banks). Our analysis of FDIC data identified some possible
explanations for the relatively low profitability of some small minority
banks and African-American banks, such as relatively higher reserves for
potential loan lnsses and administrative expenses and competition from
larger banks. Nevertheless, the majority of officials from banks across all
minority groups were positive about their banks’ financial outlook, and
many saw their minority status as an advantage in serving their
communities (for example, in providing services in the language
predominantly used by the minority community).

The bank regulators have adopted differing approaches to supporting
minority banks, and, at the time of our review, no agency had assessed the
effectiveness of its efforts through regular and comprehensive surveys of

“The FDIC definition for peer groups includes all institutions of 2 similar asset size,
including minority and rity institutions.

"Examples of assets include loans and securities.
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minority banks or cuicome-oriented performance measures.! FDIC—
which supervises more than half of all minority banks—had the most
comprehensive program to support minority banks and led an interagency
group that coordinates such efforts. Among other things, FDIC has
designated officials in the agency’s headquarters and regional offices to be
responsible for minority bank efforts, held periodic conferences for
minority banks, and established formal policies for annual outreach to the
banks it regulates to make them aware of available technical assistance.
OTS also designated staff to be responsible for the agency’s efforts to
support minority banks, developed outreach procedures, and focused its
efforts on providing technical assistance. OCC and the Federal Reserve,
while not required to do so by Section 308 of FIRREA, undertook some
efforts to support minority banks, such as holding occasional conferences
for Native American banks, and were planning additional efforts. FDIC
proactively sought to assess the effectiveness of its support efforts; for
example, it surveyed minority banks. However, these surveys did not
address Key activities, such as the provision of technical assistance, and
the agency had not established outcome-oriented performance measures
for its support efforts. Furthermore, none of the other regulators
comprehensively surveyed minority banks on the effectiveness of their
support efforts or established outcome-oriented performance measures.
Consequently, the regulators were not well positioned to assess the results
of their support efforts or identify areas for improvement.

Our survey of minority banks identified potential limitations in the
regulators’ support efforts that likely would be of significance to agency
managers and warrant follow-up analysis. About one-third of survey
respondents rated their regulators’ efforts for minority banks as very good
or good, while 26 percent rated the efforts as fair, 13 percent as poor or
very poor, and 25 percent responded “do not know.” FDIC-regulated banks
‘were more positive about their agency's efforts than banks that other
agencies regulated. However, only about half of the FDIC-regulated banks
and about a quarter of the banks regulated by other agencies rated their
agency'’s efforts as very good or good. Although regulators may emphasize
the provision of technical assistance to minority banks, less than 30
percent of such institutions said they had used such agency services
within the last 3 years. Therefore, the banks may have been missing
opportunities to address problems that limited their operations or

2Outcome-oriented performance measures assess the results of a program against its
intended purposes.
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financial performance. As we found in our 1993 report, some minority
bank officials also said that examiners did not always understand the
challenges that the banks may face in providing services in their
communities or operating environments. Although the bank officials said
they did not expect special treatment in the examination process, they
suggested that examiners needed to undergo more training to improve
their understanding of minority banks and the customer base they serve.

To allow the regulators to better understand the effectiveness of their
support efforts, our October 2006 report recommended that the regulators
review such efforts and, in so doing, consider employing the following
methods: (1) regularly surveying the minority banks under their
supervision on all efforts and regulatory areas affecting these institutions;
or (2) establishing outcome-oriented performance measures to evaluate
the extent to which their efforts are achieving their objectives, Subsequent
to the report’s issuance, the regulators have reported taking steps to better
assess or enhance their minority bank support efforts. For example, all of
the regulators have developed surveys or are in the process of consulting
with minority banks to obtain feedback on their support efforts. I also note
that some regulators plan to provide additional training to their examiners
on minority bank issues, These initiatives are positive developments, but it
is too soon to evaluate their effectiveness. We encourage agency officials
to ensure that they collect and analyze relevant data and take steps to
enhance their minority bank support efforts as may be warranted.

Background

Many minority banks are located in urban areas and seek to sexrve
distressed communities and populations that financial institutions
traditionally have underserved. For example, after the Civil War, banks
were established to provide financial services to African-Americans. More
recently, Asian-American and Hispanic-American banks have been
established to serve the rapidly growing Asian and Hispanic communities
in the United States. In our review of regulators’ lists of minority banks,
we identified a total minority bank population of 195 for 2005 (see table 1).
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Table 1: Nu and P e of y Banks, by Type, 2006
Type of minority bank Number of banks Percentage of all minority banks
Asian-American® 73 37
Aftican-American 46 24
Hispanic-American 38 19
Native American 20 10
Women-owned 13 7
Other® 5 3
Total 195 100

Solrce GACanalysis of Treasury and tederal banking reguiators' dsta

Nole We dentfied the total minority bank popufation by obtaining and reviewing the most current
lists (available at the e the population was compiled; from the federal banking regulators and
Treasury We reviewed FDIC and the Federal Reserve's publicly availabie ists, which were current
as of September 30, 2005 We aiso reyiewed OCC's iist rom December 31, 2005, Treasury's most
recent iist from 2004, and OTS's from Jaruary 2008

*Astan-Amencan (ncludes indmduals of Paaific jsland descent

“The “other” category Includes barks considered 1o have minonly status that are not covered by the
fisted minonty categones "Other” also includes barks that are owned or managed by more than one
minority group in accordance with a barking reguiator's definifion

Table 2 shows that the distribution of minority banks by size is similar to

the distribution of all banks by size. More than 40 percent of all minority
banks had assets of less than $100 million,

Table 2: Percentage of Minority Banks and Total Banking industry, by Asset Size,

Percentage of Percentage of total
Assd size minority banks banking industry
< $100 million 42 44
$100 milion ko $300 miltion 32 33
$300 million to $500 million 9 9
$500 milion 1o $1 billion 7 7
$1 billion to $10 billion 7 6
> $10 biflion 3 1
Total 100 100

Sourca GAO analysis of FOIC data

Each federally insured depository institution, including each minority
bank, has a primary federal regulator. As shown in table 3, FDIC serves as
the primary federal regulator for more than half of minority banks—109 of
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the 195 banks, or 66 percent-—and the Federal Reserve regulates the
fewest.

Table 3: Number of Minority Banks, by Regulator, 2005

Regulator Number of minority banks Percentage
FDIC 109 56
0CC 43 22
oTs 22 Ll
Federal Reserve 21 H
Totat 1% 100

Source GAO analysis of Traasury and the tedersl barking regubators' data

Note Treasury ard the banking regulators have different criteria for the banks they consider to be
ehgible 1o participate i their minonty bank etforts in accordance with our request, 1n our population of
minonty banks we included any bank considered by atleast one regulator to be eligible to participate
ints efforts However, In some cases minority banks not considered by therr primary regulator to be
minonty institutions were considered 1o be eiigible for participaticn in another regulator's efforts We
identifed 10 FDIC-regulated banks, 4 Federal Ressrve-regulated banks, 3 OCC-regufated banks, and
1 OTS-egulated bank fittng this descripion

The federal regulators primarily focus on ensuring the safety and
soundness of banks and do so through on-site examinations and other
means. Regulators may also close banks that are deemed insolvent and
posing arisk to the Deposit Insurance Fund.? FDIC is responsible for
ensoring that the deposits in failed banks are protected up to established
deposit insurance limits. :

While the regulators’ primary focus is bank safety and soundness, laws and
regulations can identify additional goals and objectives. Recognizing the
importance of minority banks, Section 308 of FIRREA outlined five broad
goals toward which FDIC and OTS, in consultation with Treasury, are to
‘work to preserve and promote minority banks. These goals are:

preserving the present number of minority banks;

preserving their minority character in cases involving mergers or
acquisitions of minority banks;

providing technical assistance to prevent insolvency of institutions that
are not currently insolvent;

*FDIC administers the fund, which provides deposit insurance for banks and thrifts,
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promoting and encouraging the creation of new minority banks; and
providing for training, technical assistance, and education programs.

Technical assistance is typically defined as one-to-one assistance thata
regulator may provide to a bank in response to a request. For example, a
regulator may advise a bank on compliance with a particular statute or
regulation. Regulators also may provide technical assistance to banks that
is related to deficiencies identified in safety and soundness examinations.
In conirast, education programs typically are open to all banks regulated
by a particular agency or all banks located within a regulator’s regional
office. For example, regulators may offer training for banks to review
compliance with laws and regulations.

Large Minority Banks
Showed Profitability
Close to That of Their
Peers, but Many Small
and African-American
Banks Have Been
Less Profitable

As shown in figure 1, our 2006 report found that, according to FDIC data,
most minority banks with assets exceeding $100 million had ROAs in 2005
that were close to those of their peer groups, while many smaller banks
had ROAs that were significantly lower than those of their peers. Minority
banks with more than $100 million in assets accounted for 58 percent of all
minority banks, while those with less than $100 million accounted for 42
percent. Each size category of minority banks with more than $100 million
in assets had a weighted average ROA that was slightly lower than that of
its peers, but in each case their ROAs exceeded 1 percent.'® By historical
banking industry standards, an ROA of 1 percent or more generally has
been considered to indicate an adequate level of profitability. We found
that profitability of the larger minority, Hispanic-American, Asian-
American, Native American, and women-owned banks were close to, and
in some cases exceeded, the profitability of their peers in 2005.

A weighted average is a variation on a smple average, Weighted averages take into
account banks' asset size instead of counting each bank as an equal unit,
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Figure 1: Percentage of Minority Banks by Size and Average ROA for Minority Banks and Peer Groups by Assel Size, 2006
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In contrast, small minority banks (those with assets of less than $100
million) had an average ROA of 0.4 percent, and their peers had an average
ROA of 1 percent. Our analysis of FDIC data for 19956 and 2000 also
indicated same similar patterns, with minority banks with assets greater
than $100 million showing levels of profitability that generally were close
to those of their peers, or ROAs of about 1 percent, and minority banks
with assets of less than $100 million showing greater differences with their
peers,
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The profitability of African-American banks generally has been below that
of iheir peers in all size categories (see fig, 2)."" For example, African-
American banks with less than $100 million in assets——which constitute 61
percent of all African-American banks-—had an average ROA of 0.16
percent, while their peers averaged 1.0 percent. Our analysis of FDIC data
for 2000 and 1995 also found that African-American banks of all sizes had
lower ROAs than their peers.

o
Figure 2: Average ROA of African-American Bahks and Peer Banks by Asset Size,
2006

ROA
1.4

Less than $160 $100-$300
Dotlars in mitlions

African-American banks

Peer group
Source: inalyals of FONC data.

Our analysis of 20056 FDIC data also suggests some possible reasons for
the differences in profitability between some minority banks and their
peers.” For example, our analysis of 2005 FDIC data showed that African-

"0 2005, African-American banks did not occupy ali asset size cétegories The largest
African-American banks had less than §1 billion in assets; thus, they did not populate in the
two largest size categories: $1 billion to $10 billion and greater than $10 billion.

“While our review offers possible explanations for lower levels of profitability among some

minority banks, it does not attempt to fully explain the differences among various minority
groups or sizes of minority banks.

Page 10 GAO-08-238T



97

American banks with assets of less than $300 million—which constitute 87
percent of all African-American banks—had significantly higher loan loss
reserves as a percentage of their total assets than the average for their
peers (see fig. 3).” Although having higher loan loss reserves may be
necessary for the safe and sound operation of any particular bank, they
lower bank profits because loan loss reserves are counted as expenses.

Figure 3: Average Loan Loss Reserves as a Percentage of Assels for African-
Amwrican and Peer Banks, 2005

Percentage
100

3 8 &8 8 8 & 8 8
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We also found some evidence that higher operating expenses might affect
the profitability of some minority banks. Operating expenses-—
expenditures for items such as adminisirative expenses and salaries—
typically are compared to an institution’s total earning assets, such as
loans and iuvestments, to indicate the proportion of earning assets that
banks spend on operating expenses. As figure 4 indicates, many minority
banks with less than $100 million in assets had higher operating expenses

The term * oan loss reserves” refers to the allowance each bank must maintain to absorb
i d credit losses ted with its loan and lease portfolio.
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than their peers in 2005. Academic studies we reviewed generally reached
similar conclusions,

Figure 4: Average Qperating Exp Relative to ing Assets of Banks wih

Assets Less Than $100 million, 2006
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Officials from several minority banks we contacted also described aspects
of their pperating environment, business practices, and customer service
that could result in higher operating costs, In particular, the officials cited
the costs associated with providing banking services in low-income urban
areas or in communities with high immigrant populations. Bank officials
also told us that they focus on fostering strong customer relationships,
sometimes providing financial literacy services. Consequently, as part of
their mission these banks spend more time and resources on their
customers per transaction than other banks. Other minority bank officials
said that their customers made relatively small deposits and preferred to
do business in person at bank branch locations rather than through
potentially lower-cost alternatives, such as overthe phone or the Intemet.

Minority bank officials also cited other factors that may have limited their

profitability, In particular, in response to Community Reinvestment Act
(CRA) incentives, the officials said that larger banks and other financial
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institutions were increasing competition for minority banks' traditional
customer base." The officials said that larger banks could offer loans and
other financial services at more competitive prices because they could
raise funds at lower rates and take advantage of operational efficiencies.
In addition, officials from some African-American and Hispanic banks
cited attracting and retaining quality staff as a challenge to their
profitability.

Despite these challenges, officials from banks across minority groups were
optimistic about the financial outlook for their institutions. When asked in
our survey to rate their financial outlook compared to those of the past 3
to b years, 66 percent said it would be much or slightly better; 21 percent
thought it would be about the same, and 11 percent thought it would be
slightly or much worse, while 3 percent did not know. Officials from
minority banks said that their institutions had advantages in serving
minority communities. For example, officials from an Asian-American
bank said that the staff’s ability to communicate in the customers’ primary
language provided a competitive advantage,

Regulators Adopted
Differing Approaches
to Supporting
Minority Banks, but
Assessment Efforts
Were Limited

Qur report found that FDIC—which supervises 109 of 195 minority
banks-—had developed the most extensive efforts to support minority
banks among the banking regulators (see fig. 5). FDIC had also taken the
lead in coordinating regulators’ efforts in support of minority banks,
including leading a group of all the banking regulators that meets
semiannually to discuss individual agency initiatives, training and outreach
events, and each agency'’s list of minority banks. OTS had developed a
variety of support programs, including developing a minority bank policy
statement and staffing support structure. OCC had also taken steps to
support minority banks, such as developing a policy statement. OCC and
the Federal Reserve had also hosted events for some minority banks.

HSection 807 of the Community Reinvestment Act of 1977 requires the federal banking
regul in tion with their jon of each they supervise to assess
the institution's record of meeting the credit needs of the entire community it serves,
inchuding moderate- and low-income neighborhioods. Pub. L. No. 95-128, § 807, 91 Stat. 1147
(codified as amended at 12 U.S.C. § 2006).
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Figure 5: Banking Regulators’ Efforts to Support Minority Banks, as of October
2006

FDIC ors ocC Federal
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*EDIC holds confererices for alt minority banks on a regular basis. OTS, OCC, and the Federal
Reserve have hosted occasional evenls for some groups of minerity banks

The following highlights some key support activities discussed in our
October 2006 report.

Policy Statements. FDIC, OTS, and OCC all have policy statements that
outline the agencies’ efforts for minority banks. They discuss how the
regulators identify minority banks, participate in minority bank events,
provide technical assistance, and work toward preserving the character of
minority banks during the resolution process, OCC officials told us that
they developed their policy statement in 2001 after an interagency meeting
of the federal banking regulators on minority bank issues. Both FDIC and
OTSissued policy statements in 2002,

Staffing Structure. FDIC has a national coordinator in Washington, D.C.
and coordinators in each regional office from its Division of Supervision
and Consumey Protection to implement the agency’s minority bank
program. Among other responsibilities, the national coordinator regnlarly
contacts minority bank trade associations about participation in events
and ather issues, coordinates with aother agencies, and compiles quarterly
reports for the FDIC chairman based on regional coordinators’ reports on
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their minority bank activities. Similarly, OTS has a national coordinator in
its headquarters and supervisory and community affairs staff in each
region who maintain contact with the minority banks that OTS regulates.
While OCC and the Federal Reserve did not have similar staffing
structures, officials from these agencies had contacted minority banks
among their responsibilities.

Minority Bank Events and Training. FDIC has taken the lead role in
sponsoring, hosting, and coordinating events in support of minority banks.
For example, in August 2006 FDIC sponsored a national conference for
minority banks in which representatives from OTS, OCC, and the Federal
Reserve participated. FDIC also has sponsored the Minority Bankers
Roundtable (MBR) series, which agency officials told us was designed to
provide insight into the regulatory relationship between minority banks
and FDIC and expiore opportunities for partnerships between FDIC and
these banks. In 2005, FDIC held six roundtables around the country for
minority banks supervised by all of the regulators. To varying degrees,
OTS, OCC, and the Federal Reserve also have held events to support
minority banks, such as Native American Institutions.

Technical Assistance. All of the federal banking regulators told us that
they provided their minority banks with technical assistance if requested,
but only FDIC and OTS have specific procedures for offering this
assistance. More specifically, FDIC and OTS officials told us that they
proactively seek to make minority banks aware of such assistance through
established outreach procedures outside of their customary examination
and supervision processes. FDIC also has a policy that requires its regional
coordinators to ensure that examination case managers contact minority
banks from 90 to 120 days after an examination to offer technical
assistance in any problem areas that were identified during the
examination. This policy is unique to minority banks. OCC and the Federal
Reserve provide technical assistance to all of their banks, but had not
established outreach procedures for all their minority banks outside of the
customary examination and supervision processes. However, OCC
officials told us that they were in the process of developing an outreach
plan for all minority banks regulated by the agency. Federal Reserve
officials told us that Federal Reserve districts conduct informal outreach
to their minority banks and consult with other districts on minority bank
issues as needed.

Policies to Preserve the Minority Character of Troubled Banks.

FDIC has developed policies for failing banks that are consistent with
FIRREA's requirement that the agency work to preserve the minority
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character of minority banks in cases of mergers and acquisitions. For
example, FDIC maintains a list of gualified minority banks or minority
investors that may be asked to bid on the assets of troubled minority
banks that are expected to fail. However, FDIC is required to accept the
bids on failing banks that pose the lowest expected cost to the Deposit
Insurance Fund.” As a result, all bidders, including minority bidders, are
subject to competition. OTS and OCC have developed written policies that
describe how the agencies will work with FDIC to identify qualified
minority banks or investors to acquire minority banks that are failing.
While the Federal Reserve does not have a similar written policy, agency
officials say that they also work with FDIC to identify qualified minority
banks or investors. All four agencies also said that they try to assist
troubled minority banks improve their financial condition before it
deteriorates to the point that a resolution through FDIC becomes
necessary. For example, agencies may provide technical assistance in such
situations or try to identify other minority banks willing to acquire or
merge with the troubled institutions.

At the Time of our Report,
Regulators Did Not Assess
Their Support Efforts
through Surveys or
Performance Measures

While FDIC was proactive in assessing its support efforts for minority
banks, none of the regulators routinely and comprehensively surveyed
their minority banks on all issues affecting the institutions, nor have the
regulators established outcome-oriented performance measures,
Evaluating the effectiveness of federal programs is vitally important to
manage programs successfully and improve program results. To this end,
in 1993 Congress enacted the Government Performance and Results Act,
which instituted a governmentwide requirement that agencies report on
their results in achieving their agency and program goals.

As part of its assessment methods, FDIC canducted roundtables and
surveyed minority banks on aspects of its minority bank efforts. For
example, in 2005, FDIC requested feedback on its efforts from institutions
that attended the agency’s six MBRs (which approximately one-third of
minority banks attended). The agency also sent a survey letter to all
minority banks to seek their feedback on several proposals to better serve
such institations, but only 24 minority banks responded. The proposals
included holding another national minority bank conference, instituting a

B3ection 13(c) of the Federal Deposit Insurance Act (codified at 12 U.S.C, §1823(c)), as
amended in 1991, prohibits FDIC from engaging in the assisted resolution of any failed
depository institution unless FDIC determines that the total amount of expenditires and
obligations it would incur in doing so would represent the least costly alternative.
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partnership program with universities, and developing a minority bank
museum exhibition.* FDIC officials said that they used the information
gathered from the MBRs and the survey to develop recommendations for
improving programs and developing new initiatives.

While FDIC had taken steps to assess the effectiveress of its minority
bank support efforts, we identified some limitations in its approach. For
example, in FDIC's surveys of minority banks, the agency did not solicit
feedback on key aspects of its support efforts, such as the provision of
technical assistance. Moreover, FDIC has not established outcome-
orented performance measures to gauge the effectiveness of its various
support efforts. None of the other regulators had surveyed minority banks
recently on support efforts or developed performance measures.

By not taking such steps, we concluded that the regulators were not well
positioned to assess their support efforts oridentify areas for
improvement. Furiher, the regulators could not take corrective action as
necessary to provide better support efforts to minority banks.

Survey of Minority
Banks Identified
Potential Limitations
in Regulators’ Support
Efforts and Other
Regulatory Issues

Minority bank officials we surveyed identified potential limitations in the
regulators’ efforts to support them and related regulatory issues, such as
examiners’ understanding of issues affecting minority banks, which would
likely be of significance to agency managers and warrant follow-up
analysis. Some 36 percent of survey respondents described their
regulators’ efforts as very good or good, 26 percent described them as fair,
and 13 percent described the efforts as poor or very poor (see fig. 6). A
relatively large percentage—=25 percent—responded “do not know” to this
question,

"“The museum exhibition would have traced the history of minority banks in the United
States. However, after conducting additional research on this proposal, FDIC decided not
to pursue the project, in part because of limited interest. from some minority banks,
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Figure 6: Minority Banks’ Ratings of Support Efforts, by Regulator
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Banks' responges varied by regulator, with 45 percent of banks regulated
by FDIC giving very good or good responses, compared with about 25
percent of banks regulated by other agencies. However, more than half of
FDIC-regulated banks and about three-quarters of the other minority
banks responded that iheir regulator’s efforts were fair, poor, or very poor
or responded with a “do not know.” In particular, banks regulated by OTS
gave the highest percentage of poor or very poor marks, while barnks
regulated by the Federal Reserve most often provided fair marks.

Nearly half of minority banks reported that they attended FDIC
roundtables and conferences designed for minority banks, and about half
of the 65 respondents that attended these events found them to be
extremely or very useful (see fig. 7). Almost a third found them to be
moderately useful, and 17 percent found them to be slightly or not at all
useful. One participant commented that the information was useful, as was
the opportunity to meet the regulators. Many banks also commented that
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the events provided a good opportunity to network and shave ideas with
other minority banks.

Figure 7: Useful of FDIC’s Re and C by R
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While FDIC and OTS emphasized technical services as key components of
their efforts to support minority banks, less than 30 percent of the
institutions they regulate reported using such assistance within the last 3
years (see fig. 8). Minarity banks regulated by OCC and the Federal
Reserve reported similarly low usage of technical assistance services.
However, of the few banks that used technical assistance—41-the
majority rated the assistance pravided as exiremely or very useful.”
Further, although small minority banks and African-American banks of all

Y'The survey did find that minority banks that FDIC and 0TS regulated were more aware of
the agencies' techrl cal assistance oufreach efforts than institutions that 0CC and the
Federal Reserve regulated. This finding is consistent with the fact that FDIC and OTS have
formalized technical assistance cutreach efforts, while the other regulators do not.
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sizes have consistently faced financial challenges and might benefit from
certain types of assistance, the banks also reported low rates of usage of
the agencies’ technical assistance. While our survey did not address the
reasons that relatively few minority banks appear to use the technical
assistance and banking regulators cannot compel banks under their
supervision to make use of offered technical assistance, the potential
exists that many such institutions may be missing opportunities to learn
how to correct problems that limit their operational and financial
performance.

Figure 8: Minority Banks’ Use of Ti § Assi byF
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Survey Respondents
Expressed Concerns about
the Examination Process
and a Provision of CRA
Designed to Assist
Minority Banks

More than 80 percent of the minaority banks we surveyed responded that
their regulators did a very good or good job of administering
examinations, and almost 30 percent felt that they had very good or good
relationships with their regulator. However, as in our 1993 report, some
minority bank officials said in both survey responses and interviews that
examiners did not always understand the challenges the banks faced in
providing services in their particular communities. Twenty-one percent of
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survey respondents mentioned this issue when asked for suggestions
about how regulators could improve their efforts to support minority
banks, and several minority banks that we interviewed elaborated on this
topic.

The bank officials said that examiners tended to treat minority banks like
any other bank when they conducted examinations and thought such
comparisons were not appropriate. For example, some bank officials
whose institutions serve immigrant communities said that their customers
tended to do business in cash and carried a significant amount of cash
because banking services were not widely available or trusted in the
customers’ home countries. Bank officials said that examiners sometimes
commented negatively on the practice of customers doing business in cash
or placed the bank under increased scrutiny relative to the Bank Secrecy
Act’s requirements for cash transactions.”® While the bank officials said
that they did not expect preferential treatment in the examination process,
several suggested that examiners undergo additional training so that they
could better understand minority banks and the communities that these
institutions served. FDIC has conducted such training for its examiners. In
2004, FDIC invited the president of a minority bank to speak to about 500
FDIC examiners on the unigueness of minority banks and the examination
process, FDIC officials later reported that the examiners found the
discussion helpful.

Many survey respondents also said that a CRA provision that was designed
to assist their institutions was not effectively achieving this goal. The
provision allows bank regulators conducting CRA examinations to give
consideration to banks that assist minority banks through capital
investment, loan participation, and other ventures that help meet the
credit needs of local communities. Despite this provision, only 18 percent
of survey respondents said that CRA had—-to a very great or great extent—
encouraged other institutions to invest in or form partnerships with their
institutions, while more than half said that CRA encouraged such activities
to some, little, or no extent (see fig. 9). Some minority bankers attributed
their view that the CRA provision has not been effective, in part, to a lack
of clarity in interagency guidance on the act’s implementation. They said
that the interagency guidance should be clarified to assure banks that they
will receive CRA consideration in making investments in minority banks.

The body of }aw commonly referred to as the Bank Secrecy Act (BSA) s codified al 31
U.S.C. §§ 5311-5322 and 12U.8.C. §§ 1820b and 10511059,
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Figure 9: Minority Banks’ Evaiuation of the Extent io Which CRA Has Encouraged
Patinerships with Other Institutions
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Regulators Recently
Have Taken Steps to
Assess and Enhance
Their Minority Bank
Support Efforts, but It
Is Too Soon to Assess
Their Effectiveness

Our 2006 report recommended that the bank regulators regularly review
the effectiveness of their minority bank support efforts and related
regulatory activities and, as appropriate, make changes necessary to better
serve such institutions. In conducting such reviews, we recommended that
the regulators consider conducting periodic surveys of minority banks or
developing outcome-oriented performance measures for their support
efforts. In conducting such reviews, we also suggested that the regulators
focus on the overall views of minority banks about support efforts, the
usage and effectiveness of technical assistance (particularly assistance
provided to small minority and African-American banks), and the level of
training provided to agency examiners on minority banks and their
operating environments.

Qver the past year, bank regulatory officials we contacted identified
several steps that they have initiated to assess the effectiveness of their
minority bank support efforts or to enhance such support efforts. They
include the following actions:
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.

A Federal Reserve official told us that the agency has established a
working group that is developing a pilot training program for minority
banks and new banks. The official said that three training modules have
been drafted for different phases of a bank’s life, including starting a bank,
operating a bank during its first 5 years of existence, and bank expansion.
The official said that the program will be piloted throughout the U.S.
beginning in early November 2007. Throughout the course of developing,
drafting, and piloting the program, Federal Reserve officials said they
have, and will continue to, consult with minority bankers to obtain
feedback on the effort.

An OCC official said that the agency recently sent a survey to minority
banks on its education, outreach, and technical assistance efforts that
should be completed by the end of October. OCC also plans to follow up
this survey with a series of focus groups. In addition, the official said OCC
just completed an internal survey of certain officials involved in
supervising minority institutions, and plans to review the results of the two
surveys and focus groups to improve its minority bank support efforts.

FDIC officials told us that the agency has developed a survey to obtain
feedback on the agency's minority bank support efforts. They estimate
that the survey will be sent out to all minority institutions (not just those
minority banks FDIC supervises) in mid-December 2007.

An OTS official told us that the agency will send out a survey to the
minority banks the agency supervises on its efforts in the next couple
weeks and that it has also conducted a series of roundtables with minority
banks in the past year.

The federal banking agencies have also taken some steps to address other
issues raised in our report. For example, Federal Reserve and FDIC
officials told us that that the agencies will provide additional training on
minority bank issues to their examiners. In addition, in July 2007 the
federal banking agencies published a CRA Interagency Notice that
requested comments on nine new “Questions and Answers” about
community reinvestment.”® One question covers how majority banks may
engage in and receive positive CRA consideration for activities conducted
with minority institutions. An OCC official said that the comments on the
proposed “Q and As” are under review.

e Rei ent Act; I ey Questions and Answers Regarding Community
Investment, 72 Fed. Reg. 37922 (notice and request for comment Jul. 11, 2007).
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While the regulators’ recent efforts to assess and enhance their minority
bank support efforts and other activities are encouraging, it is too soon to
assess their effectiveness. For example, the Federal Reserve’s pilot
training program for minority and new banks is not scheduled to begin
until later this year, Further, the other regulators’ efforts to survey
minority banks on support efforts generally also are at an early stage. We
encourage agency officials to ensure that they collect and analyze relevant
data and take steps to enhance their minority bank support efforts as
warranted.

Mr. Chairman, this concludes my prepared statement. I would be happy to
address any questions that you or subcommittee members may have.

GAQ Contacts

For further information about this testimony, please contact George A
Scott on (202) 512-7215 or at scottg@gao.gov.
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Chairman Watt, Ranking Member Miller, and members of the Committee, I
appreciate the opportunity to testify on behalf of the Federal Deposit Insurance
Corporation (FDIC) regarding the FDIC’s role in preserving and expanding opportunities
for minority depository institutions (MDIs). Historically, MDIs play a vital role in their
communities. They serve as a key source of credit and other banking services essential to
economic growth and business development in areas that are often underserved by

traditional depository institutions.

My testimony will discuss the current financial condition of MDIs and the FDIC’s
efforts to implement the statutory mandate under section 308 of the Financial Institutions
Reform, Recovery, and Enforcement Act of 1989 (FIRREA) to preserve and encourage
minority ownership of depository institutions. My testimony also will detail the FDIC’s
actions to respond to the recommendations in the October 2006 report by the Government

Accountability Office (GAO) on MDIs.

The Condition of Minority Depository Institutions

As of June 30, 2007, there were 205 MDIs in the banking system, including 129
supervised by the FDIC. These MDIs ranged in size from $2 million to $25 billion in
assets. However, over 63 percent of MDIs have $250 million in assets or less. The
capital levels of MDIs are roughly comparable to that of the industry. More than 99
percent of MDIs meet or exceed the highest regulatory capital standards. In addition,

minority-owned institutions are more likely to be headquartered in urban areas than other
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banks and thrifts, with almost 90 percent headquartered in metropolitan areas, compared

to slightly more than 50 percent of all insured institutions.

A larger proportion of MDIs are new compared to the industry average. Almost
17 percent of minority-owned institutions are less than five years old compared to 8.5
percent of the overall industry. In fact, almost 12 percent of minority-owned institutions

are less than two years old, compared to an industry average of 4.4 percent.

‘While most MDIs are profitable, the financial performance of MDIs, as a group,
lags behind that of non-minority institutions. The average return on assets (ROA) for
minority-owned institutions in the first half of 2007 was 0.69 percent, compared to an
industry average of 1.21 percent. Less than one in three minority-owned institutions
(30.5 percent) had an ROA of 1 percent or higher, while 47.3 percent of all insured
institutions had ROAs of 1 percent or better. In addition, almost a quarter of minority-
owned institutions (23.2 percent) were unprofitable for the first six months of this year,

compared to 9.4 percent of all insured institutions.

MDIs also have much lower levels of noninterest income and higher levels of
loan-loss provisions than the rest of the industry. Noninterest income represents only
19.5 percent of net operating revenue (net interest income plus total noninterest income)
at minority institutions, compared to an industry average of 42.7 percent. Loan loss
provisions represent 15.3 percent of net operating revenue for MDISs, versus an industry

average of 6.7 percent.



116

In addition, asset-quality indicators are less favorable at MDIs than for the
industry as a whole. For the first six months of 2007, the net charge-off rate for minority-
owned institutions was 0.56 percent, compared to an industry average of 0.47 percent.
For the same period, 2.03 percent of all loans at minority-owned institutions were
noncurrent {90 days or more past due or in nonaccrual status), compared to 0.90 percent

for all insured institutions.

The difference in profitability can result from many factors. MDIs, like most
community banks, often must compete with larger financial institutions for both business
and a talented work force. They also may find it difficult to diversify their geographical
and credit risk exposures due to their commitment to serve local communities and ethnic
populations. In addition, some minority institutions are challenged with operating in an
economically depressed market area. The disparities in profitability and other key
measures between MDIs and other financial institutions demonstrate the continuing

importance of the FIRREA goals to encourage and preserve MDIs.

Statutory Requirements

FIRREA requires the Secretary of the Treasury to consult with the Director of the
Oftice of Thrift Supervision and the Chairperson of the FDIC Board of Directors to
determine the best methods for preserving and encouraging minority’ ownership of

depository institutions. Specifically, Section 308 of FIRREA sets the following goals:

! “Minority” as defined by Section 308 of FIRREA means any “Black American, Asian American,
Hispanic American, or Native American.”
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e Preserve the number of minority depository institutions;
¢ Preserve the minority character in cases of merger or acquisition;

¢ Provide technical assistance to prevent insolvency of institutions not now
insolvent;

e Promote and encourage the creation of new depository institutions; and

& Provide for training, technical assistance, and education programs.

Section 308 defines an MDI as any federally insured depository institution where
51 percent or more of the voting stock is owned by minority individuals. In addition to
the statutory ownership test, the FDIC considers an institution an MDI if a majority of the
Board of Directors are minority individuals and the community that the institution serves
is predominantly minority. This expanded definition is based on the public comments

received by the FDIC when we revised our MDI Policy Statement in 2002.

FDIC’s Minority Deposit Institution Program

In order to achieve the goals of section 308, the FDIC first adopted a specific
policy statement regarding minority ownership of financial institutions in 1990. This
policy statement was updated in 2002. The 2002 Policy Statement® has six main
components designed to preserve and encourage minority ownership of depository
institutions. First, it clarifies the definition of MDIs for inclusion in the FDIC’s program.
Second, it establishes the organizational structure for the MDI program and the resources

the FDIC will dedicate to the program. Third, it describes the technical assistance the

? The FDIC adopted the Policy Statement on Encouragement and Preservation of Minority Ownership of
Financial Institutions on April 3, 1990.
? The FDIC adopted the Policy Statement Regarding Minority Depository Institutions on April 9, 2002.
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FDIC will make available to MDIs. Fourth, it describes the training and educational
programs that the FDIC will make available. Fifth, it describes how the FDIC will
address failing minority institutions during the resolution process. Finally, the policy
statement describes how the FDIC will report on the activities and results of the MDI

program.

Identification of Minority Depository Institutions

To ensure that all MDIs are able to take advantage of the benefits of the FDIC’s
voluntary MDI program, we maintain a list of federally insured MDIs. Because an
institution can be an MDI based on the composition of its Board of Directors and the
community served, not just its ownership, institutions that are not already identified as
MDIs can request to be designated as such by certifying that they meet the FDIC’s
definition. During the examination process, FDIC examiners review the appropriateness
of an institution’s inclusion on the list. In addition, FDIC regional offices monitor
changes to the list while processing deposit insurance applications, merger applications,
change of control notices, or failures of MDIs. The FDIC works closely with other
federal regulatory agencies to ensure that institutions not directly supervised by the FDIC
also are accurately captured on the list. In addition to routinely posting the most recent
quarterly list of MDI’s on our public website, FDIC staff periodically provides the list to

relevant trade associations and seek input regarding its accuracy.
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Organizational Structure

The FDIC devotes considerable resources to our MDI program. As described in
the 2002 Policy Statement, the MDI program is staffed by a national coordinator in
Washington, D.C., and coordinators in the FDIC’s six regional and two area offices. The
national coordinator regularly contacts minority bank trade associations about
participation in events and other issues, coordinates with other agencies, maintains
FDIC’s list of all insured banks that are considered to be minority under the FDIC
definition, and compiles quarterly reports for the FDIC Chairman. The FDIC regional
MDI coordinators are responsible for arranging annual regional MDI outreach events and
serving as the primary contact for MDI matters within their region. The efforts of these
key MDI coordinators are supplemented by the active participation of employees across
the FDIC. For example, employees are detailed as needed to assist with the development

of specific MDI programs and conferences.

In addition, hundreds of examiners interact with MDIs and receive specialized
training each year. The FDIC has specific programs in place to educate bank examiners
and sensitize them to the unique issues often found in MDIs. Since many minority
depository institutions were established to serve an otherwise under-served market,
certain measures, such as high profitability, may not be as essential to the organizers and
shareholders of the institution. Instead, community development and improving
consumer services may drive many of the organization’s decisions. While the level of an

institution’s earnings is important, the FDIC has issued guidance to its examiners that the
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evaluation of earnings performance should also consider the trend and stability of
earnings, the ability to provide for adequate capital, the quality and sources of earnings,
and the adequacy of budgeting systems. FDIC examiners also have been advised not to
place undue emphasis on peer analysis when evaluating minority depository institutions
due to their unique characteristics. However, examiners can create custom peer groups to

possibly provide a more meaningful comparison of similarly situated institutions.

Additionally, many minority depository institutions may have difficulty raising
deposits from their local market. These institutions may use Federal Home Loan Bank
borrowings and other wholesale funding sources to offset the shortage of local deposits.
In addition, minority depository institutions sometimes attract large, out-of-area deposits
from institutional investors. There are potential risks associated with the use of such
“noncore” funds, and examiners are advised to continue to review every institution’s
program for identifying, measuring, monitoring, and controlling those risks. These funds
can be volatile, but when prudently managed can be beneficial to banks. In addition,
many of the “noncore” funds obtained by minority depository institutions may actually be

rather stable due to the investor’s desire to advance the institution’s objectives.

To ensure examiners remain knowledgeable of the unique challenges faced by
MDIs and the appropriate examination treatment, representatives from the MDI
community are invited to participate in all FDIC regional training conferences. MDI
bankers are invited to speak to the audience of examiners on their experiences and their

institutions’ unique operating environments.



121

The benefits of facilitating communication and maintaining a dialog with MDIs,
as well as actively engaging in partnerships with trade groups and associations serving
MDIs, was evident in the aftermath of Hurricane Katrina. In cooperation with the
National Community Investment Fund, the National Bankers Association and ShoreBank
Corporation, FDIC staff provided support for three African-American owned institutions
in the New Orleans area. The FDIC and its co-sponsors actively provided assistance for
these MDIs, which had been severely affected by the storm, via grants, capital injections,
emergency staffing and other assistance. As part of this effort, a group of non-minority
institutions provided $22 million in deposit pledges and $120,000 in direct cash
donations to assist these MDIs in meeting the housing and other needs of their
employees. Our various support measures enabled the MDIs in the hurricane ravaged

area to play a crucial role in helping the recovery efforts in their communities.

Technical Assistance

Under the MDI program, the FDIC actively reaches out to minority banks to offer
technical assistance available beyond the normal examination and supervisory process.
The FDIC requires its regional coordinators to ensure that examination case managers
contact minority banks 90 to 120 days afier an examination to offer technical assistance
and a follow up visit by FDIC examiners to assist in addressing any problem areas that
were identified during the examination. The purpose of these offers of technical
assistance are solely to assist MDI management in understanding and implementing

recommendations from the prior examination, not to identify additional problems. In
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addition, MDIs are strongly encouraged to contact the FDIC for any assistance needed
regarding bank regulations, FDIC policies, and examination procedures, even if there are

no specific issues arising from the examination process.

The FDIC routinely provides guidance or clarification on matters arising from the
application process, as well as other guidance in technical areas such as compliance with
the various consumer protection laws, financial reporting, and accounting. Further, FDIC
regional staff contact the minority banks they supervise at least once a year, or more
frequently if appropriate, to offer to have a member of our regional management meet
with banks” board of directors and to familiarize the institutions with the FDIC’s

initiatives.

In addition to working with individual banks, the FDIC is exploring ways to
increase usage of technical assistance by groups of MDIs. For example, in the next few
weeks, the FDIC, in partnership with the Puerto Rico Bankers Association, will host the
First Annual Puerto Rico Bankers Association/FDIC Compliance School. The program
will cover a vast range of complex compliance issues, including Bank Secrecy Act/Anti-
Money Laundering compliance, and how these issues directly impact Puerto Rico’s

banking industry.
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Training and Educational Programs

The 2002 Policy Statement also outlines the training and assistance programs
available under the MDI program. The FDIC sponsors and hosts events in support of
minority banks in coordination the other federal and state bank regulators. These events
include national conferences, regional forums and conferences, and Minority Bankers

Roundtables.

For example, this past summer, the FDIC and ﬁhe other federal banking agencies
sponsored the second annual “Minority Depository Institutions National Conference” in
Miami, Florida. This three day conference was attended by 170 péople, including
minority bankers, members of MDI-related trade organizations, representatives from the
GAOQ, congressional staff, and regulatory personnel. This annual conference is devoted
to topics relevant to MDIs, as well as specific issues identified by MDIs as important to

their business success.

The topics at the conference were selected based on feedback obtained during last
year’s national conference and from dirgct input from the MDI community and trade
associations. The sessions addressed some of the most significant issues facing MIDs
today, including exploring methods to promote economic inclusion by expanding access
to the financial mainstream, strategies for reaching underserved communities by
advancing sustainable homeownership, mitigating losses on Community Development

Financial Institutions (CDFT) Fund programs, and on ways for raising deposits and debt

10
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and equity capital at the holding company level. The break-out sessions covered technical
matters in the areas of information technology, BSA, compliance and CRA, and
accounting issues associated with assessing the adequacy of the loan loss reserve. The
post-conference surveys indicated that the participants found the sessions relevant and

beneficial.

The FDIC also hosts facilitated group discussion sessions throughout the country.
The intent of these sessions is to provide a regular forum in which MDIs can meet with
other MDIs and their regulatory agencies to discuss issues facing the industry. The
sessions serve as an opportunity to identify issues of interest that impact the minority
banking community, and recommended avenues that would make the MDI outreach

efforts more effective. In 2007, the FDIC will have hosted five of these regional events.

Since 2004, the FDIC has conducted a Minority Bankers Roundtable Series as
part of our annual regional outreach program. These events provide another opportunity
for the MDI community to voice views and concerns on current regulatory and
supervisory issues. Additionally, at these roundtables, FDIC regional personnel seek
feedback as to how the FDIC can be more effective in expanding its minority banker
outreach initiatives, including seeking suggestions on ways to better market our technical
assistance resources. We also investigate possible collaborative projects between the

FDIC and the minority banking community.

11
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Additiona! training events available to MDIs have included the FDIC’s Director’s
College Program, the FDIC’s Money Smart Program, a Non-banked/Under-banked
Summit, and the Alliance for Economic Inclusion. The Alliance for Economic Inclusion
was started in 2006 to establish broad-based coalitions of financial institutions,
community-based organizations and other partners in nine markets across the country to
bring all unbanked and underserved populations into the financial mainstream. The
FDIC also formed a partnership with the CDFI Fund to promote a new outreach effort to

help more insured institutions, particularly MDISs, apply for various CDFI programs.

Failing Institutions

The 2002 Policy Statement also addresses the circumstances surrounding the
failure and resolution of an MDI. The FDIC has developed policies for failing banks that
are consistent with FIRREA’s requirement that the agency work to preserve the minority
character of minority banks in cases of mergers and acquisitions. The FDIC maintains a
list of qualified minority banks or minority investors that are invited to bid on the assets
of troubled minority banks that are expected to fail. From April 1998 to June, 2002, there
were six minority-owned institutions that failed, four of which were acquired by other
minority-owned institutions, thus preserving the minority ownership. None have failed

since 2002.

12
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Reporting

The regional MDI coordinators provide quarterly reports regarding their activities
to the national coordinator. These reports address outreach activities, including training
and technical assistance provided during the quarter, as well as significant outreach and
training events planned in the future. The national coordinator compiles the results of the
regional offices’ reports and submits a quarterly summary to the FDIC’s Chairman. The
FDIC’s Annual Report also highlights our efforts to preserve and promote minority

ownership of depository institutions (see Appendix).

The FDIC also maintains a website to promote the MDI program. The website,

located at http://www.fdic.gov/regulations/resources/minority/index.html, describes the

FDIC’s MDI program and current initiatives. It provides contact information for each of
the regional coordinators, a list of MDIs, training and conference information, and useful
resources for MDIs, such as links to deposit insurance coverage and assessment
calculators. The website also prompts users to submit comments or suggestions

regarding ways to improve the MDI program.

The FDIC activities detailed above are designed to implement the elements of the
2002 Policy Statement and achieve the goals of Section 308 of FIRREA. The program is
extensive and seeks to provide MDIs with information and assistance that is relevant and
useful. As part of every program, the FDIC invites feedback from MDI participants on

ways to improve existing programs or needs for new programs. The Committee’s

13
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invitation letter asks whether the FDIC will commit to issuing an annual report to
Congress on our efforts to implement section 308. Currently, the FDIC includes a report
on our efforts in our overall Annual Report. The FDIC is proud of our many activities in
this area and would welcome an opportunity to provide Congress with a separate annual

report on our actions.

The October 2006 GAO Report

In October 2006, the GAO issued a report entitled, Minority Banks: Regulators
Need to Better Assess Effectiveness of Support Efforts. Although the report noted that the
FDIC “currently has the most comprehensive program to support minority banks and
leads an interagency group that coordinates such efforts,” it recommended improvements
that could be made by all of the agencies to assess the effectiveness of their programs and
ensure results. While the GAO noted that “banks regulated by the FDIC, which had the
most extensive program and outreach efforts were more positive about their agency’s
efforts than banks regulated by other agencies,” we were concerned to learn that only
about half of our institutions rated our efforts as good or very good and that only about a

third of the institutions took advantage of the technical assistance we provide.

The GAO recommended that the FDIC, along with the other banking regulators
should regularly review the effectiveness of our minority bank support efforts and related
regulatory activities and, as appropriate, assess the need to make changes necessary to

better serve such institutions. Specifically, the GAO recommended periodic surveys of

14
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such institutions to determine how they view our minority support efforts and related
activities and the development of outcome-oriented performance measures to assess the

progress of our efforts in relation to our program goals.

Feedback from MDIs is important in implementing programs that most effectively
meet the needs of this segment of the industry. To implement this GAO
recommendation, the FDIC has developed an annual survey that will be sent to all MDIs
starting at the end of 2007. All MDIs, including those not supervised by the FDIC, will
be able to rate the effectiveness of the FDIC-sponsored conferences and roundtables. In
addition, FDIC-supervised institutions will be able to provide feedback on the FDIC’s
outreach efforts and technical and general assistance. The FDIC will use the overall
findings of this survey to assess our effectiveness in reaching out to the MDI community
and to make improvements, where necessary. Further, the survey results and comments
will be helpful in developing the agenda for the 2008 Interagency National Minority

Depository Institutions Conference.

The GAO also recommended that the FDIC and other banking agencies establish
specific outcome oriented performance measures for their MDI programs. For 2007, the
FDIC developed nine performance measures that are specifically tracked quarterly by
senior management of the FDIC. The successful achievement of the objectives is

factored into executive management compensation each year.

15
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The specific outcomes related to these performance measures include continuing
or improving past programs such as the National MDI conference and improving the
utility and access of the MDI website. In addition, the performance measures include the
development of new programs, such as the FDIC’s “University Partnerships” program.
This pilot program provides an opportunity for the FDIC to forge partnerships with
colleges, universities, and MDIs to jointly promote financial literacy at the college level
and be a resource to the academic community, particularly historically black colleges and
universities (HBCUSs) or schools that have a significant minority population. The FDIC
also meets annually with the Deans of all HBCU Business Schools to, among other
things, make them aware of the FDIC’s efforts at improving financial literacy at the

college level.

In addition to the specific performance measures, the FDIC will continue to
adhere to a number of core strategies, including the following:
o Take a more pro-active approach in following up with minority banks that utilize
the FDIC’s technical assistance program to see if our assistance contributed to the

desired result;

s Undertake a review of our technical assistance program to ascertain ways to
achieve a higher minority bank usage rate;

¢ Improve our efforts to educate examiners on minority bank characteristics and
issues;

¢ Develop informative and effective outreach programs to the minority bank
community; and

o Continue to look for new ways to partner with and promote the financial health of
the minority institutions and the communities they serve.

16
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Conclusion

In summary, minority institutions face many challenges. They must compete with
larger financial institutions for both business and a talented work force. They may find it
difficult to diversify their geographical and credit risk exposures due to their commitment
to serve local communities and ethnic populations. Some minority institutions are also
challenged with operating in an economically depressed market area. Despite these
challenges, minority institutions are demonstrating their commitment to providing

entrepreneurial capital, promoting economic revitalization, and creating jobs.

The FDIC recognizes the vital role that minority institutions play in the economic
development of communities throughout the United States and is dedicated to the goals
of preserving, promoting, and encouraging the creation of minority depository

institutions.

This concludes my statement. I will be happy to answer questions.

17
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Appendix

2006 Annual Report (page 21-22)
Minority Depository Institutions

The FDIC has long recognized the importance of minority depository institutions
in promoting the economic viability of minority and underserved communities. As a
reflection of the FDIC’s commitment to minority depository institutions, the FDIC issued
a “Policy Statement Regarding Minority Depository Institutions” on April 9, 2002. The
poiicy statement implements an outreach program designed to preserve and encourage

minority ownership of financial institutions.

Since the adoption of that policy statement, the FDIC has maintained contact with
various minority depository institution trade associations; met periodically with the other
federal banking regulators to discuss initiatives underway at the FDIC and identify
opportunities for the federal banking agencies to work together to assist minority
institutions; held regional outreach meetings And five Minority Bankers Roundtables;
and extended offers to each FDIC-supervised minority depository institution to meet and

discuss issues of interest.

In August 2006, the FDIC hosted the first “National Minority Depository
Institution Conference” in Miami, FL, with attendance from more than 100 bankers;
representatives from the Office of the Comptroller of the Currency, the Federal Reserve

and the Office of Thrift Supervision; and several private-sector and industry trade group
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representatives. The conference addressed topics of interest to the minority banking
community, with particular emphasis on a shared commitment to expanding financial
services available to minority and underserved communities; developing coalitions to
improve minority community infrastructures by partnering with organizations such as
NeighborWorks® America; and fostering a better understanding by the regulatory
community of the unique challenges minority depository institutions face. A second

national conference is planned for 2007.

During 2006, an FDIC task force also assisted three minority institutions
headquartered in New Orleans, LA, and severely impacted by Hurricane Katrina in
improving their liquidity by securing $22 million in deposit pledges from Utah-based
ILCs. The ILCs also provided $123,000 in direct cash donations to assist these

institutions in meeting the housing and other needs of their employees.

2005 Annual Report (pagel5)
Minority-Depository Institutions

The FDIC has long recognized the importance of minority depository institutions
and their importance in promoting the economic viability of minority and under-served
communities. As a reflection of the FDIC’s commitment to minority depository
institutions, on April 9, 2002, the FDIC issued a Policy Statement Regarding Minority
Depository Institutions. The policy, which can be found at www.fdic.gov/
regulations/resources/index.html, implements an outreach program designed to preserve

and encourage minority ownership of financial institutions.

i
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Since the adoption of the policy by the FDIC Board of Directors, the program’s
National Coordinator has maintained contact with various minority depository institution
trade associations, and has met periodically with the other Federal banking regulators to
discuss the initiatives underway at the FDIC, and to identify opportunities where the
agencies might work together to assist minority institutions. All of the FDIC’s six DSC
Regions have held annual Minority Depository Institution Outreach Programs, made
annual contact with each FDIC-supervised minority depository institution, and offered to

make return visits to these institutions following the examination process.

During 2004, the FDIC created the Minority Bankers’ Roundtable series, a forum
designed primarily to explore partnerships between the minority depository institutions
community and the FDIC. During 2005, there were six sessions held in: Nashville,
Tennessee; New York, New York; Houston, Texas; Santa Monica, California; Atlanta,
Georgia; and San Juan, Puerto Rico. The Minority Banker Roundtable and annual

regional outreach events will continue in 2006.

In 2005, the FDIC also provided technical assistance, training and educational
programs and held interagency forums to address the unique challenges faced by minority
depository institutions. Training and educational programs for minority depository
institutions included the FDIC’s Director's College Program and the FDIC’s Money
Smart Program. The FDIC co-hosted Regional Forums with the America’s Community
Bankers Association and the National Bankers Association in 2005. FDIC also

participated in and/or co- sponsored conferences with America’s Community Bankers,

iii
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National Bankers Association, National Association of Chinese American Bankers,

Western Independent Bankers, and Puerto Rico Bankers Association.

FDIC also supported the preservation of minority depository institutions in its
response to Hurricane Katrina. The FDIC Task Force on Minority Community Banking
and Non-Branch Banking met with representatives from the Utah industrial loan
company industry to facilitate their assistance to minority depository institutions in the
Gulf Coast region affected by Hurricane Katrina. The result has been that as of year-end
2005, the Utah industrial loans companies have pledged more than $18 million in
deposits and over $120,000 in direct grants to this effort. Efforts similar to these made by

this FDIC task force will continue in 2006.

FDIC will continue its minority depository institution programs in 2006.

2004 Annunal Report

No specific citations.

2003 Annnal Report

No specific citations.

v
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2002 Annual Report (page 14)
Minority Depository Institutions

The FDIC has historically taken steps to preserve and encourage minority
ownership of insured financial institutions. On April 9, 2002, the FDIC Board adopted a
new policy statement related to minority depository institutions. The new policy
statement reflects changes in certain regulations and expands the FDIC’s Minority
Depository Institutions Program. Enhancements to the program include increased
communication with minority depository institutions, better coordination with trade
associations that represent minority depository institutions, better defined roles for a
national program coordinator and regional coordinators, and more opportunities for

institutions to request technical assistance.
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INTRODUCTION

Chairman Watt, Ranking Member Miller, and members of the Subcommittee, 1
am John Walsh, Chief of Staff and Public Affairs, at the Office of the Comptroller of the
Currency (OCC). Iam pleased to appear before you today to discuss the Government
Accountability Office’s (GAO) October 2006 report entitled Minority Banks: Regulators
Need to Better Assess Effectiveness of Support Efforts and the actions that the OCC has
taken to address the recommendations of that report regarding the preservation and
promotion of minority-owned financial institutions.

My testimony begins by discussing the importance of minority banks in the U.S.
financial system. It continues with an examination of the OCC’s Policy Statement on
Minority-Owned National Banks (policy statement) and updates the progress the OCC
has made since the issuance of the GAO report in supporting minority-owned institution:
(MOT), improving minority bank outreach, and establishing training and performance
measures to implement and evaluate these efforts. I then highlight other current

initiatives to create incentives for minority bank investments and partnerships.

L Importance of Minority Banks in the U.S. Financial System

The OCC recognizes that minority-owned banks are important community and
national assets. Minority banks have long performed a vital role in the American
financial system by serving the market needs of their local communities.

Many minority-owned national banks operate in places where larger banks do not
have a presence. They also provide credit and personalized service to customers in ways

that larger banks often do not. However, like all community banks, minority banks must
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ensure that they are able to survive and prosper while focusing on the needs of their
communities.

Generally speaking, while minority banks pride themselves on customer service,
this focus can lead to higher transaction costs and higher operating costs, which tends to
lower their return on average assets (ROAA). And due to their smaller asset size, they
are often unable to generate the economies of scale that larger institutions have, or to
spread these higher operating costs over a larger asset base.

Because many minority-owned institutions serve a customer base that offers
strong potential for growth, prospects for these banks are positive. The minority
population in the United States is increasing rapidly. Hispanics accounted for more than
half of the growth in the U.S. population in the past decade. Eight U.S. metropolitan
areas now have immigrant populations of one million or more, and rural areas are also
experiencing more racial and ethnic diversity. The buying power of minority populations
is expected to reach $1.7 trillion by 2010, more than triple its 1990 level of $454 billion.

The growth in their markets is a good sign for the future of minority banks.
Between year-end 2003 and mid-year 2007, the assets of all minority-owned banks
increased by approximately 56 percent, and the assets of OCC supervised minority banks
increased by nearly 66 percent, paralleling the 66.5 percent increase of all national banks

during this period.



139

II. OCC’s Policy Statement on Minority-Owned National Banks

Recognizing their unique operating characteristics, the OCC issued a Policy
Statement on Minority-Owned Banks in 2001". The policy statement acknowledged the
OCC’s commitment to encourage their success, consistent with the goal of Section 308 of
the Financial Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA).

While the OCC is not subject to Section 308, we have voluntarily taken the
initiative to support and reach out to minority banks as required by its provisions. We are
committed to complying with Section 308 and would have no objection to that being

made explicit.

OCC Support for Minority-Owned Institutions

In support of the principles of FIRREA’s Section 308, the OCC created a new
senior advisor position in 2004 to serve as OCC’s focal point for minority banking issues.
Since then, it has made additional staff support available for our outreach to minority-
owned institutions. In addition to our supervisory field staff, the OCC has nine district
community affairs officers (DCAOQs) located throughout the country supporting the
OCC’s minority bank outreach. Our DCAOs are available to provide MOIs with tailored,
one-on-one consultations to help identify community development opportunities and
resources to support economic development in the markets they serve. The DCAOs

report directly to a Washington-based Deputy Comptroller for Community Affairs.

' The OCC adopted the Policy Statement on Minority-Owned National Banks on March 28, 2001,
http://www.occ.gov/cdd/moi_policy.pdf)
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But the agency’s most important and frequent contacts with MOIs occur in the
course of our normal supervisory activities. The OCC, like other bank regulators, uses
prudential supervision of its banks to implement banking law and regulation. Prudential
supervision is a process by which the bank supervisor establishes regulations to control
risk-taking and observance of the law, and then monitors the bank to ensure its safety and
soundness and compliance.

OCC’s examiners communicate regularly with minority bankers to identify risks
and discuss methods of addressing supervisory issues. With that insight, our examiners
are better able to understand both the products being offered and the bank’s risk
management controls. In keeping with norms for all community banks, MOIs receive an
on-site examination once every 12-18 months, at which time a risk-based assessment of
their activities and financial condition is undertaken.

A Portfolio Manager is assigned to each bank and has ongoing responsibility for
understanding the bank’s unique characteristics and circumstances. In addition to
coordinating our supervisory activities for the bank, the Portfolio Manager contacts the
bank at least quarterly and undertakes a review of bank performance, while also serving
as the primary contact for technical assistance targeted to their individual needs. An
additional resource is the local Assistant Deputy Comptroller who typically has a well-
established ongoing relationship with each bank under his or her supervision.

Recognizing that many minority banks, like other community banks, may benefit
from enhanced guidance in complying with the array of regulatory requirements that
confront community banks, OCC examiners often provide information as part of our

supervisory process that goes beyond the scope of the formal examination. The policy
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statement reiterates OCC’s longstanding practice of making available experts in each
district to provide guidance on subjects such as credit and asset management, consumer
compliance, capital markets, bank information systems, legal issues, and economic
conditions.

The policy statement also formalizes the OCC’s policy of assigning examiners to
minority-owned banks with the expertise and background needed to properly evaluate the
products and services offered by those institutions and the markets and environments in
which they operate. We have found the success of our supervisory relationships with
minority-owned banks, as with most community banks, to be highly dependent upon the
quality of the relationship between the bank and its examiners.

For this reason, we make every effort to ensure that our examiners are familiar
with the minority bank’s unique attributes, sometimes assigning staff from more distant
offices or making special arrangements to ensure continuity of oversight. And just as we
promote cultural diversity and awareness in the OCC’s own workforce, our supervisory
efforts are most effective when our examiners understand the cultures of the minority-
owned banks that they supervise.

The policy statement outlined several initiatives to further the ability of minority
banks to prosper and meet the needs of their communities.
¢ Formation and Retention of Minority-Owned Banks — The OCC provides
technical assistance to organizing groups interested in entering the national banking
system. Qur supervisory process also extends resources, to the extent allowable by
confidentiality rules, to those existing minority-owned banks facing financial difficulties

or involved in a merger or acquisition that challenges their minority character.
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Materials geared to minority bank organizers and investors are available to
facilitate the development of national bank applications or charter amendments.’
Assistance is also provided to organizers of minority institutions through pre-filing
meetings and comments on draft applications, and we are actively exploring how to
improve our bank chartering processes, including consideration of aspects of the process
of significance to organizers of minority banks.
¢ Capital for Minority-Owned Banks — Majority institutions are permitted to provide
capital and other resources to minority-owned banks. Banks and their holding companies
have the ability to acquire voting and non-voting interests in minority institutions under
several different statutory authorities. Many of these investments in MOIs may be eligible
for positive consideration by the investing majority bank under the Community Reinvestment
Act.

The policy statement also provides for consultation assistance to national banks in
structuring public welfare investments authorized under Part 24 of the OCC’s regulations,
and participating in the Treasury Department’s CDFI Fund financial and capital
assistance programs. The OCC has also issued guidance and broadly distributed a
newsletter® clarifying the circumstances under which national banks may make
investments in minority institutions under Part 24 and other legal authorities.

e Information, Education, and Outreach for Minority-Owned National Banks ~
The OCC participates extensively in outreach meetings and conferences throughout the

country to discuss supervisory and industry issues for all of its banks. And we have

? For examples, see “A Guide to Tribal Ownership of a National Bank,” September 2002.
(hitp://www.occ.gov/corpbook/tribal/tribalp.pdf) and the October 3, 2001 OCC memo on establishing a
community development bank. (http://www.occ.gov/cdd/cdbank.pdf)

¥ Community Developments online, Winter 2006-2007. (http://www.occ.gov/cdd/winter06/cd/index.html)
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expanded these efforts to better reach our minority banks. For example, a member of
senior management in our Houston field office recently participated in the World Chinest
Banking Amity Conference and delivered a presentation focusing on effective credit risk
management systems. Likewise, we recently conducted outreach to organizers of Native
American-owned banks at two conferences sponsored by the Bureau of Indian Affairs.

The OCC offers an array of training through our banker education programs,
which include training sessions open to all community bankers across the country,
including minority-owned institutions. Topics of particular interest to minority banks,
such as the Bank Secrecy Act, anti-money laundering, and other compliance regulations
are prominent in these programs.

The OCC’s public website includes an external outreach and minority affairs page
to assist those interested in investing in, or partriering with, minority-owned banks. The
OCC will also be adding a minority banking page to National BankNet, OCC’s website
available only to subscribing national banks.

New National BankNet features will include a minority bank peer group for our
Comparative Analysis Reporting system, news of interest to minority bankers,
announcements of training and conference opportunities, instructions on how to request
technical assistance, discussions of legislative and regulatory issues, and identification of
the types of investments that are eligible for Community Reinvestment Act (CRA)
consideration.
¢ Developing Relationships with Trade Associations — We also have begun to hold
regular meetings with trade associations representing minority bankers. Earlier this year,

OCC staff met with a trade association representing Hispanic bankers in Chicago. In
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addition, Comptroller Dugan and I have spoken at the National Bankers Association’s
(NBA) legislative and annual meetings for the past two years. Earlier this summer, our
head of community bank supervision and I met with the Board of Directors of the NBA
to discuss a range of legislative and regulatory issues on the group’s policy agenda. We
appreciate the information developed in this process. It has helped to focus our minority
bank supervision program on certain issues facing minority banks.

¢ Examination Support for Minority-Owned Banks — The OCC provides extensive
oversight and assistance to all community banks through our ongoing supervisory efforts.
By understanding each bank’s specifie characteristics and environment, we develop an
individualized supervisory strategy for each bank we examine. Strong relationships
between local examiners and national banks are the foundation of this approach, and are
particularly critical for minority banks. OCC’s examiners communicate regularly with
minority bankers to identify risks and discuss methods of addressing supervisory issues.
With that insight, our examiners are better able to understand both the products being
offered and the bank’s risk management controls.

The OCC makes concerted efforts to provide continuity in the staff who examine
minority-owned national banks. Further, assignments of examiners to minority-owned
banks take into account the expertise and background needed to properly evaluate the
products and services offered by those institutions and the markets and environments in

which they operate.
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III.  Government Accountability Office Report on Minority Banks

In October 2006, the GAO issued its report entitled Minority Banks: Regulators
Need to Better Assess Effectiveness of Support Efforts, which recommended that the
regulators consider:

o conducting periodic surveys of such institutions to determine how they view
minority support efforts and related activities, and/or

* developing outcome-oriented performance measures to assess the progress of
their efforts in relation to program goals.

The report also noted that as part of these regular program assessments, the
agencies may wish to focus on the usage and effectiveness of technical assistance
services, and level of training provided to their examiners regarding minority banks and
their operating environments. In addition, the report noted that increased interagency
coordination in the implementation of these recommendations may be appropriate to help
ensure consistency.

Comptroller of the Currency John C. Dugan wrote in a September 14, 2006 letter
to the GAO that the OCC agreed that an assessment of the effectiveness of our efforts
was useful and detailed a number of initiatives that the OCC was pursuing consistent with
our Policy Statement on Minority-Owned National Banks and the goals of FIRREA.
Since the report’s issuance, the OCC has taken several additional steps to address the

report’s findings. T would like to update the Committee today on our progress.
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Minority Bank National Bank Initiative

Building on its policy statement, the OCC launched its Minority-Owned National
Bank Initiative (also referred to as the MOI Initiative) in FY 2007. The MOI Initiative,
led by the OCC’s Midsize/Community Bank Supervision, functions to fulfill the OCC's
objective of developing, implementing, and operating a Minority-Owned National Bank
Program that, through high quality bank supervision and outreach, will enable minority-

owned national banks to:

» operate in a safe and sound manner,
e serve the banking needs of their communities, and

« preserve their minority-owned status.

Through the MOI Initiative, the OCC plans to meet this objective by:
» assessing the needs of minority-owned national banks,
= assessing current agency efforts to meet the needs of minority-owned national
banks,
« utilizing internally and externally generated information to focus OCC's
supervisory training and outreach activities, and
« reassessing activities and performance to adjust to the changing needs of

minority-owned national banks.

Immediately after the GAO report was issued, the OCC established a working
group to develop an action plan to address the report’s key findings. In January 2007, the
OCC began a formal internal review to develop strategies for enhancing minority bank

supervision, tracking our progress, and assessing the impact of these initiatives,

11
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Our initial step was to conduct an internal survey of the Assistant Deputy
Comptrollers and Portfolio Managers who directly supervise minority national banks.
These surveys have now been completed, and we are in the process of cataloguing best
practices that can be shared with other supervisory offices, as well as determining where

refinements to our supervisory process can be made.

Preliminary analysis of the survey results reveals some common themes in our
examiners’ responses. The first is a confirmation of our historical experience that no two
minority-owned institutions are exactly alike. While having many common traits, each
minority-owned national bank operates with a unique set of challenges and

circumstances.

Examiners believe the OCC’s fundamental approach of developing a customized
supervisory strategy for every national bank is especially critical for minority-owned
national banks. Whether it is by conducting more frequent visits to provide technical
guidance to management, or ensuring that there is continuity and a high level of
knowledge and expertise in the staff assigned to examinations, our supervisory offices
recognize the differences among the minority institutions we supervise and have tailored

supervisory strategies to each bank’s specific needs.

The second phase of our review began in August 2007, when we distributed a
survey directly to our minority-owned national banks, focusing on how we can make our
education, outreach, and technical assistance efforts more useful and effective. The

survey also provides minority bankers an opportunity to comment on the OCC’s

12
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supervisory policies and guidance and allows them to state whether our examiners have

the training and guidance necessary to effectively supervise their bank.

We are now in the process of collecting and analyzing the survey responses from
all of the minority-owned banks we supervise. We are following up with each bank to
ensure that we obtain full participation and accurate results.

I can report that the early returns from the surveys underscore the importance of
specialized supervision for minority-owned banks, and encourage even greater emphasis
on understanding these banks’ specific needs. For example, we have heard from
minority-owned banks serving the Native American market that while our examiners
have general knowledge of lending issues related to sovereign immunity, more training
can be done in this area.

Additionally, we have heard from minority-owned banks serving markets with
large immigrant populations regarding how we supervise their Bank Secrecy Act, anti-
money laundering, and other compliance activities. They suggest that we offer additional
training in order for them to properly meet regulatory requirements.

When the results of both surveys are tallied, we plan to conduct a series of focus
groups to further explore and address issues affecting our minority banks, the
effectiveness of OCC’s supervisory policies and guidance, and the on-going training
needs of both our examiners and our minority institutions.

The GAO also recommended that regulators consider developing outcome-
oriented performance measures to assess the progress of their efforts in relation to
program goals. We recognize the benefit of establishing ways to measure our progress

toward accomplishing the goals of our MOI program. It can be difficult to build metrics

13
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around efforts that are not easily quantifiable — such as MOI satisfaction with the
assistance they receive from our agency. However, we have attempted to do so by
supplementing the open-ended questions that are the foundation of our MOI survey with
a series of questions that can be answered on a scale from "strongly agree” to "strongly
disagree.” The responses to these questions will establish a baseline against which we

can, in the future, measure our progress in meeting our objective of supporting MOIs.

1V. Other Initiatives to Create Incentives for Minority Bank Investments and
Partnerships

Interagency Qutreach

Following the recommendations in the GAO report, the Interagency Minority
Institutions Working Group has become more active. The Working Group sponsored
national conferences for minority bankers in 2006 and 2007, and is currently planning
another conference for 2008,

These conferences were well attended by a broad cross section of minority
institutions and involved high level participation by all of the banking agencies. I spoke
on a panel of bank regulators at this year’s minority institutions conference and was
impressed by the level of engagement by bankers and supervisors, which bodes well for

future progress on areas of concern identified in the GAO report.

Promoting Majority Bank Partnership Opportunities

Earlier this year, OCC dedicated an edition of its Community Developments
newsletter that highlights opportunities for investments and other partnerships between

majority and minority institutions and the availability of technical assistance from the

14
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OCC to facilitate such activities*. The newsletter featured four minority-owned national
banks of different ethnic profiles, looked at the different ethnic markets they serve, and
highlighted regulatory and capital challenges these institutions face. In addition, the
newsletter outlined how the public welfare investment authority under Part 24 of the
OCC’s regulations and other authorities could be used to make investments in minority
institutions, and how such activities would be treated in the majority bank’s CRA
examination.

¢ Community Reinvestment Act Incentives — Another effort in support of minority-
owned institutions taken in response to the GAQ report is the issuance of proposed
interagency guidance regarding how majority institutions may engage in and receive
positive CRA consideration for activities conducted with minority institutions. On July
11, 2007, the four federal banking regulatory agencies requested comments on nine new
“Questions and Answers” regarding community reinvestment.

One proposed “Question and Answer” addresses an issue identified in the GAO
report regarding the circumstances under which a partnering majority bank will receive
positive consideration for investments, loans and other ventures with a minority bank,
even if the minority bank is not in the majority institution’s CRA assessment area, or
broader statewide or regional area. It seeks to clarify how the regulators are to take into
account these activities in the context of the general CRA standard of evaluating a bank’s
performance in its own assessment area (or broader regional area that includes the bank’s
assessment area) so that positive CRA consideration is afforded to a majority bank that
partners with a minority bank anywhere in the country. In addition, we will seek to

clarify when CRA consideration will be given for majority banks that donate bank

*Community Developments online, Winter 2006-2007. (http://www.occ.gov/cdd/winter06/cd/index.htini)
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branches in minority communities, or make them available rent free or on favorable
terms, to minority-owned institutions.

¢ Expanding the Public Welfare Investment Authority ~The OCC has been actively
supporting legislation which would facilitate majority bank investments in minority
banks as well as the MOIs® own investments in community development projects. Last
year, the OCC proposed legislation which would broaden the public welfare investment
authority of national banks under the National Bank Act that allows banks to make
investments that support urban revitalization and rural development. As [ mentioned
earlier, Part 24 of the OCC’s regulations implements this law and is one of several legal
authorities that can be used by majority banks to make equity investments in minority-
owned institutions under certain conditions. I am pleased to report that last year’s
regulatory relief bill adopted our proposed amendment to increase the permitted level of
public welfare investments from 10 to 15 percent of an investing bank’s capital and
surplus.

However, the amendment also narrowed the range of allowable direct public
welfare investments, permitting those in activities that primarily benefit low- and
moderate-income individuals or areas but eliminating worthwhile direct investment
activities in certain middle income areas that had previously been permissible. These
middle income communities include rural underserved or distressed communities,
designated disaster areas, and government-targeted revitalization areas.

The House moved quickly to return the public welfare investment authority to the
standard that was in effect prior to the passage of the regulatory relief bill, passing H.R.

1066, the “Depository Institution Community Development Investments Enhancement

16
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Act” unanimously. This legislation, which is supported by all the bank regulatory
agencies and many trade and community groups, is now pending before the Senate

Banking Committee.

V. Conclusion

In conclusion, let me restate the OCC’s commitment to work with minority-
owned banks and to provide the technical assistance and supervisory oversight they need
to be successful. We will continue our efforts to preserve the number and character of
minority banks and promote and encourage the creation of new minority-owned
institutions, through our own efforts and in coordination with the other federal banking
regulators.

In this regard, the GAO report has proven a useful call to action. We value its
purpose and have begun to implement its recommendations as I’ve described. We have
reached out to ensure that our minority-owned institutions are aware of the technical
assistance available from the OCC, and we will continue to encourage them to request
this assistance and provide us with feedback on its effectiveness.

Through all these efforts, the OCC continues to look forward to helping our
nation’s minority-owned banking institutions operate in a safe and sound manner, serve
the needs of their communities, and preserve their minority-owned status.

Thank you, Mr. Chairman. I would be pleased to answer your questions,

17
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1. Introduction

Good morning, Chairman Watt, Ranking Member Miller and Members of the
Subcommittee. Thank you for the opportunity to discuss the Office of Thrift
Supervision’s (OTS’s) program on preserving and expanding minority ownership of
savings associations. In particular, you have inquired about OTS efforts to address the
recommendations contained in the Government Accountability Office (GAO) report
entitled “Minority Banks: Regulators Need to Better Assess Effectiveness of Support
Efforts.” Pursuant to the GAO report, the OTS has implemented the recommendations
and initiated steps to develop specific implementation strategies. I will describe these
steps and others you asked us to address in this testimony.

The OTS currently supervises 22 minority-owned institutions. Of these, 12 are
African-American, 7 are Asian-American, and 3 are Hispanic-American. As of June 30,
2007, these 22 institutions held total assets of approximately $8.8 billion. The average
asset size of minority-owned savings associations regulated by the OTS is approximately
$404 million.

The OTS has long recognized the important role minority-owned institutions
serve in fostering economic vitality and access to capital, particularly in minority and
low-income communities. Minority banks and thrifts have carried out a mission of
service that, in many institutions, has endured over many generations. Minority
institutions have played a critical role in providing home mortgage loans and loans to
small businesses. For generations, minority institutions have financed churches and other
community-based institutions that have served as important anchors in countless
neighborhoods. And, notably in today’s mortgage market, minority banks and thrifts
have acted to provide fair access to financial services in underserved urban and rural
communities.

Congress has also recognized this important role for the OTS by setting goals to
support minority banks and thrifts. This is in recognition of the legacy that minority
institutions have in meeting the financial services needs of underserved communities —



and because of their prospects for meeting the financial services needs of future
generations in low-income and minority neighborhoods. The OTS is a strong advocate of
minority-owned institutions and we appreciate the special recognition of our role in
supporting and promoting minority ownership thrifts.

The OTS’s commitment to ensuring the viability of minority-owned savings
associations is rooted in the 1970s, many years prior to the passage of FIRREA. Agency
programs supporting technical assistance to minority institutions that began with the
OTS’s predecessor, the Federal Home Loan Bank Board (FHLBB), have endured and
expanded since then. And we have undertaken a number of recent initiatives to ensure
that our implementation strategies are responsive to each of the recommendations that the
GAO made to the federal banking regulators in its October 2006 report.

I1. Identification of Minority-Owned Institutions

Pursuant to section 308 of the Financial Institutions Reform, Recovery, and
Enforcement Act of 1989 (FIRREA), a minority depository institution is either a stock
institution in which socially and economically disadvantaged individuals have at least 51
percent ownership, or a mutual institution in which the majority of the Board of
Directors, account holders, and the community that it services is predominantly minority.
For purposes of this provision, Congress defined the term "minority" to mean Black
American, Native American, Hispanic American, or Asian American.

The OTS has an annual verification process through self-certification by
previously identified minority-owned institutions to establish their continued inclusion in
the OTS program. OTS staff identify additional candidates for the program through the
examination and application process. And OTS-regulated institutions may petition the
agency for inclusion in the program if their circumstances change to qualify them as a
minority-owned institution.

During the past ten years, the number of OTS supervised minority owned savings
associations has declined, generally commensurate with the level of consolidation in the
barking industry. For example, since November 1, 1995, eighteen minority savings
associations regulated by the OTS either merged with another minority institution or
converted to a charter regulated by another banking agency. However, during this time,
only two OTS supervised minority thrifts closed or were liquidated.

HI. The OTS Minority Owned Institution Program

The foundation of the OTS’s current Minority Owned Institution Program is
based upon section 308 of FIRREA which calls for the OTS to consult with the Secretary
of the Treasury and the Federal Deposit Insurance Corporation (FDIC) on methods to
best achieve the following goals:



o Preserve the present number of minority depository institutions;

+ Preserve their minority character in cases involving merger or acquisition of a
minority depository institution by using general preference guidelines;

« Provide technical assistance to prevent insolvency of minority-owned institutions
not now insolvent;

» Promote and encourage creation of new minority depository institutions; and

» Provide for training, technical assistance, and educational programs.

Consistent with the requirements of FIRREA, the OTS’s Minority Owned
Financial Institutions (MOFT) Program is designed to provide technical assistance and
other support to minority-owned savings associations to promote and preserve these
associations, many of which primarily serve minority and lower income communities.
We have more than 30 staff members who directly support the 22 minority institutions
the OTS currently supervises. These OTS staff include senior managers and directors,
who focus on providing regular and routine support under the MOFI program. Pursuant
to the GAO recommendations, two staff members were added to our program since 2006.

OTS Compliance and Consumer Protection staff in Washington are primarily
responsible for monitoring the OTS MOFI Program and for carrying out the annual
certification process for minority-owned savings associations regulated by the OTS.
Regional supervisory staff are primarily responsible for providing technical assistance
and support when requested by minority-owned institutions, including increased outreach
and involvement by OTS Regional Directors.

The OTS currently has five staff members, including two senior managers,
assigned to the MOFI program in our headquarters office in Washington DC. In our
regions, four Community Affairs Liaisons also play a significant role by reaching out
periodically to the minority institutions we regulate, and playing a coordinating role with
other senior Directors or managers within the region to address questions or needs a
minority thrift may have. Each minority thrift also has an OTS regional case manager
who periodically communicates with the minority thrifts within their supervision case
load. For example, some managers contact the minority institutions in their case load
quarterly to discuss operations and to keep abreast of events at the institution.

OTS regional staff also provide information on special initiatives and programs
that may benefit minority-owned institutions. For example, regional staff inform
minority institution management of workshops, training forums, and conferences that
offer information and other resources that can contribute to building the capacity and
strength of the institution and provide networking opportunities.

In 2006, the OTS also launched a dedicated space on our website to minority-
owned institutions that includes information on partnership and training opportunities.
The OTS website space aggregates relevant information, including a summary of



resources that may be useful to minority-owned institutions. It includes the OTS’s policy
statement on minority-owned institutions, a current list of minority institutions displayed
by region, and a series of links to partnership opportunities, programs, conferences,
seminars, workshops, and related information that we believe minority-owned institutions
will find helpful. Interested users may access this information by clicking on the
“Consumer and Community” tab on the OTS Web site at www.ots.treas.gov.

Additionally, staff in each region encourage minority-owned savings associations
to become involved in govemment programs that enhance their ability to serve the needs
of their communities, while also strengthening their institutional strength and capacity.
The Department of the Treasury’s Community Development Financial Institutions Fund
(CDFI) Program and its Minority Bank Deposit Program are two examples. The OTS
also offers technical assistance to minority groups or individuals considering investment
in the thrift industry. Such investments can serve to strengthen existing institutions,
create new minority owned institutions, and/or help to provide more financial services to
underserved minority communities.

IV. OTS Response to GAO Recommendations

In its October 2006 recommendations, the GAO suggested that the OTS and other
federal banking regulators review the effectiveness of minority-owned institution support
programs through such means as regularly surveying minority banks and establishing
outcome oriented performance measures. The GAO also called upon the banking
agencies to assess minority banks’ overall view of the banking agency’s minority-owned
institutions and general support efforts including technical assistance.

The coverage ratio of OTS staff to OTS-regulated minority institutions in our
MOFI program enables frequent institution contact. Thus, we embraced the GAO
recommendation to increase regular staff contact and instituted a survey to see how we
could do more to implement this recommendation. We will use the results of this survey
to continue to enhance the MOFI program and to improve the ongoing, periodic outreach
that OTS examiners, managers and directors have with the minority institutions we
supervise. We will continue to monitor the effectiveness of the MOFI program with the
goal of improving our overall support and supervision of minority-owned institutions.

In addition to the minority-owned institutions survey, the OTS will begin to seek
input from minority institutions as a part of our regular annual questionnaire, the Thrift
Satisfaction Survey. The OTS launched this questionnaire several years ago to obtain
feedback from savings associations on their impression of the effectiveness and quality of
OTS supervision and areas where the OTS could improve. Beginning in 2008, the OTS
will ask respondents to identify whether or not they are minority institutions so we can
track the performance of our MOFI program.



In addition to using these surveys to obtain input on the performance of the MOFI
program, over the past year the OTS has increased our contact with executives from
minority institutions. During these meetings, we have asked about how we can improve
our program and provide better support to minority-owned institutions. For example, just
recently the OTS Director Reich hosted a meeting of thrift institution executives at the
2007 Interagency Minority Institution Conference in Miami.

Director Reich has also spoken at the National Bankers Association that past two
years seeking their advice and input on what the OTS can do to improve our minority-
owned institutions program. And he has attended various meetings with CEOs of
minority-owned thrifis coordinated by OTS regional directors across the country. We
have received various suggestions during these sessions including recommendations that
the OTS should:

+ Continue to hold annual regional outreach forums for minority-owned institutions
in partnership with the FDIC and other federal banking agencies;

¢ Recognize and award minority-owned institutions at such forums for positive
accomplishments reflected in their operations and community outreach efforts;

« Exercise flexibility to the extent possible in interpreting regulations to provide the
widest latitude to enable minority thrifts to lend within their communities;

» Continue to encourage OTS field managers and case managers to provide periodic
input on ways minority-owned thrifts can continue to strengthen their capital,
earnings, compliance and performance in other areas reviewed during
examinations; and

» Continue to focus on ways to address the challenges of and reduce regulatory
burden.

The OTS staff is incorporating these and other suggestions in the 2008 strategic
plan for our MOFI program. Our strategic plan, which will be finalized by year end, is
consistent with the GAO recommendation to develop outcome-oriented performance
measures to assess the progress of our efforts in relation to minority-owned institution
program goals.

With respect to training measures the OTS has taken to ensure our examiners
fully understand the operating environment and challenges that minority institutions face
in serving their communities, the OTS has developed a training that will be piloted next
month during an Advanced Compliance Examiner School here in Washington. OTS
examiners and assistant directors will attend the session. The training will include an
overview of the OTS Policy Statement on Minority-Owned Financial Institutions,
including the objectives of the program. We will also discuss some of the challenges
minority-owned institutions face in their operations by reviewing their supervisory
ratings, financial condition and related information. The training will include an analysis
of trends in the minority institutions we supervise and related information.



V. Other Assistance to Minority-Owned Institutions

To supplement our outreach to minority institutions, in January of 2007 the OTS
developed an outreach plan to participate in conferences widely attended by minority
bankers, investors, policy makers or entrepreneurs across the country. We have designed
an OTS booth that is used at these conferences to provide information about the value
and benefits of a thrift charter, our expanded MOFT program, how to apply for a thrift
charter and the types of technical assistance that the OTS provides to minority-owned
institutions.

In connection with OTS minority institution outreach efforts, we took the booth to
the Interagency Conference for Minority Depository Institutions in 2006 and 2007. In
September 2007, OTS staff were available at the booth for the annual legislative
conference of the Congressional Black Caucus. We also displayed our booth at the
National Council of La Raza’s annual conference in July of this year. Additionally, we
displayed the booth at the Multicultural Business Symposium in early August sponsored
by the Black Business Professionals and Entrepreneurs. These outreach efforts support
our policy objective (and FIRREA requirements) to promote the formation of new
minority owned thrifts.

In addition to supporting the minority institutions we supervise through increased
staffing, engaging our institutions to provide feedback on our minority institution
program, and expanding awareness of that program to promote the creation of new
minority institutions, we have worked with the other federal banking agencies through
the regulatory process to provide rules and guidance that support minority ownership and
the operations of minority-owned institutions.

For example, the OTS realigned its CRA regulations with those of the other
federal banking agencies. The OTS has also joined the other banking regulators in
proposing guidance to permit non-minority owned institutions to receive favorable CRA
consideration for investing in minority-owned institutions to help meet the credit needs of
the communities they serve. Most significantly, minority-owned institutions need not be
located in, and the activities need not benefit, the assessment area(s) of the non-minority
owned institution, or even be located in the same state or region as the assessment
area(s). This is an important addition to the interagency CRA guidance and is consistent
with the statutory intent of CRA to promote investments in and support for minority-
owned institutions.

Upon request, the OTS provides a list of minority-owned institutions to potential
investors or other parties interested in establishing business relationships with minority-
owned institutions. When the final CRA guidance is adopted, the OTS will explore
additional ways to encourage investment activities by majority-owned thrifts in minority-



owned thrift institutions with the goal, of course, of preserving minority ownership and
the provision of financial services to minority and low-income communities.

V1. Conclusion

The OTS recognizes and supports the critical mission and role that minority
institutions have played in the United States. Since the 1970s, before there was a
legislative requirement to do so, the OTS (through its predecessor, the FHLBB) has
provided technical assistance to the minority institutions we regulate. Since the passage
of FIRREA, the OTS has summarized numerous activities and initiatives to support
minority institutions through an annual report to Congress.

With respect to the goal of supporting the creation of newly chartered minority
institutions, we are pleased that another application is currently in process. We have also
worked to preserve the minority character of existing minority-owned institutions.
During the past year, the OTS also increased staff, outreach, surveys to assess our
performance, resources available through our website, and support of the creation of new
minority-owned institutions.

Notwithstanding these efforts, we believe we can do more. Development of our
minority institution strategic plan is underway as we look to the future and additional
steps we can take to further strengthen the OTS MOFI program. In addition, we
welcome greater clarity from Congress on the expectations for our minority institution
program, including a consistent statutory directive applicable to all of the federal banking
agencies. We would also appreciate your thoughts and assistance in pursuing and
achieving all of the goals of the OTS MOFI program. We welcome suggestions and
recommendations of the Members of the Subcommittee on what we can do better as well
as what else we should be doing in this program.

Thank you, Mr. Chairman, for highlighting this important issue. We look forward
to working together with you, Ranking Member Miller, the Members of the
Subcommittee and our fellow banking regulators to support a bright future for minority-
owned financial institutions.
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Preservation of Minority Savings Institutions

Report to Congress for 2003
Pursuant to Sections 301 and 308 of the Financial
Institutions Reform, Recovery and Enforcement Act
of 1989 (FIRREA)

Prepared by the Office of Thrift Supervision

This report to Congress summarizes activities conducted by the Office of Thrift
Supervision (OTS) during 2003 in support of Sections 301 and 308 of FIRREA,
Preserving Minority Ownership of Minority Financial Institutions.

QTS supervised 26 minority owned savings associations at December 31, 2003
(see Attachment A). The total poputation of minority owned savirigs associations
declined by four in 2003. Although five minority owned associations were acquired by or
merged with other financial institutions in 2003, this number was offset by a Hispariic
owned savings association that certified as a minority owned institution. Mergers and
acquisitions included:

A multi-ethnic owned savings association acquired by a national bank.

An African American association acquired by a state-chartered institution.
An African American association acquired by a non S&L holding company.
An African American owned association that merged with another OTS-
regulated minority owned savings association.

« An Asian owned institution that merged with another OTS-regulated, non-
minority owned savings association.

The distribution of minority owned savings associations by race and OTS Region
as of 12/31/03 was:

Northeast [ Southeast | Midwest | West | Total
African American 2 7 2 1 12
Asian American 2 0 0 7 9
Hispanic American 1 2 1 1 5
Total' 5 9 3 9 26

(Note: Asian American includes Pacific Islanders and Hispanic American includes
Puerto Ricans and Cubans.)

! This total includes two African American associations that sold their stock publicly in 1995 and are
currently unable to document minority ownership under the established criteria in Section 308. Both
associations continue to serve minority neighborhoods, with primarily minority management.
Consequently, OTS continues to consider them minority associations for purposes of this program.
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Overall Condition of Minority Owned Institutions

At the end of December 2003, minority owned savings associations held $7.6
biflion in total assets, a $700 million increase from year-end 2002. Total assets of
minority owned associations represented 0.7% of total assets of all OTS-regulated
savings associations as of December 31, 2003.

Based on categories established by the Federal Deposit Insurance Corporation
Improvement Act of 1991 (FDICIA), all 26 minority owned savings associations (100%)
were “well capitalized” at the end of 2003. For the thrift industry as a whole, 99% of
associations were “well capitalized” at year-end 2003.

Twenty (80%) of the minority owned associations had CAMELS ratings of 1 or 2,
the highest CAMELS ratings, at the end of 2003 compared with 92% for the entire thrift
industry. Four minority owned associations (15%) had a 3 rating. One minority owned
association was rated 4.

Minority Owned Institutions Program

The Office of Thrift Supervision's Minority Owned institutions Program is
designed to provide technical assistance and other support to minority owned savings
associations in an effort to promote and preserve these associations, many of which
serve principally minority and lower income communities (see Attachment B).

During 2003, OTS continued its focus on minority owned savings associations
with special emphasis and attention on those that warranted monitoring and corrective
action, and increased technical assistance.

At the Washington level, Supervision Policy staff was primarily responsible for
monitoring OTS's Minority Owned Institutions Program and for carrying out the
certification process to certify all minority owned savings associations regulated by OTS.
Regional supervisory staff is primarily responsible for providing technical assistance and
support when requested with increased outreach involvement by the Regional Directors.

OTS encourages minority owned savings associations to become involved in
government programs that enhance their ability to effectively serve the needs of the
communities, while also strengthening their capacity as an institution. The Department
of the Treasury's Community Development Financial institutions Fund (CDFI) Program
and its Minority Bank Deposit Program are two examples.

Three minority owned associations regutated by OTS have successfully received
CDF! certification as Community Development Financial Institutions (see Attachment C).
CDFI certification aflows these associations to apply for funding and technical
assistance from the CDF! Fund. Some of these associations have applied for and
received monetary awards from the CDF{ Fund.

The Department of Treasury’s Minority Bank Deposit Program (MBDP) is a
voluntary program that encourages federal agencies, state and local governments and
the private sector to use MBDP participants as depositories and financial agents.
Qualified MBDP participants are certified by the Financial Management Service (FMS), a
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bureau of the Department of the Treasury, and included on a program roster distributed
nationally to federal program agencies, contractors and other public and private sector
organizations. Of the 26 minority owned institutions regulated by OTS, 19 are MBDP
certified and have received deposits and/or serve as financial agents (see Attachment
D).

Significant OQutreach Activities

Ongoing outreach, beyond the customary examination and supervisory process,
is carried out by the regional Supervisory and Community Affairs staff and supported by
the Washington office. Regional staff is in periodic contact with the associations and
make certain they are informed of special initiatives and programs that may benefit
them.

OTS Washington Office

The federal banking agencies began an interagency effort in March 2001 to
determine the reasons minority owned institutions have declined over the years and
examine some of the common challenges faced by many of these institutions. As a
follow-up to this effort, the federal banking agencies held regional interagency forums in
2002 with minority owned institutions in Dallas, Atlanta and New York. In 2003, the
federal banking agencies held additional regional interagency forums in San Francisco,
New Orleans, and Atlanta. The purpose of the forums was to further discuss challenges
facing these institutions, best practices for dealing with those challenges and ways in
which the regulatory agencies could better assist minority owned institutions. OTS
continues to explore ways that the agency can play a roie in helping to preserve and
promote the long-term viability of minority owned institutions.

Northeast Region

Minority owned savings associations located in the Northeast Region decreased
to five during this reporting period. To promote OTS'’s Minority Owned Institutions
Program, the Regional Director sent letters to the chief executives of the six minority
owned institutions in the program at the beginning of 2003. The letter emphasized
OTS’s commitment to promote and preserve their institutions and provide technical
assistance and educational programs to enhance their operations. The Regional
Director also offered to meet with management and the board of directors at each
association to discuss issues of interest.

The Northeast Region staff provided technical and other assistance to the
minority owned savings associations in the region as needed. For instance, Northeast
Region staff made substantial efforts to find a strategic banking partner to infuse capital
and management into an association with significant operating problems. With the
guidance of OTS staff, the association merged into another OTS-regulated minority
owned savings association. Subsequently, the Northeast Region provided the acquiring
association with support and assistance and introduced them to important and potential
sources of business in the Northeast market.

Northeast region staff spent significant amounts of time assisting an Asian
owned association. An erroneous newspaper report about embezzlement by a branch
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manager resulted in panic withdrawals by depositors. The Northeast Regional Director
made significant efforts to provide liquidity for the association, assured depositors about
the strong condition of the association, and participated in press conferences to assure
the general public about the stability of the association. OTS's efforts to preserve and
stabilize this minority owned savings association helped stem the run on deposits and
also contributed to the quick recovery of some of the funds withdrawn from the bank
during the period of panic withdrawals

Southeast Region

At December 31, 2003, the Southeast Region regulated nine minority owned
savings associations. Only four of the nine associations have assets in excess of $100
million. Generally, the minority owned savings associations in the Southeast Region did
well in 2003. As a group, they are slightly farger, better capitalized, and received better
examination ratings than they did in 2002.

During 2003, the Southeast Region lost three minority owned associations. One,
a healthy association in Birmingham, merged with an Atianta-based minority owned
bank. A troubled minority owned savings association in Maryland merged with a
minority owned national bank. An independent investor acquired the third, a smali,
troubled association in Florida. Although the association lost its minority owned
designation, it continues to serve the minority community that it served for many years.

The Southeast Region staff provided technical and other assistance to the minority
owned savings associations in the region as appropriate in each circumstance. Several
minority owned associations seek additional capital or acceptable merger partners. in
all of these instances, OTS staff works with the association towards a resolution that
retains the minority ownership and character of the association. Personnel from both
the Southeast and Northeast Regions provided a significant amount of assistance to the
two minority owned savings associations, highlighted earlier in this report, that
successfully merged in 2003.

Southeast region staff provided information and assistance to the directors and
senior management of other institutions in their attempts to recapitalize and/or find
acquirers. Specifically, staff conducted background checks on investors and firms,
inquired within the region and other regions for information concerning potential
acquirers, met with possible investors, including groups currently seeking to acquire and
contro! at least two associations. Staff also provided other information where
appropriate to association management and potential acquirers. Staff assisted in the
review of several proposed business plans submitted by prospective suitors and
provided feedback on those where appropriate.

In addition to staff's efforts to assist institutions to find appropriate merger
partners, they provided technical assistance to improve books and records and internal
controls to generally improve the condition of several thrifts.

The Southeast Region anticipates that the number of minority owned savings
associations in the region will further decline by one or two institutions in 2004 due to
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mergers and acquisitions. In at least one instance, we anticipate continued minority
ownership of the resuiting entity.

Midwest Region

The Midwest Region supervised three minority owned savings associations at
year-end. Throughout 2003, Midwest Region Supervisory and Community Affairs staff
contacted, advised and assisted the management and boards of directors at these
savings associations.

The Community Affairs staff assisted a Hispanic-owned savings association in
procuring its designation as an OTS-regulated minority owned institution. The
association received its certification in August 2003. OTS staff apprised the association
of various federal programs that could benefit its operations such as the Department of
the Treasury Minority Bank Deposit Program and the Community Development Financial
Institutions Fund. Midwest Region staff made several on-site visits to this savings
association to meet with management and the board of directors. Staff also provided
resources to help improve the board of directors, including information on how to find
new directors, director fiduciary responsibilities, and how to develop effective policies
and procedures.

Midwest Region staff also made on-site visits to other minority owned
associations in its region, providing feedback on one institution’s {T conversion, and
advice to another association on new lines of business that it entered into during 2003.
Management of the latter association participated in quarterly Bankers Roundtable
meetings and Regional Director outreach meetings. Representatives of this association
also attended the FDIC sponsored Minority Depository Institution Training Seminar held
in New Orleans in July 2003.

West Region

Minority owned institutions in the West Region decreased to nine during the
reporting period.

The West Region emphasized its long-standing policy to provide technical
assistance to savings associations upon request. West Region staff communicated this
policy at town meetings, training workshops, industry trade group seminars, and during
on-site visits and examinations. Staff met with various minority investors that expressed
an interest in starting a de novo thrift or acquiring an existing minority owned
association. Staff communicated with a number of minority owned associations on
topics such as business strategies, local economic conditions, upcoming CRA
examinations, CRA lending, investments, and services, financial education programs,
elder financial abuse, and federal tax benefit programs for low-income individuals and
families. West Region staff provided minority owned associations with a iist of best
practices and strategies for responsibly serving emerging and underserved markets.

In addition, the West Region advised minority owned associations of a number o
training events during 2003 to help strengthen their operations and build capacity. For
example, six OTS-regulated minority owned savings associations participated in the
Minority Depository Institutions Conference co-hosted by the FDIC and Western
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Independent Bankers (WiB) in San Francisco. Attendees learned about various
programs targeted at minority depository institutions at this one-day conference. The
Office of the Comptroller of the Currency (OCC) extended invitations to southern
California-based minority owned savings associations to participate in the Minority Small
Business Financing Conference co-sponsored by OCC and the U.S. Department of
Commerce Minority Business Development Agency. West Region staff also notified
associations about CRA roundtables in their area.

Technical Assistance

In 2003, OTS provided one-on-one technical assistance to a majority of the
minority owned institutions it regulates. The degree of technical assistance varied by
institution depending upon the issues identified as a result of the examination process,
as a follow-up to outreach activities by the regional Community Affairs staff, or as
requested by the institution. As in previous years, the types of assistance provided to
savings associations covered multiple technical areas. Moreover, OTS supervisory
staffs, and periodically Regional Directors, attended board of directors meetings to
report and discuss the progress of corrective measures, to provide guidance, and to
solicit feedback.

Examples of technical assistance provided to OTS regulated minority owned savings
associations during 2003 included the following:

» OTS staff provided specialized training to an association’s TFR preparer in an
effort to improve this association's financial reports. Staff provided technical
assistance during the year to other minority owned associations relating to TFR
preparation and/or regulatory interpretations.

» Staff assisted associations with legal guidance on topics relating to conflicts of
interest issues and loans-to-one borrower regulations.

» Regional staff made follow-up visits to several savings associations attending the
Minority Depository Institutions Conference co-hosted by the FDIC to discuss
OTS' s Minority Owned Institutions and Community Affairs programs, in addition
to other topics.

* Regional staff periodicaily met with the board of directors of an association to
learn about the status of their marketing efforts to sell the association. They
encouraged the board of directors to develop a more aggressive sales strategy
or a viable long-term business strategy for the association.

» Staff provided information relating to an institution’s upcoming CRA examination
and following up on issues identified during the examination.

» Field staff conducted quarterly calls with an association to discuss financial
performance and examination issues in addition to providing guidance and
assistance to the institution’s mutual holding company. Staff also maintained
communication with other associations during the year to ensure they addressed
examination concerns.
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Regional staff continues to explore ways to deal with OTS policy on merger
conversions to assist a small, mutual minority owned association merge with the
local minority owned bank.

OTS staff provided assistance to a number of small savings associations in
establishing a mentoring relationship or forming an alliance with larger
institutions. The smaller associations received assistance and guidance from the
larger institutions in a variety of ways such as finding more profitable lines of
business, broadening product offerings in certain markets, expertise in Internet
banking operations, interest rate risk management, branch operations training,
use of the mentor’'s ATM network, and operationai guidance to resoive problems.
Staff also provided an association with contact information to a larger institution
that originates, buys, and sells multi-family mortgage loans.
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Attachment A

OFFICE OF THRIFT SUPERVISION
MINORITY OWNED THRIFTS (MOis)

NATIONAL TOTAL: 26

African American - 12

Asian/Pacific Islander American - 9

Hispanic American - 5

Mutti-ethnic (African American & Asian/Pacific Islander American) -0
Native American - 0

WEST REGION

Regional Total: 9

African American - 1

Asian/Pacific Islander American -7
Hispanic American - 1

Territorial Savings and Loan Association Asian/Pacific
1132 Bishop Street, 22™ Floor Islander American
Honolulu, Hawaii 96813

(Stock)

BankPacific Asian/Pacific

151 Aspinall Ave, Islander American
Hagatna, Guam 96910

(Stock)

Universal Bank Asian/Pacific
3455 Nogales St., 2" Fy, Islander American
West Covina, CA 91792

(Stock)

Broadway Federal Bank, F.S.B. African American

4800 Wilshire Boulevard
Los Angeles, CA 90010
(Stock)

Trust Bank Asian/Pacific

638 S. Atlantic Bivd. Islander American
Monterey Park, CA 91754-3856

(Stock)

Standard Savings Bank, FSB Asian/Pacific

228 West Garvey Ave. Islander American
Monterey Park, CA 91754-1603

(Stock)
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Pan American Bank, FSB
1801 El Camino Real
Burlingame, CA 94010
(Stock)

Gateway Bank, FSB

919 Clement Street

San Francisco, CA 94118
(Stock)

Sincere Federal Savings Bank
1355 Stockton St.

San Francisco, CA 94133-3822
(Stock)

MIDWEST REGION
Regional Total: 3
African American — 2
Hispanic American - 1

Columbia Savings and Loan Association
2000 West Fond du Lac Avenue
Milwaukee, W1 53205-1122

(Mutuat)

Dryades Savings Bank, FSB
231 Carondelet St., Suite 200
New Orleans, LA 70130-3002
(Stock)

Greater South Texas Bank, FSB
131 East Rice Street

Falfurrias, TX 78355

(Stock)

SOUTHEAST REGION
Regional Total: 9
African American — 7
Hispanic American —~ 2

Advance Bank

4801 Seton Drive
Baltimore, MD 21215
(Mutual)

Hispanic American

Asian/Pacific

Islander American

Asian/Pacific
Islander American

African American

African American

Hispanic American

African American



Gulf Federal Bank, a FSB
901 Springhill Ave,

Mobile, Alabama 36604
(Stock)

Home Federal Savings Bank
9108 Woodward Ave.

Detroit, Ml 48202-1612
(Mutual)

Ideal Federal Savings Bank
1629 Druid Hill Ave.
Baltimore, MD 21217
(Mutual)

Hlinois Service Federal Savings & Loan Assoc.

4619 South Martin Luther King Jr. Drive
Chicago, IL 60653-4107
(Mutual)

Imperial Savings & Loan Association
211 Fayette St.

Martinsvilie, VA 24112

(Mutual)

Independence Federal Savings Bank
1229 Connecticut Avenue, N.W.
Washington, DC 20036-2601

(Stock)

Interamerican Bank, FSB
9190 Coral Way

Miami, FL 33165

(Stock)

UniBank

701 Brickell Avenue
Miami, FL 33131
(Stock)

NORTHEAST REGION
Regional Total: §
African American - 2
Asian American -2
Hispanic American - 1

Abacus Federal Savings Bank
6 Bowery

New York, NY 10013-5101
(Stock)

170

African American

African American

African American

African American

African American

African American

Hispanic American

Hispanic American

Asian/Pacific
Islander American

10
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Carver Federal Savings Bank
75 West 125" St.

New York, NY 10027

(Stock)

Chinatown Federal Savings Bank
109 Bowery

New York, NY 10002

(Stock)

Dwelling House Savings & Loan Association
501 Herron Ave.

Pittsburgh, Pennsylvania 15219-4609

(Mutual)

Ponce De Leon Federal Savings Bank
2244 Westchester Ave.

Bronx, NY 10462

(Mutual)

11

African American

Asian/Pacific

Islander American

African American

Hispanic American
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Attachment B

Office of Thrift Supervision
Policy Statement on Minority Owned Thrift Institutions

This statement outlines Office of Thrift Supervision (OTS) policies regarding
minority owned thrift institutions for the guidance of those institutions, OTS staff, and
other parties with an interest in the thrift industry.

OTS recognizes the important role of minority owned thrift institutions in
furthering the economic viability of minority and low-income communities. Minority
owned thrift institutions can also provide significant assistance to regulators and other
government agencies in their efforts to evaluate and address the needs of those
communities for financial services. OTS and its predecessor have had an ongoing
minority association technical assistance function since the 1970’s.

The Financial Institutions Reform, Recovery, and Enforcement Act of 1989
(FIRREA), Section 308, reinforces our commitment. FIRREA identifies the following
goals that form the basis of OTS’ Minority Owned Thrift Institutions Program:

e Preserve the present number of minority depository institutions;

e Preserve their minority character in cases involving merger or acquisition of a
minority depository institution by using general preference guidelines;

« Provide technical assistance to prevent insolvency of institutions not now insolvent;
+ Promote and encourage creation of new minority depository institutions; and

* Provide for training, technical assistance, and educational programs.

As defined in FIRREA, the term “minority” includes Black American, Native
American, Hispanic American, or Asian American. A minority owned institution is either
a stock institution in which minorities have at least 51 percent ownership, or a mutual
institution in which the majority of the Board of Directors, account holders, and the
community that it services is predominantly minority. OTS will consider mutual
institutions, in which the majority of the Board of Directors and the Chief Executive
Officer are women, to be minority institutions for the purposes of this program. OTS will
also consider publicly traded stock companies, that have the minority characteristics
described for mutual institutions, to be minority owned for purposes of this program.

Identification of Minority Owned institutions
OTS will annually certify previously identified minority owned institutions to
establish their continued inclusion in the program. OTS staff will identify additional
candidates for the program through the examination and application processes.
On a case-by-case basis, OTS will make a list of minority owned thrifts available

to potential investors or other parties interested in establishing business relationships
with minority owned institutions.

12
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Technical Assistance

OTS will provide technical assistance, especially in the supervision and
application processes, in order to preserve the number, character and financial health of
minority owned institutions. Requests for technical assistance should be directed to the
Community Affairs Liaison in the appropriate OTS regional office, who will coordinate
with regional supervisory staff.

OTS will also monitor the financial condition of minority owned thrift institutions
on an ongoing basis, and will share compilations of non-confidential financial data with
minority owned institutions to help them monitor their performance. Through this
process, OTS will identify those minority owned institutions that might benefit from a
program of increased support and technical assistance, such as mentoring
arrangements with other thrifts. Minority owned institutions that are in a generaily sound
condition, but which may be experiencing operating difficulties in one, or a few areas,
would fall into this category. Often, problems can be attributed to limited resources due
to the institutions’ small size. Participation in the program, by both minority owned
institutions and potential mentors, is voluntary.

For those minority owned institutions experiencing more serious operating
problems, appropriate OTS regional staff, such as the Field Manager and/or Assistant
Regional Director, will consult and work with executive management of the institution to
determine, and implement, a course of corrective action.

Resolution of Supervisory Cases

In resolving supervisory cases invoiving minority owned thrifts, OTS will consider
and evaluate possible solutions that would, consistent with the safety and soundness of
the institution, maintain the institution’s minority identity. In evaluating solutions, OTS
will also consider the composition of the community being served by the institution. OTS
will consider the minority status of an institution in its recommendations to the Federal
Deposit Insurance Corporation, consistent with the agency's underlying responsibility for
the safety and soundness of the thrift industry.

Outreach to Minority Owned Thrifts

Whenever possible, OTS staff will participate in seminars, conferences and
workshops directed to minority owned institution audiences. Requests for such
participation should be directed to the Community Affairs Liaisons in the regional offices.

Additionally, OTS will maintain contact with minority owned institutions, outside
the more customary examination and supervision process. At a minimum, the Regional
Director will offer to meet with each thrift's Board of Directors, at ieast annually, to
discuss issues of mutual interest, such as economic trends, regulatory or legislative
developments, and types of assistance that OTS can provide to minority owned
institutions.

OTS will support minority owned thrift institutions in their efforts to offer products
and services to their minority and non-minority customers. To support minority owned
thrifts in providing credit and other needed financial services to their communities, OTS
will work with appropriate parties to measure and track performance. In addition, the

13
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regional Community Affairs Liaisons will contact each minority owned thrift, at least
annually, to discuss community development activities and opportunities.

Potential Investors

The agency will also offer technical assistance to minority groups or individuals
considering investments in the thrift industry, in order to strengthen existing institutions,
create new minority owned institutions, or help to service minority communities. OTS
encourages such interest and will work with minority organizations to provide information
and to identify potential minority investors. If minority investors are interested in
acquiring thrift institutions held by the Federal Deposit Insurance Corporation as
conservator or receiver, OTS will work with them to process expeditiously the
preliminary regulatory approval that is required prior to submission of a bid.

Approved:

e, o

James E. Gilleran, Director

June 21, 2002

14
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Attachment C

OTS Regulated Minority Owned Institutions
Certified as Community Development Financial Institutions (CDFI)

Carver Federal Savings Bank
75 West 125" Street
New York, NY 10027

Dryades Savings Bank, F.S.B.
231 Carondelet Street

Suite 200

New Orleans, LA 70130-3002

lilinois Service Federal Savings and Loan Association

48619 South Martin Luther King, Jr. Drive
Chicago, IL 60653-4107

15
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Attachment D

OTS Minority Owned Financial Institutions
Participating in the Treasury Department’s Minority Bank Deposit Program

West Region

BankPacific

Gateway Bank, FSB

Pan American Bank, FSB
Sincere Federal Savings Bank
Trust Bank

Universal Bank

Midwest Region
Dryades Savings Bank, FSB

Southeast Region
Advance Bank

Guif Federal Bank, a FSB
Home Federal Savings Bank
ideal Federal Savings Bank

Hlinois Service Federal Savings & Loan Assoc.

Imperial Savings & Loan Association
Independence Federal Savings Bank
Interamerican Bank, FSB

UniBank

Northeast Region

Carver Federal Savings Bank
Chinatown Federal Savings Bank
Ponce de Leon Federal Savings Bank

Hagatna, Guam
San Francisco, CA
Burlingame, CA
San Francisco, CA
Monterey Park, CA
West Covina, CA

New Qrieans, LA

Baitimore, MD
Mobile, AL
Detroit, Ml
Baltimore, MD
Chicago, IL
Martinsville, VA
Washington, DC
Miami, FL
Pinecrest, FL

New York, NY
New York, NY
Bronx, NY
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Preservation of Minority Savings Institutions

Report to Congress for 2004
Pursuant to Sections 301 and 308 of the Financial
Institutions Reform, Recovery and Enforcement Act
of 1989 (FIRREA)

Prepared by the Office of Thrift Supervision

This report to Congress summarizes activities conducted by the Office of Thrift
Supervision (OTS) during 2004 in support of Sections 301 and 308 of FIRREA,
Preserving Minority Ownership of Minority Financial Institutions.

OTS supervised 24 minority owned savings associations at December 31, 2004
(see Attachment A). The total population of minority owned savings associations
declined by two in 2004.

The distribution of minority owned savings associations by race and OTS Region
as of 12/31/04 was:

Northeast | Southeast | Midwest | West | Total
African American 2 7 2 1 12
Asian American 2 0 0 6 8
Hispanic American 1 2 0 1 4
Total' 5 9 2 8 24

(Note: Asian American includes Pacific Islanders and Hispanic American inciudes
Puerto Ricans and Cubans.)

Overall Condition of Minority Owned Institutions

At the end of December 2004, minority owned savings associations held $6.4
billion in total assets, a decrease of $1.2 billion from year-end 2003. Total assets of
minority owned associations represented 0.5% of total assets of all OTS-regulated
savings associations as of December 31, 2004.

Based on categories established by the Federal Deposit Insurance Corporation
Improvement Act of 1991 (FDICIA), all 24 minority owned savings associations were
“well capitalized” at the end of 2004. For the thrift industry as a whole, 99% of
associations were “well capitalized” at year-end 2004.

' This total includes two African American associations that sold their stock publicly in 1995 and are
currently unable to document minority ownership under the established criteria in Section 308. Both
associations continue to serve minority neighborhoods, with primarily minority management.
Consequently, OTS continues to consider them minority associations for purposes of this program.
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Fifteen (65%) of the minority owned associations had CAMELS ratings of 1 or 2,
the highest CAMELS ratings, at the end of 2004 compared with 93% for the entire thrift
industry. Eight minority owned associations (35%) had a 3 rating.

Minority Owned Institutions Program

The Office of Thrift Supervision’s Minority Owned Institutions Program is
designed to provide technical assistance and other support to minority owned savings
associations in an effort to promote and preserve these associations, many of which
serve principally minority and lower income communities (see Attachment B).

During 2004, OTS continued its focus on minority owned savings associations
that warranted monitoring and corrective action, and increased technical assistance.

At the Washington level, Consumer Protection and Specialty Programs staff was
primarily responsible for monitoring OTS's Minority Owned Institutions Program and for
carrying out the certification process to certify all minority owned savings associations
regulated by OTS. Regional supervisory staff is primarily responsible for providing
technical assistance and support when requested with increased outreach involvement
by the Regional Directors.

OTS encourages minority owned savings associations to become involved in
government programs that enhance their ability to effectively serve the needs of the
communities, while also strengthening their capacity as an institution. The Department
of the Treasury’s Community Development Financial institutions Fund (CDF!) Program
and its Minority Bank Deposit Program are two examples.

Three minority owned savings associations regulated by OTS have successfully
received CDFI certification as Community Development Financial Institutions (see
Attachment C). CDF! certification aliows these associations to apply for funding and
technical assistance from the CDFI Fund. Some of these associations have applied for
and received monetary awards from the CDFi Fund.

The Department of Treasury’s Minority Bank Deposit Program (MBDP) is a
voluntary program that encourages federal agencies, state and local governments and
the private sector to use MBDP participants as depositories and financial agents.
Qualified MBDP participants are certified by the Financial Management Service (FMS), a
bureau of the Department of the Treasury, and included on a program roster distributed
nationally to federal program agencies, contractors and other public and private sector
organizations. Of the 24 minority owned savings associations regulated by OTS, 18 are
MBDP certified and have received deposits and/or serve as financial agents (see
Attachment D).

Significant Outreach Activities

Ongoing outreach, beyond the customary examination and supervisory process,
is carried out by the regional Supervisory and Community Affairs staff and supported by
the Washington office. Regional staff is in periodic contact with the associations and
make certain they are informed of special initiatives and programs that may benefit
them.
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OTS Washington Office

The federal banking agencies began an interagency effort in March 2001 to
determine the reasons minority owned institutions have declined over the years and
examine some of the common challenges faced by many of these institutions. As a
follow-up to this effort, the federal banking agencies held regional interagency forums in
2002 and 2003 with minority owned institutions in Dallas, Atlanta, New York, San
Francisco, and New Orleans. The purpose of the forums was to further discuss
challenges facing these institutions, best practices for dealing with those challenges and
ways in which the regulatory agencies could better assist minority owned institutions.
Regional interagency forums continued in 2004 in Atianta, Chicago, Dallas and
Washington, DC. In addition, a nationwide series of meetings with minority bankers is
planned for 2005 to give bankers an opportunity to voice opinions and concerns with
regulatory issues.

OTS staff also participates in an interagency committee that meets periodically
to discuss ways the federal banking agencies can help preserve and promote the long-
term viability of minority owned institutions.

Northeast Region

As of December 31, 2004, the Northeast Region regulated five minority owned
savings associations. The region also has an application pending for a de novo minority
owned savings association to be based in Boson, MA.

The financial condition of the minority owned associations in the Northeast
Region as a group is very strong. While some of the associations have policy and
procedure deficiencies, all of the associations have little or no major supervisory
concerns.

To continue the promotion of the agency’s Minority Owned Institutions Program,
the Regional Director has a standing policy of meeting with the chief executives of the
associations and their board members at their request anytime during the year to
discuss issues of interest. The Northeast Region staff provides technical and other
assistance to the minority owned savings associations in the region as needed. For
example, the Northeast Region provided guidance to the Boston-based de novo
applicant throughout the process of seeking a thrift charter.

The Northeast Region staff also worked with bank management of an
association in New York to determine whether it was feasible for the association to
acquire another minority owned institution located in Washington, DC. As the financial
condition of the Washington, DC association continued to deteriorate during the
acquisition process, Northeast Region staff helped the association realize the
acquisition was no longer in its best interest.
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In another instance, Northeast Region staff worked with an association that had
significant Bank Secrecy Act (BSA) deficiencies. The region issued a Cease and Desist
Order (C&D) and directed the association to hire consuitants to assist management in
taking necessary corrective actions. Examiners also provided guidance to senior
management and the internal auditor during the regular examination to help the
association comply with the C&D. If significant improvement in the association’s BSA
monitoring continues, OTS may be able to terminate the C&D. OTS examiners worked
closely with the association to correct the BSA compliance problems.

Northeast Region examiners spent a significant amount of time with the
executives of a very small association that serves a predominantly African American
neighborhood. Examiners explained various regulatory requirements and provided
technical assistance to help the association update many of its policies and procedures.
The Northeast Region monitors the operations of the association very closely to ensure
it does not slip into major problems. They have also identified a larger savings
association to provide technical and operational assistance when the smaller association
is ready.

Southeast Region

At December 31, 2004, the Southeast Region regulated nine minority owned
savings associations. Four of the nine associations have assets in excess of $100
million. Another four had assets of $25 million or less. Generally, the minority owned
savings associations in the Southeast Region did well in 2004. The nine associations
operate 32 branches in 8 states and the District of Columbia, most in predominantly
minority communities.

During 2004, the Southeast Region retained all minority owned associations it
regulated at year-end 2003. Staff is continuing to work closely with one association that
is seeking to merge with a minority owned bank during 2005. Other than this
association, the Southeast Region does not anticipate any further reduction in the
number of minority owned savings associations during 2005.

Southeast Region staff provided technical and other assistance to the minority
owned savings associations in the region as appropriate in each circumstance. The
examiners have regular contact with association management, speaking at least
quarterly. Nearly all the minority owned associations have experienced earnings
pressure during the year. For the very small associations, this is exacerbated by high
operating costs. Regional staff met with several management teams to discuss
weaknesses and explore plans for improvement where necessary. Senior regional
management met with the boards of several associations at the conclusion of exams to
discuss supervisory issues.

Southeast region staff also provided information to the CDFI Fund to assist a
minority owned association to receive a large technical assistance grant to promote the
development of low cost products for a troubled urban community.
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Midwest Region

The Midwest Region supervised two minority owned savings associations at
year-end 2004. Throughout the year, Midwest Region supervisory staff provided
technical and other assistance to the minority owned savings associations in the region
as needed.

For example, Midwest Region staff contacted management at a savings
association in Milwaukee, Wisconsin to discuss operations and to keep abreast of
events at the association, including the progress of the conversion to a new EDP
system. The Regional Director met with the association to discuss the association’s
progress on its plans to build a new home office and the difficulty of maintaining its loan
portfolio while customers refinance at other financial entities.

At another minority owned savings association located in New Orleans, regional
staff stay apprised of the association’s financial condition through contact with
management, receipt of quarterly compliance plan variance reports, off-site monitoring,
and on-site examinations and field visits. The Regional Director and other Midwest
Region senior management met with officers and board of director members on several
occasions during the year to discuss topics retated to the association’s earning trends,
business strategy, and the parameters of a possible change of control. Management of
this association also participated in quarterly New Orleans Bankers Roundtable
meetings and Regional Director outreach meetings.

West Region

Minority owned savings associations domiciled in the West Region decreased
from nine to eight during the reporting period. The decrease occurred when a savings
association was acquired and merged into a minority owned commercial bank that will
continue to provide banking and credit services in the local minority community.

The West Region has a long-standing policy to provide technical assistance to
savings associations upon request, which is communicated to savings associations at
forums such as town meetings, training seminars, industry trade group sessions, and
on-site visits and examinations. During 2004, four of eight minority owned associations
in the region took advantage of the policy and requested on-site visits by West Region
staff. For example, West Region staff provided technical assistance to a minority owned
association regarding transactions with affiliates. Follow-up activities were also
conducted with a minority owned association to measure the effectiveness of corrective
actions implemented to address deficiencies identified on a prior examination

To help improve the associations’ knowledge base and strengthen their financial
condition and operations, West Region minority owned associations were also invited to
participate in various community development-training seminars and other educational
events. In addition, minority owned associations were mailed notices and invitations to
attend the 2004 interagency Community Reinvestment Conference, Faith-Based
Conference, CRA and Compliance Roundtable Workshops, and the Minority Depository
Institutions Conference co-sponsored by the Federal Deposit insurance Corporation,
America's Community Bankers, and National Association of Chinese American Bankers.
West Region staff also met with management of minority owned savings associations in
conjunction with West Region town meetings held in 2004.

5
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At the request of association management, West Region staff provided technical
assistance during on-site visits conducted at four minority owned associations. As in
previous years, the types of assistance provided to savings associations covered
multiple technical areas. in each instance staff discussed the association’s business
strategies, local economic conditions, upcoming CRA examinations, CRA lending,
investments and services, elder financial abuse, and OTS’s Minority Owned Thrift
Institutions and Community Affairs programs.

Technical Assistance

In 2004, OTS provided one-on-one technical assistance to a majority of the
minority owned savings associations it regulates. The degree of technical assistance
varied by association depending upon the issues identified as a result of the
examination process, as a follow-up to outreach activities by the regional Community
Affairs staff, or as requested by the association. As in previous years, the types of
assistance provided to savings associations covered muitiple technical areas.

Moreover, OTS supervisory staff and periodically Regional Directors, attend board of
directors meetings to report and discuss the progress of corrective measures, to provide
guidance, and to solicit feedback.

Examples of technical assistance provided to OTS regulated minority owned savings
associations during 2004 included the following:

» Provided regulatory guidance and legal assistance to two minority owned
associations to help strengthen Bank Secrecy Act and anti-money laundering
compliance programs.

¢ Provided assistance to an association on Customer ldentification Program
requirements on joint deposit accounts.

» Discussed a problem with a Federal Home Loan Bank of San Francisco
Affordable Housing Program grant awarded to a project sponsored by a minority
owned association.

s Continued working with a minority owned association on a strategy to resolve
concerns regarding the association’s concentration risk.

* Discussed assistance available to a minority owned savings association to help
the association's ongoing efforts to identify a potential acquirer or merger
partner.

e Started a discussion about organizing an interagency workshop to help identify
potential investors and investments in minority owned financial institutions.

» Discussed regulatory relief provided to small associations due to amendment of
the small institution definition under the OTS CRA Regulation.

« Assisted two minority owned savings associations with interest rate risk
modeling.
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» Provided assistance to senior management of an association to control growth,
especially in high-risk assets, to prevent the association from slipping into
potential lending problems.
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Attachment A

OFFICE OF THRIFT SUPERVISION
MINORITY OWNED SAVINGS ASSOCIATIONS

NATIONAL TOTAL: 24

African American — 12

Asian/Pacific Islander American — 8

Hispanic American — 4

Muiti-ethnic (African American & Asian/Pacific Islander American) -0
Native American - 0

WEST REGION

Regional Total: 8

African American - 1

Asian/Pacific Islander American — 6
Hispanic American - 1

Territorial Savings and Loan Association Asian/Pacific
1132 Bishop Street, 22™ Floor Islander American
Honolulu, Hawaii 96813

(Stock)

BankPacific Asian/Pacific

151 Aspinall Ave. Istander American
Hagatna, Guam 96910

(Stock)

Universal Bank Asian/Pacific
3455 Nogales St., 2" F, Islander American
West Covina, CA 91792

(Stock)

Broadway Federal Bank, F.S.B. African American

4800 Wilshire Boulevard
Los Angeles, CA 90010

(Stock)

Standard Savings Bank, FSB Asian/Péciﬁc

228 West Garvey Ave, Islander American
Monterey Park, CA 91754-1603

(Stock)

Pan American Bank, FSB Hispanic American

3990 Westerly place, Suite 200
Newport Beach, CA 92660
(Stock)
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Gateway Bank, FSB

919 Clement Street

San Francisco, CA 94118
(Stock)

Sincere Federal Savings Bank
1355 Stockton St.

San Francisco, CA 94133-3822
(Stock)

MIDWEST REGION
Regional Total: 2
African American — 2

Columbia Savings and Loan Association
2000 West Fond du Lac Avenue
Milwaukee, WI 53205-1122

(Mutual)

Dryades Savings Bank, FSB
231 Carondelet St., Suite 200
New Orleans, LA 70130-3002
(Stock)

SOUTHEAST REGION
Regional Total: 9
African American -7
Hispanic American — 2

Advance Bank

43801 Seton Drive
Baltimore, MD 21215
(Mutual)

Gulf Federal Bank, a FSB
901 Springhill Ave.

Mobile, Alabama 36604
(Stock)

Home Federal Savings Bank
9108 Woodward Ave.

Detroit, Ml 48202-1612
(Mutual)

ldeal Federal Savings Bank
1629 Druid Hill Ave.
Baltimore, MD 21217
(Mutual)

Asian/Pacific
Islander American

Asian/Pacific
Islander American

African American

African American

African American

African American

African American

African American
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Ilinois Service Federal Savings & Loan Assoc.

4619 South Martin Luther King Jr. Drive
Chicago, IL 60653-4107
(Mutual)

Imperial Savings & Loan Association
211 Fayette St.

Martinsville, VA 24112

(Mutual)

Independence Federal Savings Bank
1229 Connecticut Avenue, N.W.,
Washington, DC 20036-2601

(Stock)

Interamerican Bank, FSB
9190 Coral Way

Miami, FL 33165

(Stock)

UniBank

701 Brickell Avenue
Miami, FL 33131
(Stock)

NORTHEAST REGION
Regional Total: 5
African American - 2
Asian American -2
Hispanic American - 1

Abacus Federal Savings Bank
6 Bowery

New York, NY 10013-5101
(Stock)

Carver Federal Savings Bank
75 West 125" St.

New York, NY 10027

(Stock)

Chinatown Federal Savings Bank
109 Bowery

New York, NY 10002

(Stock)

Dwelling House Savings & Loan Association
501 Herron Ave.

Pittsburgh, Pennsylvania 15219-4609

(Mutual)

African American

African American

African American

Hispanic American

Hispanic American

Asian/Pacific
Islander American

African American

Asian/Pacific
Islander American

African American
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Ponce De Leon Federal Savings Bank
2244 Westchester Ave.

Bronx, NY 10462

(Mutuat)

11

Hispanic American



188

Attachment B

Office of Thrift Supervision
Policy Statement on Minority Owned Thrift Institutions

This statement outlines Office of Thrift Supervision (OTS) policies regarding
minority owned thrift institutions for the guidance of those institutions, OTS staff, and
other parties with an interest in the thrift industry.

OTS recognizes the important role of minority owned thrift institutions in
furthering the economic viability of minority and low-income communities. Minority
owned thrift institutions can also provide significant assistance to regulators and other
government agencies in their efforts to evaluate and address the needs of those
communities for financial services. OTS and its predecessor have had an ongoing
minority association technical assistance function since the 1970’s.

The Financial Institutions Reform, Recovery, and Enforcement Act of 1989
(FIRREA), Section 308, reinforces our commitment. FIRREA identifies the following
goals that form the basis of OTS’ Minority Owned Thrift Institutions Program:

» Preserve the present number of minority depository institutions;

* Preserve their minority character in cases involving merger or acquisition of a
minority depository institution by using general preference guidelines;

» Provide technical assistance to prevent insolvency of institutions not now insolvent;
* Promote and encourage creation of new minority depository institutions; and

* Provide for training, technical assistance, and educational programs.

As defined in FIRREA, the term “minority” includes Black American, Native
American, Hispanic American, or Asian American. A minority owned institution is either
a stock institution in which minorities have at least 51 percent ownership, or a mutual
institution in which the majority of the Board of Directors, account holders, and the
community that it services is predominantly minority. OTS will consider mutual
institutions, in which the majority of the Board of Directors and the Chief Executive
Officer are women, to be minority institutions for the purposes of this program. QTS will
also consider publicly traded stock companies, that have the minority characteristics
described for mutual institutions, to be minority owned for purposes of this program.

Identification of Minority Owned Institutions
OTS will annually certify previously identified minority owned institutions to
establish their continued inclusion in the program. OTS staff will identify additional
candidates for the program through the examination and application processes.
On a case-by-case basis, OTS will make a list of minority owned savings

associations available to potential investors or other parties interested in establishing
business relationships with minority owned institutions.

12
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Technical Assistance

OTS will provide technical assistance, especially in the supervision and
application processes, in order to preserve the number, character and financial health of
minority owned institutions. Requests for technical assistance should be directed to the
Community Affairs Liaison in the appropriate OTS regional office, who will coordinate
with regional supervisory staff.

OTS will also monitor the financial condition of minority owned thrift institutions
on an ongoing basis, and will share compilations of non-confidential financial data with
minority owned institutions to help them monitor their performance. Through this
process, OTS will identify those minority owned institutions that might benefit from a
program of increased support and technical assistance, such as mentoring
arrangements with other savings associations. Minority owned institutions that are in a
generally sound condition, but which may be experiencing operating difficulties in one,
or a few areas, would fall into this category. Often, problems can be attributed to limited
resources due to the institutions’ small size. Participation in the program, by both
minority owned institutions and potential mentors, is voluntary.

For those minority owned institutions experiencing more serious operating
problems, appropriate QTS regional staff, such as the Field Manager and/or Assistant
Regional Director, will consult and work with executive management of the institution to
determine, and implement, a course of corrective action.

Resolution of Supervisory Cases

In resolving supervisory cases involving minority owned savings associations,
OTS will consider and evaluate possible solutions that would, consistent with the safety
and soundness of the institution, maintain the institution’s minority identity. In evaluating
solutions, OTS will also consider the composition of the community being served by the
institution. OTS will consider the minority status of an institution in its recommendations
to the Federal Deposit Insurance Corporation, consistent with the agency’s underlying
responsibility for the safety and soundness of the thrift industry.

Qutreach to Minority Owned Savings associations

Whenever possible, OTS staff will participate in seminars, conferences and
workshops directed to minority owned institution audiences. Requests for such
participation should be directed to the Community Affairs Liaisons in the regional offices.

Additionally, OTS will maintain contact with minority owned institutions, outside
the more customary examination and supervision process. At a minimum, the Regional
Director will offer to meet with each thrift's Board of Directors, at least annually, to
discuss issues of mutual interest, such as economic trends, regulatory or legislative
developments, and types of assistance that OTS can provide to minority owned
institutions.

OTS will support minority owned thrift institutions in their efforts to offer products
and services to their minority and non-minority customers. To support minority owned
savings associations in providing credit and other needed financial services to their
communities, OTS will work with appropriate parties to measure and track performance.

13
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In addition, the regional Community Affairs Liaisons will contact each minority owned
thrift, at least annually, to discuss community development activities and opportunities.

Potential Investors

The agency will also offer technical assistance to minority groups or individuals
considering investments in the thrift industry, in order to strengthen existing institutions,
create new minority owned institutions, or help to service minority communities. OTS
encourages such interest and will work with minority organizations to provide information
and to identify potential minority investors. If minority investors are interested in
acquiring thrift institutions held by the Federal Deposit insurance Corporation as
conservator or receiver, OTS will work with them to process expeditiously the
preliminary regulatory approval that is required prior to submission of a bid.

Approved:

M““”/

James E. Gilleran, Director

June 21, 2002

14
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Attachment C

OTS Regulated Minority Owned Institutions
Certified as Community Development Financial Institutions (CDFI)

Carver Federal Savings Bank
75 West 125" Street
New York, NY 10027

Dryades Savings Bank, F.S.B.
231 Carondelet Street

Suite 200

New Orleans, LA 70130-3002

lllinois Service Federal Savings and Loan Association

4619 South Martin Luther King, Jr. Drive
Chicago, IL 60653-4107

15
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Attachment D

OTS Minority Owned Financial Institutions
Participating in the Treasury Department’s Minority Bank Deposit Program

West Region

BankPacific Hagatna, Guam
Gateway Bank, FSB San Francisco, CA
Pan American Bank, FSB Burlingame, CA
Sincere Federal Savings Bank San Francisco, CA
Universal Bank West Covina, CA

Midwest Region

Dryades Savings Bank, FSB New Orleans, LA
Southeast Region

Advance Bank Baltimore, MD
Gulf Federal Bank, a FSB Mobile, AL
Home Federal Savings Bank Detroit, Mi

Ideal Federal Savings Bank Baltimore, MD
lllinois Service Federal Savings & Loan Assoc. Chicago, IL
Imperial Savings & Loan Association Martinsville, VA
Independence Federal Savings Bank Washington, DC
Interamerican Bank, FSB Miami, FL
UniBank Pinecrest, FL
Northeast Region

Carver Federal Savings Bank New York, NY
Chinatown Federal Savings Bank New York, NY
Ponce de Leon Federal Savings Bank Bronx, NY

16
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PRESERVATION OF MINORITY SAVINGS INSTITUTIONS BY
THE OFFICE OF THRIFT SUPERVISION

Report to Congress for 2005
Pursuant to Sections 301 and 308 of the Financial Institutions
Reform, Recovery and Enforcement Act of 1989 (FIRREA)

This report to Congress summarizes activities conducted by the Office of Thrift
Supervision (OTS) during 2005 in support of Sections 301 and 308 of FIRREA,
Preserving Minority Ownership of Minority Financial institutions.

OTS supervised 22 minority owned savings associations at December 31, 2005
(see Attachment A). The total population of minority owned savings associations
declined by two in 2005.

The distribution of minority owned savings associations by racial background and
OTS Region as of 12/31/05 was:

Northeast | Southeast | Midwest | West | Total
African American 2 7 2 1 12
Asian American 2 0 0 5 7
Hispanic American 1 2 0 0 3
Total' 5 9 2 6 22

{Note: Asian American includes individuals of Pacific Island descent, and Hispanic
American includes individuals of Puerto Rican and/or Cuban descent.)

Overall Condition of Minority Owned Institutions

At the end of December 2005, minority owned savings associations® held $6.5
billion in total assets, a slight increase from $6.4 billion at year-end 2004. Totai assets
of minority owned associations represented 0.44 percent of total assets of all OTS-
regulated savings associations as of December 31, 2005.

! This total includes two African American associations that sold their stock publicly in 1995 and
are currently unable to document minority ownership under the established criteria in Section 308.
Both associations continue to serve minority neighborhoods, with primarily minority management.
Consequently, OTS continues to consider them minority associations for purposes of this
program.

2 For the purposes of this report, OTS uses the terms savings associations and institutions
interchangeably.



194

Based on categories established by the Federal Deposit Insurance Corporation
Improvement Act of 1991 (FDICIA), all 22 minority owned savings associations were
“well capitalized” at the end of 2005. For the entire thrift industry, 99 percent of
associations were “well capitalized” at year-end 2005.

Sixteen (73 percent) of the minority owned associations had CAMELS ratings of
1 or 2, the highest CAMELS rating categories, at the end of 2005, compared with 94
percent for the entire thrift industry. Six minority owned associations (27 percent) had a
3 rating. No minority owned associations were rated 4 or 5, the lowest CAMELS rating
categories.

Minority Owned Institutions Program

The OTS's Minority Owned Financial Institutions (MOF1) Program is designed to
provide technical assistance and other support to minority owned savings associations
to promote and preserve these associations, many of which primarily serve minority and
lower income communities (see Attachment B).

The Consumer Protection and Specialty Programs staff in Washington is
primarily responsible for monitoring OTS’s MOF! Program and for carrying out the
annual certification process for minority owned savings associations regulated by OTS.
Regional supervisory staff is primarily responsible for providing technical assistance and
support when requested by minority owned institutions, including increased outreach
and involvement by the Regional Directors.

Additionally, the Regional Supervisory and Community Affairs staff, with support
from the Washington office, conducts ongoing outreach beyond the customary
examination and supervisory process. Regional staff is in periodic contact with these
institutions, and provide information on special initiatives and programs that may benefit
the institutions. Regional staff also informs institution management of workshops,
training forums, and conferences that offer information and other resources that can
contribute to building the capacity and strength of the institution and provide networking
opportunities.

OTS encourages minority owned savings associations to become involved in
government programs that enhance their ability to serve the needs of their communities,
while also strengthening their capacity as an institution. The Department of the
Treasury’s Community Development Financial Institutions Fund (CDFl) Program and its
Minority Bank Deposit Program are two examples.

Three OTS-regulated minority owned savings associations have successfully
received CDF1 certification as Community Development Financial Institutions (see
Attachment C). CDFI certification aliows these institutions to apply for funding and
technical assistance from the COF! Fund, including the receipt of monetary awards.

The Department of Treasury’s Minority Bank Deposit Program (MBDP) is a
voluntary program that encourages federal agencies, state and local governments, and
the private sector to use MBDP participants as depositories and financial agents.
Qualified MBDP participants are certified by the Financial Management Service (FMS), a
bureau of the Department of the Treasury, and included on a program roster distributed
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nationally to federal program agencies, contractors, and other public and private sector
organizations. Of the 22 minority owned savings associations regulated by OTS, 17 are
MBDP certified and receive deposits and/or serve as financial agents (see Attachment
D).

OTS National MOFi Program -~ Initiatives
Supporting Minority Owned Financial Institutions

Minority owned financial institutions play a unique and important role in serving
their local markets and often make the difference in whether the residents of lower
income neighborhoods have access to financial services. However, just as
consolidation in the financial services industry has resulted in a decline in the overall
number of institutions, the number of minority owned insured depository institutions has
declined. In order to determine the reasons minority owned institutions have declined
over the years, the federal banking agencies initiated an interagency effort in March
2001 to examine the common challenges faced by many of these institutions. As a
follow-up to this effort, the federal banking agencies held a number of interagency
forums with minority owned institutions throughout the country in 2002 through 2004.
The purpose of the forums was to discuss challenges facing these institutions, best
practices for dealing with those challenges, and ways in which the regulatory agencies
could better assist minority owned institutions.

In 2005, the OTS encouraged our minority institutions to participate in a series of
six interagency roundtable meetings in Atlanta, Nashville, Santa Monica, New York,
Houston, and San Juan. The roundtables promoted open and direct dialogue about
challenges faced by minority owned institutions and explored ways to coliaborate with
the minerity banking community. Topics included regulatory burden, competition,
marketing, management succession, staffing recruitment, wholesale funding, and the
examination process.

OTS participated in the interagency forums and roundtable meetings held from
2001 through 2005 in a number of ways including serving as panelists and moderators,
inviting and encouraging OTS-regulated minority owned institution participation,
providing speakers, and using the opportunity to network with OTS-regulated minority
owned institutions.

OTS is also a member of the federal banking agency Interagency Minority
Depository Institutions Working Group. Staff meets periodically to exchange information
about federal banking agency programs and to discuss upcoming events that might
benefit minority owned institutions.

One-on-One Technical Assistance

OTS provides one-on-one technical assistance to a majority of the minority
owned savings associations it regulates. The degree of technical assistance varies
depending upon the issues identified as a result of the examination process, as a follow-
up to outreach activities by the OTS Regional Community Affairs staff, or as requested
by an institution. As in previous years, the types of assistance provided in 2005 to
savings associations covered mulitiple technical areas. OTS supervisory staff and,
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occasionally, Regional Directors attend board of directors meetings to report and
discuss the progress of corrective measures, to provide guidance, and to solicit
feedback.

Examples of technical assistance provided to OTS-regulated minority owned savings
associations during 2005 include the following:

Ongoing communications, off-site monitoring, and on-site examination work to
assist institutions in addressing problem areas identified during examinations.

Assistance to identify and remedy examination weaknesses in branch
operations.

Assisting institution directors in analyzing their business plan and operations.

Assistance to several institutions seeking to merge with other minority owned
institutions, including providing feedback on issues surrounding potential merger
partners.

On-site assistance to set up OTS software for an institution to obtain interest rate
risk reports and Uniform Thrift Performance Reports from OTS’s Thrift Financial
Reporting System.

Assistance with classifying and reporting loans on the Thrift Financial Report.

Guidance on enhancing compliance management programs, including Bank
Secrecy Act (BSA) compliance requirements, and advice on registering for
FinCEN's 314(a) secure website to assist in meeting BSA regulatory reporting
requirements.

Assistance regarding selection criteria for candidates nominated for Board of
Director positions.

Assistance with identifying and hiring key personnel, including helping one
institution hire a new president who made additional hires to strengthen the
institution’s senior management team.

Guidance to an institution planning to launch a transactional website to provide
Internet banking for its customers.

Lending guidance, including assistance in evaluating large loan exposures,
advising institutions of potential problems and, in one instance, assisting in the
rejection by an institution of at least two large and potentially problematic loans.

Investigative support, such as pursuing an alleged embezzlement by a former
employee of an institution.

Assistance to small institutions in finding new office facilities.
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OTS National MOFI Program — Initiatives
Deployed in OTS Regional Offices

Northeast Region

There are five minority owned savings associations in the Northeast Region.
The Region also received an application during 2005 for a de novo minority owned
savings association, to be based in Boson, Massachusetts that is proposing to
commence operations in 2006. The financial condition of the minority owned
associations in the Northeast Region continues to remain strong.

In support of OTS's MOF!| Program, the Regional Director has a standing policy
of meeting with the chief executives of all minority owned institutions and their board
members at their request to discuss issues of interest. For example, Northeast Region
staff continues to provide technical and other assistance to the de novo minority owned
institution referenced above. At year-end 2005, the institution was continuing efforts to
raise the required capital to commence operations. In support of this effort, OTS
extended the required start date for the institution on two occasions in 2005.°

The Northeast Region also provided assistance during the year to a $20 million
savings association serving a predominantly African American neighborhood. The
institution has experienced difficult market conditions, and has also required assistance
in updating its policies, procedures, recordkeeping, account reconciliation, bookkeeping,
and in other technical areas. The institution has experienced these problems for several
years. As a result, the Region arranged for the institution to receive mentoring
assistance from a highly rated $5.37 billion institution. The Region supervised the
agreement between the institutions, which should significantly improve the operations
and management of the minority owned institution. OTS examiners have spent a
considerable amount of time with the savings association’s management and have
provided technical assistance in updating numerous policies and procedures.

The Region also provided assistance to another minority owned savings
association that had significant BSA deficiencies. Regional staff worked closely with the
institution's management to improve internal BSA policies and procedures and provide
guidance to senior management and the internal auditor. OTS examiners worked
closely with the institution to address the existing BSA compliance problems. The
institution is currently operating without any supervisory concerns.

In another instance, the Northeast Regional Director issued a Supervisory
Agreement imposing operating restrictions on a minority owned savings association as a
result of deficiencies in credit administration, loan monitoring, and internal loan reviews.
The Supervisory Agreement restricts the institution from engaging in high-risk lending
and required it to revise its business plan. A field visit in November of 2005 showed
substantial compliance with the Supervisory Agreement, and the institution’s current
operating condition is satisfactory. Assuming the institution continues to maintain
compliance with the Supervisory Agreement, the agreement will be terminated.

* As aresult of numerous delays, including approval of the institution’s FDIC insurance, OTS has
granted in 2006 two additional extensions of time for the institution to open for business. As of
7/1/08, the institution has not raised the required capital to begin operations.
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Southeast Region

As of December 31, 2005, the Southeast Region regulated nine minority owned
savings associations, representing the largest concentration of OTS-regulated minority
owned institutions. During 2005, the Southeast Region retained alf minority owned
institutions it reguiated at year-end 2004. Staff is continuing to work closely with one
institution that has been pursuing a merger with another minority owned bank for several
years. Other than this institution, we do not anticipate a reduction in the number of
minority owned savings associations in the Southeast Region during 2006. In fact, the
Region is working closely with a group of minority investors interested in acquiring an
existing thrift charter in 2006.

The profiles of the nine savings associations in the Southeast Region are quite
diverse. The smallest has assets of $8 million, while the largest has aimost $700 million
in assets. Due to the diverse nature of the issues at these institutions, the Region
provides a varying level of technical and other assistance to each.

In the aggregate, minority owned institutions in the Southeast Region struggled
with earnings in 2005. Although the largest savings associations demonstrated
improvement or maintained satisfactory earnings, seven institutions experienced
significant earnings issues. This problem is not unique, however, to minority-owned
institutions. Many other small institutions throughout the region faced weak earnings
because they cannot generate the same economies of scale as large institutions. For
example, advertising costs to generate loans may be the same for both a large and
small institution. However, the smaller institution generates less loan volume, resulting
in a higher percentage of income for advertising costs and fower earnings. The problem
is exacerbated by high operating costs and stiff competition.

Southeast Region examiners have regular contact with minority institution
management, including quarterly meetings or discussions. Regional staff works
particularly closely with the smallest minority owned institutions, all of which are well
capitalized. Most guidance provided by Regional staff is not in the form of a specific
program of technical assistance, but rather on a regular, informal basis. For example,
some institutions consult with Southeast Region staff before they underwrite large loans.
Institutions also consult with Regional staff to make certain that their assets are properly
insured, their reporting is accurate, and monitoring and classification systems are
effective. Supervisory staff works with the managing officers of these institutions,
providing guidance and acting as a sounding board for new ideas, products, and
programs. Senior regional managers also meet with the boards of directors of minority
owned institutions during the year, as necessary. The Southeast Region also notifies
minority owned institutions of interagency conferences that may be of interest to them.

Midwest Region

The Midwest Region supervised two minority owned savings associations at
year-end 2005, Throughout the year, Midwest Region supervisory staff contacted,
assisted, and provided technical support to management and boards of directors at
these institutions in a timely and consistent manner.
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One of the minority owned savings associations in the Midwest Region is a state
chartered mutual institution that opened for business in September 1933. The institution
primarily grants one- to four-family mortgage loans to customers in its local community
and loans to religious organizations. Midwest Region staff contacted management at
the institution on a quarterly basis to discuss operations and to keep abreast of events.
The Midwest Regional Director also met with the president of this institution in October
2005.

The other savings association in the Midwest Region is a federally chartered
stock institution that opened for business in September 1994. Its primary lending
activities are residential mortgages, commercial real estate, consumer, and small
business. Midwest Region staff remains apprised of the institution’s financial condition
through contact with management, receipt of quarterly reports, off-site monitoring, and
on-site examinations and field visits. Midwest Region management also maintained
close contact during the year with the institution's management and an outside director
regarding a possible sale or merger.

The institution was severely impacted by Hurricane Katrina. OTS staff
maintained almost daily contact with association management, monitoring their recovery
and offering assistance. For example, staff assisted the association in establishing
contact with the Federal Reserve to dispose of contaminated currency. Senior
managers from the Midwest Region, including the Regional Director, had several
meetings with institution management and board members to help resolve the
institution’s performance issues. An OTS examiner has been assigned to the institution,
working on-site, full-time to help identify and resolve issues. Midwest Region staff aiso
introduced the savings association's management to officials at an institution in Texas
who are providing technical compliance and accounting assistance in the aftermath of
Hurricane Katrina. Midwest Region staff continues to maintain regular contact with the
association.

Management from the savings association also participates in Regional Director
outreach meetings and quarterly New Orleans Bankers Roundtable meetings. The
Roundtable meetings convene the Chief Executive Officers and Presidents of local
banks to discuss topics of interest such as regulatory issues, small business and micro
lending, and information on lending and investment opportunities in the local community.

West Region

West Region minority owned savings associations continued to play a significant
role in addressing the credit and banking needs in the communities they serve. Minority
owned savings associations in the Region provided a wide range of retail deposit
products and services and conventional loan products to low- and moderate-income
individuals and local small businesses. There were six West Region minority owned
savings associations at year-end 2005, a decrease of two from 2004. During 2005, one
minority owned institution in the Region merged into a minority owned commercial bank,
which has continued to meet the credit and banking needs of the local communities.
The other minority owned institution made a business decision to cease operations.
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The West Region staff communicates OTS's policy of providing technical
assistance to minority owned institutions at town meetings, outreach events, training
workshops, industry trade group sessions, and during on-site visits and examinations.
The Region also invited minority owned institutions to attend interagency outreach
events and community development training forums designed to help improve their
knowledge and compliance with regulatory requirements. West Region minority owned
savings associations were invited to attend the annual Minority Depository Institutions
Conference hosted by the FDIC in San Francisco. Topics included the Bank Secrecy
Act, USA PATRIOT Act, Sarbanes-Oxley, the responsibilities of Directors, the California
economy, and other current issues.

West Region staff also extended invitations to minority owned savings
associations to participate in a “Directo A Mexico” workshop hosted by the FDIC. This
informational workshop was designed to inform participants about a low-cost remittance
program offered by the Federal Reserve Bank of Atlanta and Banco de Mexico. Minority
owned institutions were also notified about a series of Bank Secrecy Act and
“Compliance Hot Topics”™ Workshops held in 2005, as well as the upcoming interagency
2006 National Community Reinvestment Conference. Minority owned institutions are
also invited to participate in town meetings with the West Region’s senior managers to
discuss current regulatory and examination issues, economic conditions in their
markets, and other items of interest.

Minority owned savings associations requested limited on-site technical
assistance during 2005. The assistance that was requested related primarily to efforts
by two institutions to effect a merger and acquisition with minority owned commercial
banks.

Conclusion

OTS and its predecessor have had an ongoing minority technical assistance
program since the 1970s. This program preceded the goals identified in FIRREA in
1989 to promote and encourage the formation of new minority owned institutions and to
preserve and support minority owned financial institutions through technical assistance,
training and outreach programs. OTS remains committed to these goals and
recognizes the important role minority owned institutions continue to play in fostering
economic vitality and access to capital, particularly in minority and low income
communities.

While we are pleased with our record of supporting minority owned institutions,
we are also looking forward to the future. For example, OTS is actively exploring
initiatives that will help us meet our commitment to preserve existing minority owned
institutions and encourage the formation of new ones. One such initiative is the
development of an OTS booth that we will use to participate in conferences and
meetings across the country. We plan to utilize the booth to provide information about
the thrift charter, including its benefits. We also plan to highlight our Minority Owned
Institutions program, including the types of assistance OTS will provide.
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Attachment A

OFFICE OF THRIFT SUPERVISION
MINORITY QWNED SAVINGS ASSOCIATIONS
(Page 1 of 4)

NATIONAL TOTAL: 22

African American - 12

Asian/Pacific Islander American -7

Hispanic American — 3

Multi-ethnic (African American & Asian/Pacific Islander American) -0
Native American -0

WEST REGION

Regional Total: 6

African American — 1

Asian/Pacific Istander American - 5

Territorial Savings and Loan Association Asian/Pacific
1132 Bishop Street, 22™ Floor Islander American
Honolulu, Hawaii 96813

(Stock)

BankPacific Asian/Pacific

151 Aspinall Ave. Islander American
Hagatna, Guam 96910

(Stock)

Universal Bank Asian/Pacific
3455 Nogales St., 2™ FI, Islander American
West Covina, CA 91792

(Stock)

Broadway Federal Bank, F.S.B. African American

4800 Wilshire Boulevard
Los Angeles, CA 90010

(Stock)

Standard Bank Asian/Pacific

228 West Garvey Ave. Islander American
Monterey Park, CA 91754-1603

(Stock)

Gateway Bank, FSB Asian/Pacific

919 Clement Street Islander American

San Francisco, CA 94118
(Stock)
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Attachment A

OFFICE OF THRIFT SUPERVISION
MINORITY OWNED SAVINGS ASSOCIATIONS

(Page 2 of 4)

MIDWEST REGION
Regional Total: 2
African American - 2

Columbia Savings and Loan Association
2000 West Fond du Lac Avenue
Milwaukee, Wi 53205-1122

(Mutual)

Dryades Savings Bank, FSB
231 Carondelet St., Suite 200
New Orleans, LA 70130-3002
(Stock)

SOUTHEAST REGION
Regional Total: 9
African American — 7
Hispanic American — 2

Advance Bank

4801 Seton Drive
Baltimore, MD 21215
(Mutual)

Gulf Federal Bank, a FSB
901 Springhill Ave,

Mobile, Alabama 36604
(Stock)

Home Federal Savings Bank
9108 Woodward Ave.

Detroit, Ml 48202-1612
(Mutual)

Ideal Federal Savings Bank
1629 Druid Hill Ave.
Baltimore, MD 21217
(Mutual)

IHinois Service Federal Savings & Loan Assoc.
4619 South Martin Luther King Jr, Drive
Chicago, IL 60653-4107

(Mutual)

African American

African American

African American

African American

African American

African American

African American

10
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Attachment A

OFFICE OF THRIFT SUPERVISION
MINORITY OWNED SAVINGS ASSOCIATIONS
(Page 3 of 4)

Imperial Savings & Loan Association African American
211 Fayette St.

Martinsville, VA 24112

(Mutual)

Independence Federal Savings Bank African American
1229 Connecticut Avenue, N.W.

Washington, DC 20036-2601

(Stock)

Interamerican Bank, FSB Hispanic American
9190 Coral Way

Miami, FL 33165

(Stock)

UniBank Hispanic American
701 Brickell Avenue

Miami, FL 33131

(Stock)

NORTHEAST REGION
Regional Total: §
African American - 2
Asian American -2
Hispanic American - 1

Abacus Federal Savings Bank Asian/Pacific

& Bowery Islander American
New York, NY 10013-5101

(Stock)

Carver Federal Savings Bank African American
75 West 125" St.

New York, NY 10027

(Stock)

11
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Attachment A

OFFICE OF THRIFT SUPERVISION
MINORITY OWNED SAVINGS ASSOCIATIONS

(Page 4 of 4)

Chinatown Federal Savings Bank
109 Bowery

New York, NY 10002

(Stock)

Dwelling House Savings & Loan Association
501 Herron Ave.

Pittsburgh, Pennsylvania 15219-4609

(Mutual)

Ponce De Leon Federal Savings Bank
2244 Westchester Ave.

Bronx, NY 10462

(Mutual)

Asian/Pacific
Islander American

African American

Hispanic American

12
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Attachment B

Office of Thrift Supervision
Policy Statement on Minority Owned Thrift Institutions

This statement outlines Office of Thrift Supervision (OTS) policies regarding
minority owned thrift institutions for the guidance of those institutions, OTS staff, and
other parties with an interest in the thrift industry.

OTS recognizes the important role of minority owned thrift institutions in
furthering the economic viability of minority and low-income communities. Minority
owned thrift institutions can also provide significant assistance to regulators and other
government agencies in their efforts to evaluate and address the needs of those
communities for financial services. OTS and its predecessor have had an ongoing
minority association technical assistance function since the 1970's.

The Financial Institutions Reform, Recovery, and Enforcement Act of 1989
(FIRREA), Section 308, reinforces our commitment. FIRREA identifies the following
goals that form the basis of OTS’ Minority Owned Thrift Institutions Program:

s Preserve the present number of minority depository institutions;

¢ Preserve their minority character in cases involving merger or acquisition of a
minority depository institution by using general preference guidelines;

» Provide technical assistance to prevent insolvency of institutions not now insolvent;
= Promote and encourage creation of new minority depository institutions; and

* Provide for training, technical assistance, and educational programs.

As defined in FIRREA, the term “minority” includes Black American, Native
American, Hispanic American, or Asian American. A minority owned institution is either
a stock institution in which minorities have at least 51 percent ownership, or a mutual
institution in which the majority of the Board of Directors, account holders, and the
community that it services is predominantly minority. OTS will consider mutual
institutions, in which the majority of the Board of Directors and the Chief Executive
Officer are women, to be minority institutions for the purposes of this program. OTS will
also consider publicly traded stock companies that have the minority characteristics
described for mutuat institutions to be minority owned for purposes of this program.

Identification of Minority Owned Institutions
OTS will annually verify previously identified minority owned institutions through
a self-certification process by the institutions to establish their continued inclusion in the

program. OTS staff will identify additional candidates for the program through the
examination and application processes.

13
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Upon request, OTS will make a list of minority owned savings associations
available to potential investors or other parties interested in establishing business
relationships with minority owned institutions.

Technical Assistance

OTS will provide technical assistance, especially in the supervision and
application processes, in order to preserve the number, character and financial health of
minority owned institutions. Requests for technical assistance should be directed to the
Community Affairs Liaison in the appropriate OTS regional office, who will coordinate
with regional supervisory staff.

OTS will also monitor the financial condition of minority owned thrift institutions
on an ongoing basis, and will share compilations of non-confidential financial data with
minority owned institutions to help them monitor their performance. Through this
process, OTS will identify those minority owned institutions that might benefit from a
program of increased support and technical assistance, such as mentoring
arrangements with other savings associations. Minority owned institutions that are in a
generally sound condition, but which may be experiencing operating difficulties in one,
or a few areas, would fall into this category. Often, problems can be attributed to limited
resources due to the institutions’ small size. Participation in the program, by both
minority owned institutions and potential mentors, is voluntary.

For those minority owned institutions experiencing more serious operating
problems, appropriate OTS regional staff, such as the Field Manager and/or Assistant
Regional Director, will consuit and work with executive management of the institution to
determine, and implement, a course of corrective action.

Resolution of Supervisory Cases

In resolving supervisory cases involving minority owned savings associations,
OTS will consider and evaluate possible soiutions that would, consistent with the safety
and soundness of the institution, maintain the institution’s minority identity. in evaluating
solutions, OTS will also consider the composition of the community being served by the
institution.

Outreach to Minority Owned Savings associations

Whenever possible, OTS staff will participate in seminars, conferences and
workshops directed to minority owned institution audiences. Requests for such
participation shouid be directed to the Community Affairs Liaisons in the regional offices.

Additionally, OTS will maintain contact with minority owned institutions, outside
the more customary examination and supervision process. At a minimum, the Regional
Director will offer to meet with each thrift's Board of Directors, at least annually, to
discuss issues of mutual interest, such as economic trends, regulatory or legislative
developments, and types of assistance that OTS can provide to minority owned
institutions.

14
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OTS will support minority owned thrift institutions in their efforts to offer products
and services to their minority and non-minority customers. To support minority owned
savings associations in providing credit and other needed financial services to their
communities, OTS will work with appropriate parties to measure and track performance.
In addition, the regional Community Affairs Liaisons will contact each minority owned
thrift, at least annually, to discuss community development activities and opportunities.

Potential Investors

The agency will also offer technical assistance to minority groups or individuals
considering investments in the thrift industry, in order to strengthen existing institutions,
create new minority owned institutions, or help to service minority communities. OTS
encourages such interest and will work with minority organizations to provide information
and to identify potential minority investors. If minority investors are interested in
acquiring thrift institutions held by the Federal Deposit insurance Corporation as
conservator or receiver, OTS will work with them to process expeditiously the
preliminary regulatory approval that is required prior to submission of a bid.

15
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Attachment C

OTS-Regulated Minority Owned Institutions
Certified as Community Development Financial Institutions (CDFI)

Advance Bank
4801 Seton Drive
Baltimore, MD 21215

Carver Federal Savings Bank
75 West 125" Street
New York, NY 10027

Illinois Service Federal Savings and Loan Association
4619 South Martin Luther King, Jr. Drive
Chicago, L. 60853-4107

16
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Attachment D

OTS-Regulated Minority Owned Financial Institutions
Participating in the Treasury Department’s Minority Bank Deposit Program

West Region
BankPacific
Gateway Bank, FSB
Standard Bank
Universal Bank

Midwest Region
Dryades Savings Bank, FSB

Southeast Region

Advance Bank

Gulf Federal Bank, a FSB
Home Federal Savings Bank
Ideal Federal Savings Bank

Illinois Service Federal Savings & Loan Assoc.

Imperial Savings & Loan Association
Independence Federal Savings Bank
Interamerican Bank, FSB

UniBank

Northeast Region

Carver Federal Savings Bank
Chinatown Federal Savings Bank
Ponce de Leon Federal Savings Bank

Hagatna, Guam
San Francisco, CA
Monterey Park, CA
West Covina, CA

New Orleans, LA

Baltimore, MD
Mobile, AL
Detroit, Mi
Baltimore, MD
Chicago, iL
Martinsville, VA
Washington, DC
Miami, FL
Miami, FL

New York, NY
New York, NY
Bronx, NY
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MINORITY BANKS

Regulators Need to Better Assess
Effectiveness of Support Efforts

What GAO Found

The profitability of most large minerity banks (assets greater than $100
million) was nearly equal to that of their peers (similarly sized banks) in 2005
and earlier years, However, many small minority banks and African-
American banks of all sizes were less profitable than their peers. GAO’s
analysis and other studies identified some possible explanations for these
differences, including relatively higher loan loss reserves and operating
expenses and competition from larger banks.

Bank regulators have adopted differing approaches to supporting minority
banks, but no agency has regularly and comprehensively assessed the
effectiveness of its efforts. FDIC—which supervises over half of all minority
banks—has the most comprehensive support efforts and leads interagency
efforts. OTS focuses on providing technical assistance to minority banks.
While not required to do so by Section 308 of FIRREA, OCC and the Federal
Reserve have taken some steps to support minority banks and are planning
others. Although FDIC has recently sought to assess the effectiveness of its
support efforts through various methods, none of the regulators
comprehensively surveys minority banks to obtain their views or has
developed outcome-oriented perforrance measures. Consegnently, the
regulators are not well positioned to assess their support efforts.

GAO’s survey of minority banks identified potential limitations in the
regulators’ support efforts that would likely be of significance to agency
managers and warrant follow-up analysis. Only about one-third of survey
respondents rated their regulators’ efforts for minority banks as very good or
good, while 26 percent rated the efforts as fair, 13 percent as poor or very
poor, and 25 percent responded “don’t know" (see fig.). Banks regulated by
FDIC were more positive about their agency’s efforts than banks regulated
by other agencies. However, only about half of the FDIC-regulated banks
and about a quarter of the banks regulated by other agencies rated their
agency’s efforts as very good or good. Although regulators may emphasize
the provision of technical assistance to minority banks, less than 30 percent
of such institutions have used such agency services within the last 3 years
and therefore may be missing opportunities to address problems that limit
their operations or financial performance.

Minority Banks’ Ratings of Support Efforts, by Regutatar
Percentage
50

FDIC Faderal Roserve

[T oontknow Poorverypoor  [EEEN Far [ very goodigood

Souree: GAO,

United States t Accountability Office
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Abbreviations

CRA Community Reinvestient Act
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FIRREA Financial Institutions, Reform, Recovery, and Enforcement
Act
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MBR . Minority Bankers Roundtable

NBA National Bankers Association
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0TS Office of Thrift Supervision

ROA return on assets
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United States Government Accountability Office
Washington, DC 20548

October 4, 2006
Congressional Requesters

Minority banks are a small cornmunity within the banking industry,
accounting for about 2 percent of all financial institutions and total
industry assets.' Despite their small numbers, minority banks can play an
iraportant role in serving the financial needs of historically underserved
communities, such as African-Americans, and growing populations of
minorities, such as Hispanic-Americans and Asian-Americans. For this
reason, Section 308 of the Financial Institutions Reform, Recovery, and
Enforcement Act of 1989 (FIRREA) established goals that federal
regulators must work toward to preserve and promote such institutions.®
For example, the Federal Deposit Insurance Corporation (FDIC) and the
Office of Thrift Supervision (OTS), in consultation with the Department of
the Treasury (Treasury), are required to provide minority banks with
technical assistance and training and educational programs and to work
toward preserving the character of minority banks in cases involving

'For purposes of this report, the term “minority banks” refers to all depository
institutions—including thrifts—that are considered minority- or wormen-owned by the
Department of the Treasury (Treasury) and the federal banking regulators—the Federal
Deposit Insurance Corporation (FDIC), the Board of Governors of the Federal Reserve
System (Federal Reserve), the Office of the Corptroller of the Currency (OCC), and the
Office of Thrift Supervision (OTS). As discussed in appendix II, FDIC and OTS are subject
to the “minarity depository institution definition” set forth in Section 308 of the Financial
Institutions Reform, Recovery, and Enforcement Act of 1989 (FIRREA). Treasury uses
different criteria as set forth for eligibility in its Minority Bank Deposit Program (MBDP).
OCC and the Federal Reserve eraploy Treasury’s criteria for minority- and women-owned
banks (although the Federal Reserve uses both the FIRREA definition and Treasury’s for
different purposes). Treasury and each of the banking regulators corapile lists of
institutions that they consider to be eligible to participate in their minority banking efforts.
As Section 308 of FIRREA is not aimed at preserving and promoting the minority
ownership status of credit unions, we did not include the Natioral Credit Union
Administration in our review.

*FIRREA, Pub. L. No. 101-73, § 308, 103 Stat. 183, 353 (1989).

Page 1 GAO-07-6 Minority Banks
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mergers or acquisitions of these institutions (we refer to these activities as
efforts to support minority banks in our report).®

In 1993, we reported on efforts by Treasury, FDIC, and OTS to support
minority banks in accordance with Section 308 of FIRREA.* At that time,
we found that these agencies had taken steps to respond to Section 308,
but minority banks we interviewed gave FDIC and OTS mixed reviews on
their efforts. In particular, minority banks were concerned that the
regulators did not provide adequate technical assistance. Further, minority
banks expressed concerns about related regulatory issues, including their
view that agency safety and soundness examiners did not fully understand
the unique challenges their institutions faced.®* We recommended that
FDIC and OTS periodically survey minority banks to assess the
effectiveness of their efforts to support such institutions.

You requested that we follow up on our 1993 report and review all of the
federal banking regulators’ efforts to support minority banks, including the
activities of the Office of the Comptroller of the Currency (OCC) and the
Board of Governors of the Federal Reserve System (Federal Reserve),
which are not subject to Section 308 of FIRREA.® Accordingly, our
reporting objectives were to (1) review the profitability of minority banks
over time, (2) identify the federal banking regulators’ efforts to support
minority banks and determine whether the regulators were evaluating the
effectiveness of these efforts, and (3) obtain the views of minority banks
on the federal regulators’ minority banking support efforts and related
regulatory issues.

3«Technical assistance” is typically defined as one-on-one assistance that a regulator may
provide to a bank. For example, a regulator may advise a bank on compliance with a
particular statute or regulation. Regulators may also provide technical assistance to banks
that is related to deficiencies identified in safety and soundness or compliance
examinations. In contrast, education programs are typically open to all banks regulated by
a particular agency or to all banks located within a regulator’s regional office. For example,
regulators may offer training for banks to review compliance with laws and regulations,

*GAO, Minority-Owned Financial Institutions: Status of Federal Efforts to Preserve
Minority Ounership, GAO/GGD-94-1 (Washington, D.C.: Nov. 3, 1993).

*Federal banking regulators conduct periodic examinations of banks to assess their
financial condition and compliance with laws and regulations, among other activities.

®Unless otherwise specified, we use the term “Federal Reserve” throughout this report to
refer to the Federal Reserve System. The Federal Reserve System includes the Federal
Reserve's Board of Governors and the 12 Federal Reserve Banks.

Page 2 GAC-07-6 Minority Banks



217

To address the first objective, we obtained and analyzed financial data for
minority banks from FDIC for 2005, 2000, and 1995.” We also reviewed
background literature and conducted interviews with minority banks to
discuss the business environment in which these banks operate. For the
second objective, we interviewed officials from the Department of the
Treasury, FDIC, Federal Reserve, OCC, and OTS and reviewed regulators’
documentation addressing their efforts to support minority banks and
assess the effectiveness of these efforts. We also compared the regulators’
efforts to our standards for program assessment and performance
measures and those established in the Government Performance and
Results Act. To address the third objective, we conducted a Web-based
survey of all institutions identified by the banking regulators as minority
institutions. The survey, which was conducted from March through April
2006, asked about the banks’ awareness and use of the regulators’ minority
bank support efforts and also asked the banks to rate these efforts. We
received 149 survey responses out of a total population of 195 minority
banks, for a response rate of 76 percent. We also interviewed relevant
trade associations and a sample of 19 minority banks throughout the
United States that we selected based on type of minority ownership and
primary regulator. Appendix I explains our scope and methodology in
greater detail. Appendix I describes each regulator’s definition of
minority-owned and women-owned banks for purposes of eligibility for
participation in the regulator’s particular minority banking support efforts.
Appendix III provides the number of minority banks that responded to
each survey question discussed in the report and thereby supplements the
use of percentages to summarize these results. All survey questions and
the frequencies of responses to each question are presented in a
supplemental product that can be found on our Web site at
www.gao.gov/cgi-bin/getrpt?GAO-07-7SP.

We conducted our work in Washington, D.C., and New York from
December 2005 to September 2006 in accordance with generally accepted
government auditing standards.

"Because information on minority banks was not available for both 2000 and 1995 from all
federal banking regulators, for these periods we analyzed only those minority banks that
were still operating as minority institutions in 2005. As a result, minority banks that failed
or merged with other institutions between 1995 and 2005 are not included in the analysis
for those years. In addition, we were unable to confirm that all 2005 minority banks were
operating as minority banks in 1995 and 2000, although the rate of change in ownership
among minority banks is low.
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Results in Brief

Our analysis of FDIC data showed that while the profitability of most
rinority banks with assets greater than $100 million nearly equaled the
profitability of all similarly sized banks (peers), the profitability of smaller
minority banks and African-American banks of all sizes did not.?
Profitability is cormmonly measured by return on assets (ROA), or the ratio
of profits to assets, and ROAs are typically compared across peer groups
to assess performance.® Many small minority banks (those with less than
$100 million in assets) had ROAs that were substantially lower than those
of their peer groups in 2005 as well as in 1995 and 2000. Moreover, African-
American banks of all sizes had ROAs that were significantly below those
of their peers in 2005 as well as in 1995 and 2000 (African-American banks
of all sizes and other small minority banks account for about half of all
minority banks). Our analysis of FDIC data identified some possible
explanations for the relatively low profitability of some small minority
banks and African-American banks. In particular, some of these banks
maintain relatively high reserves for potential loan losses or may have
higher operating expenses, such as administrative expenses or salaries,
than other banks. The results of other studies we reviewed were
consistent with these findings, and minority banks that we spoke with
offered additional explanations, such as the effects of increased
competition from larger banks. Nevertheless, the majority of officials from
banks across all minority groups were positive about their banks’ financial
outlook, and many saw their minority status as an advantage in serving
their communities (for example, in providing services in the language
predominantly used by the minority community).

The bank regulators have adopted differing approaches to supporting
minority banks, and no agency assessed the results of its efforts through
regular and comprehensive surveys of minority banks or outcome-oriented
performance measures.'* FDIC—which supervises more than half of all
minority banks—currently has the most comprehensive program to
support minority banks and leads an interagency group that coordinates
such efforts. Among other things, FDIC has designated officials in the
agency's headquarters and regional offices who are responsible for
minority bank efforts, holds periodic conferences for minority banks, and

®Peer groups include all institutions of a similar asset size, including minority and
nonminority institutions. Peer groups were defined by FDIC.

Examples of assets include loans and securities,

“0utcome-oriented performance measures assess the results of a program against its
intended purposes.
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has established formal policies for annual outreach to the banks it
regulates to make them aware of available technical assistance. OTS also
has staff who are responsible for the agency’s efforts to support minority
banks, has developed outreach procedures, and focuses its efforts on
providing technical assistance. OCC and the Federal Reserve, while not
required to do so by Section 308 of FIRREA, have undertaken some efforts
to support minority banks, such as holding occasional conferences for
Native American banks, and are planning additional efforts. FDIC has
proactively sought to assess the effectiveness of its support efforts
through, for example, surveying minority banks. However, these surveys
have not addressed key activities, such as the provision of technical
assistance, and the agency has not established outcome-oriented
performance measures for its support efforts. None of the other regulators
comprehensively surveys minority banks on their support efforts or has
established outcome-oriented performance measures. Consequently, the
regulators are not well positioned to assess the results of their minority
bank support efforts or identify potential areas for improvement.

In our survey, minority banks identified potential limitations in the
regulators’ support efforts and related regulatory issues that would likely
be of significance to agency managers and may warrant follow-up analysis.
Specifically, our survey showed that (1) only about one-third of minority
banks view the regulators’ support efforts as very good or good; (2)
minority banks’ usage of the agencies’ technical assistance appears to be
low; and (3) some minority banks have concerns about related regulatory
activities, such as examiners’ knowledge of issues that affect their
Institutions. About 36 percent of survey respondents rated their regulators’
efforts for minority banks as very good or good, while 26 percent rated the
efforts as fair, 13 percent as poor or very poor, and 25 percent responded
“don’t know.” Banks regulated by FDIC, which had the most extensive
program and outreach efforts, were more positive about their agency’s
efforts than banks regulated by other agencies. However, only about half
of the FDIC-regulated banks and about a quarter of the banks regulated by
other agencies rated their agency's efforts as very good or good. While
FDIC and OTS both emphasize the provision of technical assistance as
part of their minority bank efforts, our survey showed that less than 30
percent of institutions regulated by these agencies took advantage of such
assistance within the last 3 years. The majority of those banks that used
technical assistance, however, found it to be useful. Minority banks
regulated by OCC and the Federal Reserve reported similarly low usage of
the agencies’ technical assistance services. While it is not clear from our
survey why relatively few minority banks use the agencies’ technical
assistance services and regulators cannot compel banks to use such
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assistance, the potential exists for many such institutions, particularly
small and African-American banks, to benefit from assistance that might
help improve their operations and financial performance. As with our
findings in our 1993 report, some minority bank officials said that
examiners do not always understand the challenges that the banks may
face in providing services in their communities or operating
environments." Although the bank officials said they did not expect
special treatment in the examination process, they suggested that
examiners needed to undergo more training to improve their
understanding of minority banks and the customer base they serve.

This report makes a recommendation designed to help ensure that the
bank regulators are better able to understand the reasons behind potential
limitations in their support efforts and related activities—particularly the
limited use of technical assistance and concerns about examiners’
knowledge of minority bank issues—within the minority bank community
and to take corrective actions as necessary. Specifically, the report
recommends that the federal banking regulators review the effectiveness
of their efforts to support minority banks and, in so doing, consider
employing the following methods: (1) regularly surveying the minority
banks under their supervision on all efforts and regulatory areas affecting
these institutions and/or (2) establishing outcome-oriented performance
measures to evaluate the extent to which their efforts are achieving their
objectives. Regulators may also wish to focus their efforts on obtaining
feedback from small minority banks and African-American banks in order
to identify and address, if possible, any issues that may be causing the
relatively low profitability of some of these institutions.

We provided a draft of this report to FDIC, OTS, OCC, and the Federal
Reserve for comruent, and they provided written comments that are
reprinted in appendixes IV-VIL In their responses, the agencies further
elaborated on their existing minority bank efforts and described planned
initiatives. Further, FDIC, OTS, and OCC agreed to implement our
recommendation, while the Federal Reserve said it would consider
implementing it. The agencies also provided technical corments, which
were incorporated as appropriate. We also requested comments from the
Department of the Treasury on the section of the draft report relevant to

"'When asked for suggestions about how regulators could improve their efforts to support
minority banks, 21 percent of survey responses mentioned this issue. In addition, several
ruinority banks we spoke with in interviews voiced similar opinions.
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its activities under Section 308 of FIRREA. Treasury provided us with
technical comments, which we have incorporated as appropriate.

Background

Many minority banks are located in urban areas and seek to serve
distressed communities and populations that have traditionally been
undeserved by financial institutions. For example, after the Civil War
banks were established to provide financial services to African-Americans.
More recently, Asian-American and Hispanic-American banks have been
established to serve the rapidly growing Asian and Hispanic communities
in the United States. In our review of regulators’ lists of minority banks,
we identified a total minority bank population of 195 for 2005 (table 1).

Tabie 1: Number and Percentage of Minority Banks, by Type, 2005

Type of minority bank Number of banks Percentage of all minority banks
Astan-American® 73 37
African-Ametican 46 24
Hispanic-American 38 18
Native American . 20 10
Women-owned 13 7
Other” 5 3
Total 185 100

Sourca; GAO analysis of Treasury and federal banking mgulators' data.

Note: We identified the total minority bank ion by ining and revi g the mast current
lists (available at the time the population was compiled) frum the faderal banklng regulators and
Treasury. We reviewed FDIC and the Federal Reserve's publicly available lists, which were current
as of September 30, 2005. We also reviewed OCC’s fist from December 31, 2005, Treasury’s most
recent {ist from 2004, and OTS’s from January 2006.

*Asi includes indivit of Pacific Istand descent.

*The “other” category includes banks considered to have minority status that are nat covered by the
fisted minority categories. “Other” also includes banks that are owned or managed by more than ane
minarity group in accordance with a banking regutator's definition.

Table 2 shows that the distribution of minority banks by size is similar to

the distribution of all banks by size. More than 40 percent of all minority
banks had assets of less than $100 million.
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Table 2: Percentage of Minority Banks and Total Banking industry, by Asset Size,

2005

Percentage of minority Percentage of total
Asset size banks banking industry
< $100 miltion 42 44
$100 miftion to $300 million 32 33
$300 miffion to $500 miltion 9 g
$500 milfion to $1 billion 7 7
$1 billion to $10 billion 7 6
> $10 bilion 3 1
Total 100 100

Source: GAO analysis of FDIC data.

Each federally insured depository institution, including each minority
bank, has a primary federal regulator: FDIC, OTS, OCC, or the Federal
Reserve. The primary regulator for each bank is determined by the

institution’s charter (table 3)."

Table 3: Federal Bank Regutator Bank Supervisory Responsibilities, by Bank

Charter
Reguiator Type of bank
FDIC State-chartered banks that are not members of the Federal Reserve
System
OTs Federally chartered and state-chartered savings associations and
registered savings and loan holding companies
ocC Nationaily chartered banks and federal branches of foreign banks

Faderal Reserve

State-chartered banks in the Federal Reserve System, bank holding

companies, and international banking facilities within the United

States

Saurca: FDIC, OTS, OGC, and the Federal Reserve

“Throughout the report, we refer to thrifts as banks.
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As shown in table 4, FDIC serves as the federal regulator for over half of
minority banks—109 out of 195 banks, or 56 percent-—and the Federal

Reserve regulates the fewest.”

Tabte 4: Number of Minarity Banks, by Regutator, 2005/2006

Regulator Number of minority banks Percentage
FDIC 109 56
ocC 43 22
OTS 22 11
Federal Reserve 21 11
Total 195 100

Source: GAD analysis of Treasury and tha federat bariking reguiators’ data.

Note: Treasury and the banking regulators have different criteria for the banks they consider to bs
eligible to participate in their minority bank efforts {sea app. H). In accordance with our request, in our
poputation of minority banks we inciuded any bank considered by at least one regulator to be eligible
1o participate in its efforts. There are cases where minority banks not considered by their primary
regulator to be minority institutions were considered to be aligible for participation in another
regulatar’s efforts. Ten minority banks regufated by FDIC were such cases, as were 4 Federal
Reserve banks, 1 OTS bank, and 3 QCC banks.

The primary responsibilities of federal banking regulators include helping
to ensure the safe and sound practices and operations of the institutions
they oversee, the stability of financial markets, and compliance with laws
and regulations. To achieve these goals, among other activities, the
regulators conduct on-site examinations, issue regulations, conduct
investigations, and take enforcement actions. Regulators may also close
banks that are deemed to be insolvent and pose risks to the Deposit

“In our 1993 report, we reported that FDIC supervised 52 minority banks and OTS
supervised 41 minority banks as of March 1993, OCC officials told us that their agency
regulated 42 minority banks in 1993, and the Federal Reserve reported that it regulated 16

in 1893.
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Insurance Fund."” FDIC is responsible for ensuring that deposits in failed
banks are protected up to established federal deposit insurance limits.*

Banking regulators primarily focus on ensuring the safety and soundness
of banks, but laws and regulatory policies can identify additional goals and
objectives. Recognizing the importance of minority banks, under Section
308 of FIRREA, Congress outlined five broad goals that FDIC and OTS, in
consultation with Treasury, are to work toward to preserve and promote
minority banks. These goals are

preserving the present number of minority banks;

preserving their minority character in cases involving mergers or
acquisitions of minority banks;

providing technical assistance to prevent the insolvency of institutions
that are not currently insolvent;

promoting and encouraging the creation of new minority banks; and
providing for training, technical assistance, and educational programs.

Technical assistance is typically defined as one-on-one assistance that a
regulator may provide to a bank in response to a request. For example, a
regulator may advise a bank on compliance with a particular statute or
regulation. Regulators may also provide technical assistance to banks that
is related to deficiencies identified in safety and soundness or comnpliance
examinations. In contrast, educational programs are typically open to all
banks regulated by a particular agency or to all banks located within a

*The Deposit Insurance Fund is the fund that provides deposit insurance for banks and
thrifts and is administered by FDIC.

“For most of FDIC's history, purchase and jon agr during which a
Thealthy bank purchases some or all of the assets of a failed bank, as well as some or all of
its liabilities—have been the preferred resolution method for troubled and failed banks.
Under this method, FDIC values and markets the institutions and closes the institutions.
The other two resolution methods FDIC has employed are (1) a deposit payoff, in which
FDIC is the appointed receiver and all depositors with insured funds are paid the full
amount of their deposits (depositors with uninsured funds and other general creditors of
the failed bank are given receivership, entitling ther to a share of the net proceeds from
the sale of the bank’s assets); and (2) an open bank assistance agreement under which
FDIC provides financial assistance to an operating insured bank that is in danger of closing
by making loans to the bank, purchasing assets, or placing deposits in the troubled bank.
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regulator’s regional office, For example, regulators may offer training for
banks to review compliance with laws and regulations,

Larger Minority Banks
Showed Profitability
Close to That of Their
Peers and Historical
Benchmarks, but
Many Small and
African-American
Banks Have Been
Less Profitable

Most minority banks with assets exceeding $100 million were nearly as
profitable—measured by ROA~-as their peers in 2005 as well as in earlier
years, or had levels of profitability that have historically been considered
adequate, according to our analysis of FDIC data. However, small minority
and African-American banks of all sizes (which together account for about
half of all minority institutions) have been significantly less profitable than
their industry peers. Our analysis and other research has suggested some
possible reasons for lower profitability among some small minority banks
and African-American banks, such as higher reserves for potential loan
losses and higher operating expenses. The results of other studies we
reviewed were consistent with these findings, and minority banks that we
spoke with offered additional explanations, such as the effects of
increased competition from larger banks. However, overall officials from
banks across all minority groups were positive about the financial outlook
of their institutions. Many found their minority status to be an advantage
in serving their communities—for example, in communicating with
customers in their primary languages.

Small and African-
American Banks’
Profitability Was Lower
than That of Peers

As shown in figure 1, most minority banks with assets exceeding $100
million had ROAs in 2005 that were close to those of their peer groups,
while many smaller banks had ROAs that were significantly lower than
that of their peers.'® Minority banks with more than $100 million in assets
accounted for 58 percent of all minority banks, while those with less than
$100 million accounted for 42 percent."” Each size category of minority
banks with more than $100 ruillion in assets had a weighted average ROA
that was slightly lower than that of its peers, but in each case their ROAs
exceeded 1 percent.” By historical banking industry standards, an ROA of
1 percent or more has generally been considered an adequate level of

"Some minority banks were established relatively recenily (between 2002 and 20086).
Although newer banks tend to be less profitable than older banks, we found that, in 2005,
generally both older and newer small banks had significantly lower ROAs than their peers.

*The banking industry as a whole has an asset size distribution similar to that of minority
banks {table 2).

%A weighted average is a variation on a simple average. Weighted averages take into
account banks’ asset size instead of counting each bank as an equal unit.
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profitability. We found that of these larger minority banks, Hispanic-
American, Asian-American, Native American, and women-owned banks
were close to, and in some cases exceeded, the profitability of their peers
in 2005.

Overall, small minority banks (those with assets of less than $100 million)
had an average ROA of 0.4 percent, and their peers had an average ROA of
1 percent. Qur analysis of FDIC data for 1995 and 2000 also indicated some
similar patterns, with minority banks with assets greater than $100 million
showing levels of profitability that were generally close to those of their
peers, or ROAs of about 1 percent, while minority banks with assets of less
than $100 million showed greater differences with their peers. Further, in
2000 the Chairman of FDIC discussed the agency’s finding that many small
minority banks lagged in profitability. According to FDIC’s analysis, nearly
70 percent of small minority banks reported an ROA in 1999 of under 1
percent, and nearly 40 percent reported an ROA of less than half the
industry average.”

®Donna Tanoue, “Remarks By Donna Tanoue, Chairman Federal Deposit Insurance
Corporation before The National Bankers Association, Chicago, Illinois October 4, 2000,”
FDIC. Available at http//www.fdic.gov/news/s hes/archives/2000/sp040ct00.hiral,
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Figure 1: Percentage of Minority Banks by Size and Average ROA for Minority Banks and Peer Groups by Asset Size, 2005
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Among small minority banks, Aftican-American, Asian-American, and
Hispanic-American banks had ROAs that were significantly lower than
those of their peers, while the ROAs of small Native American and women-
owned banks were closer to those of their peers (fig. 2). For example, the
ROA for sraall Asian-American banks in 2005 was 0.10 percent and
Hispanic-American banks’ ROA was 0.65 percent, compared with their
peers’ ROA of 1 percent. Our analysis of FDIC data for 1995 and 2000
showed similar resuits, with small African-American, Asian-American, and
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Hispanic-American banks in particular having significantly lower ROAs
than their peers.”

Figure 2: Average ROA of Smali Minority Banks, 2005
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Source: GAO analysss of FDIC data.

The profitability of African-American banks has generally been below that
of their peers in all size categories (fig. 3).*' African-American banks with
less than $100 million in assets—which constitute 61 percent. of all

BThe findings from our lysis of ROAs were it with our analysis of another
measure of profitability——return on equity (ROE). ROE represents the bank's net income
divided by shareholders’ equity. As with ROA comparisons, small minority banks had on
average lower ROEs than their peers (3.83 versus 8.09). And consistent with our ROA
analysis, among small minority banks, African-American (ROE of 1.54), Asian-American
(0.72), and Hispanic-American banks (6.11) had lower ROEs than Native American (8.69)
and women-owned institutions (8.39), Further, African-American banks with assets of
between $100 milkion and $300 million had ROEs that were significantly lower, on average
(3.45), than those of their peers (11.03).

#In 2005, African-American banks did not occupy all asset size categories. The largest
Alfrican-American banks had less than $1 billion in assets, and these banks were not found
in the largest size categories: $1 billion to $10 billion and greater than $10 billion.
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African-American banks--had an average ROA of (.16 percent, while their
peers averaged 1.0 percent. Similarly, African-American banks with assets
of between $100 million and $300 million—which constituted 26 percent of
all African-American banks-—had ROAs that were 75 percent lower than
those of their peers. While profitability improved among larger categories,
the profitability of African-American banks with assets of $300 million or
more was lower than that of their peers. Our analysis of FDIC data for
2000 and 1995 also found that African-American banks of all sizes had
lower ROAs than their peers. For example, in 2000 African-American
banks with assets of between $100 million and $300 million had an average
ROA that was about half of their peers' average of 1.2 percent.

ettt 50ttt s
Figure 3: Average ROA af African-American Banks and Peer Banks by Asset Size,
2005
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Higher Loan Loss
Reserves, Operating Costs,
and Increased Corpetition
May Help Explain Lower
Profitability of Certain
Minority Banks

Our analysis of 2005 FDIC data suggests some possible reasons for the
differences in profitability between some minority banks and their peers.”
For example, our analysis of 2005 FDIC data showed that African-
American banks with assets of less than $300 million--which constitute 87
percent of all African-American banks~—had significantly higher loan loss
reserves as a percentage of their total assets than the average for their
peers (fig. 4).* Although having higher loan Joss reserves may be
necessary for the safe and sound operation of any particular bank,
because loan loss reserves are counted as expenses, higher reserves lower
bank profits. Most Asian-American, Hispanic-American, Native American,
and women-owned banks had loan loss reserves that were closer to the
average for their peer group in 2005.

“While our review offers possible explanations for lower levels of profitability among some
rainority banks, it does not attempt to fully explain the differences among various minority
groups or sizes of minority banks.

*The term “loan loss reserves” refers to the allowance each bank must maintain to absorb
estimated credit losses associated with its loan and lease portfolio.
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Figure 4: Average Loan Loss Reserves as a Percentage of Assets for African-
American and Peer Banks, 2005
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We also found some evidence that higher operating expenses may affect
the profitability of some minority banks. Operating expenses—
expenditures for items such as administrative expenses and salaries—are
typically compared to an institution’s total earning assets, such as loans
and investrnents, to indicate the proportion of earning assets banks spend
on operating expenses. As figure b indicates, many minority banks with
less than $100 million in assets had higher operating expenses than their
peers in 2005. Specifically, the average ratio of minority banks’ operating
expenses to earning assets was 4.88 percent, compared with an average
3.86 percent for the peer group, or a difference of 21 percent.
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Figure 5: Average Operating Expenses Retlative to Earning Assets of Banks with
Assets Less than $100 mittion, 2005 .
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Small African-American and Asian-American banks had higher operating
expenses than their peers (41 and 20 percent higher, respectively), while
operating expenses for small Hispanic-American banks were closer to
their peers (7 percent higher). Data on the operating expenses of small
women-owned banks were lower than their peers, while Native American
banks had higher operating expenses, although, as we have seen, both
Native American and women-owed banks were the most profitable of
small minority banks. Because larger African-American banks were
relatively less profitable than their peers, we also reviewed FDIC data on
their operating expenses in 2005. The FDIC data indicate that African-
American banks with assets of between $100 million and $500 million had
operating expense ratios that exceeded those of their respective peer
groups by 20 percent or more. Other studies corroborated our findings
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that some minority banks operate in more challenging markets and may
face higher operating costs.™ A

Officials from several minority banks we contacted also described aspects
of their operating environments and business practices, including a focus
on customer service that could result in higher operating costs. In
particular, the officials cited the costs associated with providing banking
services in low-income urban areas or in communities with high immigrant
populations. Bank officials also told us that they focus on fostering strong
customer relationships, sometimes providing financial literacy services.
Consequently, these banks spend more time and resources on their
customers per transaction than other banks as part of their mission. Other
minority bank officials said that their customers made relatively small
deposits and preferred to do business in person at bank branch locations
rather than through potentially lower-cost alternatives, such as over the
phone or the Intemet.

Along with these factors, minority bank officials we contacted cited other
factors that could limit their profitability. First, many minority banks
indicated competition from larger banks, credit unions, and nonbanks as
their institution’s greatest challénge. In particular, minority bank officials
said that larger banks, in response to Community Reinvestment Act (CRA)
incentives, were increasingly posing competitive challenges among the
banks’ traditional customer base.” The bank officials said that larger
banks could offer loans and other financial products at more competitive
prices because these banks could raise funds at lower rates and had
advantageous operational efficiencies. Second, some African-American,
Asian-American, and Hispanic-American banks cited attracting and
retaining quality staff as a challenge to profitability. Officials from one
Hispanic-American bank said that the difficulty of attracting qualified new
staff restricted the bank’s growth. An Asian-American banker said that

#Zahid Igbal, Kizhanathan V. Ramaswamy, and Aigbe Akhigbe, “The Output Efficiency of
Minority-Owned Banks in the United States,” Intey tonal Review of Ec ies and
Finance, vol. 8 (1999) p. 113; Iftekhar Hasan and Williara C. Hunter, “Management
Efficiency in Minority- and Women-owned banks,” Economic Perspectives, vol. 20 (1995).
Edward C. Lawrence, “The Viability of Minority-Owned Banks,” The Quarterly Review of
Economics end Finance, vol. 37, no. 1 (1997).

*Section 807 of the Community Reinvestment Act of 1977 requires the federal banking
regulators in connection with their examinatien of each institution they supervise to assess
the institution’s record of meeting the credit needs of the entire community it serves,
including moderate- and low-income neighborhoods. Pub, L. No. 95-128, § 807, 91 Stat. 1147
(codified as amended at 12 U.S.C. § 2906).
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many Asian-American banks tended to focus on the Asian-American
market, potentially limiting the pool of qualified applicants.

Despite these challenges, officials from banks across minority groups were
optimistic about the financial outlook for their institutions. When asked in
our survey to rate their financial outlook compared to those of the past 3
to b years, 65 percent said it would be much or slightly better; 21 percent
thought it would be about the same, and 11 percent thought it would be
slightly or much worse, while 3 percent did not know. Officials from
minority banks said that their institutions had advantages in serving
minority communities. For example, officials from an Asian-American
bank said that the staff’s ability to communicate in customers’ primary
language provided a competitive advantage.

Regulators Adopted
Differing Approaches
to Supporting
Minority Banks, but
Assessment Efforts
Were Limited

FDIC has established the most comprehensive efforts among the bank
regulators to support minority banks and also leads interagency efforts to
coordinate agencies' activities. OTS also has developed several specific
initiatives to support minority banks. While not required to do so by
Section 308 of FIRREA, OCC and the Federal Reserve have taken some
steps to support minority banks, such as holding occasional conferences
for Native American banks, and are planning additional efforts. Treasury,
which FIRREA stipulates is to consult with FDIC and OTS on preserving
minority banks, no longer does so on a routine basis, but Treasury officials
told us that the agency does confer with the banking agencies on an as-
needed basis, Although recently FDIC has proactively sought to assess the
effectiveness of its efforts to support minority banks, none of the
regulators routinely survey institutions they regulate to obtain
comprehensive performance information on their minority bank efforts,
nor have they established outcome-oriented performance measures to
gauge results in relation to pre-established targets. As a result, the
regulators are not well positioned to assess the results of their efforts to
support minority banks or identify potential areas for improvement.

FDIC Has the Most
Comprehensive Minority
Banking Support Efforts

Of the four banking regulators, FDIC—which supervises 109 of 195
minority banks—has developed the most extensive efforts to support such
institutions (fig. 6). FDIC also has taken the lead in coordinating
regulators’ efforts in support of minority banks, including leading a group
of all the banking regulators that meets semiannually to discuss individual
agency initiatives, training and outreach events, and each agency's list of
minarity banks. FDIC and OTS have established national and regional
coordinators to implement their policies to support minority banks and
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Policy Statements

provide routine technical and other outreach procedures for the
institutions that they regulate. OCC officials we contacted said that they
believed that minority banks could play an important role in providing
financial services to minorities and other groups, and Federal Reserve
officials told us that they adhered to the spirit of Section 308 of FIRREA.
‘While neither agency has developed support efforts designed specifically
for all the minority institutions that they regulate, both agencies provide
technical assistance and educational services to minority banks upon
request, as they do for all of their supervised banks, and have undertaken
efforts in support of some types of minority banks. Both agencies also told
us that they were planning additional efforts to support minority
institutions.

Figure 6: Banking Reguiators’ Efforts to Support Minority Banks
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Source: GAO,

*FDIC holds conferences for all minority banks on a regular basis. OTS, OCC, and the Federal
Reserve have hasted occasional events for some groups of minority banks,

The following briefly describes the regulators’ minority bank support
prograrms, as listed in figure 6.

FDIC, OTS, and OCC all have policy statements that outline the agencies’
efforts with respect to minority banks. The policy statements discuss how
the regulators identify minority banks, participate in minority bank events,
provide technical assistance, and work toward preserving the character of
minority banks during the resolution process. OCC officials told us that
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Staffing Structure

‘Web Pages

they developed their policy statement in 2001 after an interagency meeting
of the federal banking regulators on minority bank issues. Both FDIC and
OTS issued policy statements in 2002.

FDIC has a national coordinator in Washington, D.C., and coordinators in
each regional office from its Division of Supervision and Consumer
Protection to implement the agency’s minority bank program. Among
other responsibilities, the national coordinator regularly contacts minority
bank trade associations about participation in events and other issues,
coordinates with other agencies, maintains FDIC’s list of all insured banks
that are considered to be minority under the agency’s definition, and
compiles quarterly reports for the FDIC chairman based on regional
coordinators’ reports on their minority bank activities. Sirailarly, OTS has
a national coordinator in its headquarters and supervisory and community
affairs staff in each region who maintain contact with the minority banks
that OTS regulates. The national coordinator participates in the
interagency coordination meetings with the other banking regulators and
works with the regional community affairs staff to compile the agency’s
annual report to Congress on minority bank issues. OCC and the Federal
Reserve do not have similar structures in place. However, OCC does have
an agency ombudsinan who maintains contact with minority banks and a
senior adviser for external outreach and minority affairs who participates
in the interagency coordination meetings. Officials from the Federal
Reserve—which directly supervises the fewest number of minority
banks—told us that Federal Reserve staff at the district level maintain
frequent contact with minority banks under their purview and Federal
Reserve staff participate in interagency coordination meetings.

FDIC has a public Web page dedicated specifically to minority banking
issues that includes FDIC’s list of all minority banks, staff contacts, links
to trade associations and other relevant sites, and a link to provide
feedback on FDIC’s minority banking efforts. FDIC officials told us that
the feedback link has been on their Web page since 2002 but that the
agency rarely receives feedback from minority banks. FDIC is planning to
improve its Web page by adding a link to FDIC’s home page and additional
resources, including research highlighting issues relevant to minority
banks.

OCC also has a Web page that contains some information on minority
bank issues. The Web site containing this page, BankNet, is available to
registered national banks. OCC’s Web site is not as extensive as FDIC's but
does contain a list of minority banks that OCC regulates, links to OCC’s
minority bank policy statement, and a comparative analysis tool to
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Minority Bank Events and
Training

compare the financial performarice of minority banks with that of their
peers.

FDIC has taken the lead role in sponsoring, hosting, and coordinating with
the other regulators events in support of minority banks. These events
have included

A national conference in 2001, which was attended by about 70 minority
banks supervised by different banking regulators and in which all four
banking regulators participated. Participants discussed challenges, shared
best practices, and evaluated possible actions regulators could take to
preserve minority banks.

In August 2006, FDIC sponsored a national conference for minority banks
in which representatives from OTS, OCC, and the Federal Reserve
participated.

Regional forums and conferences, which were organized after 2002 to
follow up on the national conference and implement initiatives set forth in
FDIC’s 2002 policy statement. FDIC officials told us that these events are
held annually by each of their regional offices. The content of these events
has varied among regions, but has included issues relating to safety and
soundness and compliance examinations, coramunity affairs, deposit
insurance, and FDIC’s minority banking program. Representatives from
other banking agencies have participated in these events.

The Minority Bankers Roundtable (MBR) series, which FDIC officials told
us was designed to provide insight into the regulatory relationship
between minority banks and FDIC and explore opportunities for
partnerships between FDIC and these banks. In 2005, FDIC held six
roundtables around the country for minority banks supervised by all of the
regulators.

Other regulators have also held events in support of minority banks. For
example:

In May 2006, the Director, Deputy Director, and the Northeast Regional
Director of OTS held a meeting in New York in which all of the OTS-
regulated minority banks in the region participated. The issues discussed
included ways to strengthen community development and investment
activities and partnerships with community-based organizations, and other
issues of concern.
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Technical Assistance and Other
QOutreach Procedures

In 2002, OCC held a forurn with the North American Native Bankers
Associations and a Native American bank and have created publications
on banking in Native American communities. In February 2006, OCC held
an event for several chief executive officers from African-American
national banks to meet with OCC's Executive Committee and the
Comptroller of the Currency to discuss the challenges these banks faced.

Federal Reserve banks have hosted workshops and other events for Native
American banks, as well as produced publications on Native American
banking.

Outside of the customary training and educational programs that
regulators make available to all banks, FDIC is the only regulator to
convene training sessions only for minority banks (including minority
banks not regulated by FDIC) that the banks may attend free of charge.
FDIC officials told us that the agency’s regional offices have held several
such training sessions on an as-needed basis or when suggested at
minority bank events. For example, FDIC's Dallas regional office has
conducted 1-day seminars in 2004 and 2005 specifically for minority banks
that included presentations on compliance, the Bank Secrecy Act and anti-
money-laundering issues, and economic and banking conditions.

All of the federal banking regulators told us that they provided their
minority banks with technical assistance if requested, but only FDIC and
OTS have specific procedures for offering this assistance. More
specifically, FDIC and OTS officials told us that they proactively seek to
make minority banks aware of such assistance through established
outreach procedures outside of their customary examination and
supervision processes. FDIC also has a policy that requires its regional
coordinators to ensure that examination case managers contact minority
banks 90 to 120 days after an exarnination to offer technical assistance in
any problem areas that were identified during the examination. This policy
is unique to minority banks. As part of their quarterly reports to
headquarters, FDIC regional coordinators report on how many offers of
technical assistance they have made to minority banks and how many
banks requested the assistance. More generally, FDIC staff contact the
minority banks they supervise at least once a year to offer to have a
mermber of regional management meet with banks’ board of directors and
to familiarize the institutions with FDIC's initiatives.

OTS officials told us that technical assistance is the focus of their minority

banks efforts. According to the agency’s policy statement, OTS monitors
the financial condition of minority banks to identify those that might
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benefit from a program of increased support and technical assistance. OTS
regional staff contact minority banks they supervise annually to make
them aware of their minority bank efforts and to offer to meet with the
banks’ boards of directors to discuss issues of interest and types of
assistance OTS can provide.

Additionally, FDIC and OTS officials told us that they have taken proactive
steps to assist individuals or groups that have filed applications for deposit
insurance or to acquire a national thrift charter. FDIC officials said that
they had developed a package of assistance to help smaller institutions,
including many minority banks, overcome challenges associated with the
FDIC insurance application process. OTS officials said that they had
provided substantial assistance to a minority group that filed to acquire a
national thrift charter and had extended established application deadlines
to assist the group. FDIC officials said that the agency interprets FIRREA’s
general goal to “promote and preserve” minority banks as a charge to
support those minority banks already in existence or those that have filed
deposit insurance applications rather than as a charge to actively seek out
minority groups or individuals to form new banks. FDIC officials
explained that the agency was an insurer, not a chartering authority, and
that it would probably be inappropriate to encourage potential applicants
to choose one banking charter over another. OTS officials told us that the
agency currently does not promote the thrift charter to any groups but is
considering the extent to which it might do so in the future.

0OCC and the Federal Reserve provide technical assistance to all of their
banks, but they currently have not established outreach procedures for all
their minority banks outside of the customary examination and
supervision processes. However, OCC officials told us that the agency
would be designing an outreach plan for all of OCC's minority banks this
fiscal year. Federal Reserve officials told us that Federal Reserve districts
conduct informal outreach to their minority banks and consult with other
districts on minority bank issues as needed. The officials said that four
reserve banks had begun a pilot outreach program specifically tailored to
minority banks that would include technical assistance, training, advisory
visits, and ongoing analysis. Staff are in the process of conducting
interviews with rainority banks to obtain input on their draft program.

OCC and Federal Reserve officials told us that, like FDIC and OTS, their
agencies also provided assistance to minority groups during the
application process and that they put forth extra effort in certain cases.
For example, Federal Reserve officials told us that they had recently
assisted 15 sovereign tribal nations in establishing a Native American
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Policies to Preserve the
Minority Character of Troubled
Banks

bank. And like FDIC and OTS, neither OCC nor the Federal Reserve seeks
out individuals to form either minority or nonminority banks. OCC agency
officials said it would not be appropriate for their agency to do so, and
Federal Reserve officials told us that it was not within their jurisdiction to
do so, as they did not have authority to charter banks. The Federal
Reserve, however, has conducted activities such as providing information
to Native American, Muslim, and Asian-American cormunities on entering
the banking business.

FDIC has developed policies for failing banks that are consistent with
FIRREA's requirement that the agency work to preserve the minority
character of minority banks in cases of mergers and acquisitions. For
example, FDIC maintains a list of qualified minority banks or minority
investors that may be invited to bid on the assets of troubled minority
banks that are expected to fail. Officials from several minority banks we
contacted said that FDIC had invited them to bid on failing minority banks.
However, as we pointed out in our 1993 report, FDIC is required to accept
the bids on failing banks that pose the lowest expected cost to the Deposit
Insurance Fund.” As a result, all bidders, including minorities, are subject
to competition. FDIC provided us with a list of minority banks that had
failed from 1990 to 2005, Of the 20 minority banks that failed during this
period, 12 were acquired by nonminority banks and 5 by minority banks,
while 3 were resolved through deposit payoffs. According to FDIC, the
most recent failures of minority banks were two institutions in 2002,
neither of which retained its minority status.

OTS and OCC's policy statements on minority banks describe how the
agencies are to work with FDIC to identify qualified minority banks or
minority investors to acquire minority banks that are failing, Federal
Reserve officials told us that they do not have a similar written policy,
given the small number of minority banks the agency supervises. However,
agency officials said that they work with FDIC to identify qualified
inority banks or investors to acquire failing minority banks.

Officials from the four banking agencies said that they also tried to assist
troubled minority banks to help improve their financial condition before a
bank deteriorated to the point at which a resolution through FDIC was

*Section 13(c) of the Federal Deposit Insurance Act {12 U.S.C. § 1823(c)), as amended in
1991, prohibits FDIC from engaging in the assisted resolution of any failed depository
institution unless FDIC determines that the total amount of expenditures and obligations it
will incur is the least costly alternative.

Page 26 GAQ-07-6 Minority Banks



241

necessary. For example, officials fromm OCC, Federal Reserve, and OTS
said that they provided technical assistance to such institutions or tried to
identify other minority banks or investors that might be willing to acquire
or merge with them.

Treasury No Longer
Regularly Consults with
Regulators on Minority
Bank Issues but Does
Consult on an As-Needed
Basis

Section 308 of FIRREA required the Secretary of the Treasury to consult
with FDIC and OTS to determine the best methods for meeting FIRREA’s
goals in support of minority banks. In 1993, we reported that Treasury
initially convened interagency meetings to facilitate communication
among the federal banking regulators on minority banking issues.
Treasury convened four such meetings between 1990 and 1993 at which
regulators exchanged ideas, discussed policies regarding minority banks,
and worked to coordinate their efforts. However, during our work for this
report, Treasury officials said that the department no longer convened or
participated regularly in interagency discussions on minority banking
issues, although it still consulted with the federal banking regulators as
issues arose. Treasury officials explained that while the nature of the
FIRREA consulting requirement could be open to some interpretation,
given that Treasury had discontinued formal consultations in 1993, the
general view within the department is that ongoing consultations were not
required. Further, Treasury officials said the department’s authority to
assist the banking regulators in preserving the minority character of failing
minority banks was limited by federal! legislation that prohibits the
Secretary of the Treasury from intervening in matters or proceedings that
are before the Director of OTS or the Corptroller of the Currency, unless
otherwise specifically provided by law.* According to these officials,
Section 308 of FIRREA does not override this prohibition, which is also
consistent with Treasury’s policy not to intervene in case-specific matters
before the banking agencies.

Regulators Do Not Assess
Efforts through
Comprehensive Surveys or
Outcome-Oriented
Performance Measures

While FDIC has recently been proactive in assessing its support efforts for
minority banks, none of the regulators have routinely and
comprehensively surveyed their minority banks on all issues affecting the
institutions, nor have the regulators established outcome-oriented
performance measures. Evaluating the effectiveness of federal programs is
vitally important in order to manage programs successfully and improve
program results. To this end, in 1993 Congress enacted the Government

712 US.C. § 1462a(b)(3) and 12 US.C. § L.
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Performance and Results Act, which instituted a governmentwide
requirement that agencies report on their results in achieving their agency
and program goals.” Agencies can evaluate the effectiveness of their
efforts by establishing performance measures or through program
evaluation.” Performance measures are established in order to assess
whether a program has achieved its objectives and are expressed as
measurable, guantifiable indicators. Outcome-oriented performance
measures assess a program activity by comparing it to its intended
purpose or targets.” Program evaluations are systematic studies that are
conducted periodically to assess how well a program is working. In our
1993 report, we recornmended that FDIC and OTS periodically survey
minority banks that they regulate to help assess their support efforts.
Surveys are an instrument by which agencies may assess their efforts and
obtain feedback from the recipients of their efforts on areas for
improvement.

As part of its assessment methods, FDIC has recently conducted
roundtables and surveyed minority banks on aspects of its minority bank
efforts, as follows:

In 2004, in response to an FDIC Corporate Perforrmance Objective to
enhance minority bank outreach efforts, FDIC completed a review of its
minority bank outreach program that included a survey of 20 minority
banks from different regulators. Seven banks responded. On the basis of
the 2004 review, FDIC established the MBR program to gain insights into
issues affecting minority banks and obtain feedback on its efforts.

In 2005, FDIC requested feedback on its minority bank efforts from
institutions that attended the agency’s six MBRs (which approximately
one-third of minority banks attended). The agency also sent a survey letter
to all minority banks to seek their feedback on several proposals to better
serve such institutions, but only 24 minority banks responded. The
proposals included holding another national minority bank conference,
instituting a partnership program with universities, and developing a

%GA0, Managing Sor Results: Enhancing Agency Use Performance Information for
Management Decision Making, GAO-05-927 (Washington, D.C.: Sept. 9, 2005); and GAO,
The Results Act: An Evaluator's Guide to Assessing Agency Annual Performance Plan,
GAO/GGD-10.1.20 (Washington, D.C.: April 1998).

®GAO, Performance Measurement and Evaluation: Definition and Relationship, GAO-05-
739SP (Washington, D.C.: May 2005).

*Government Performance and Resilts Act of 1993 § 7, 39 U.S.C. 2801(1).
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minority bank museum exhibition.* FDIC officials said that they used the
information gathered from the MBRs and the survey to develop
recommendations for improving programs and developing new initiatives.

According to FDIC officials, these recommendations, which have been
approved and are expected to be implemented by the end of 2006, include

« enhancing the agency’s minority bank Web page by (1) adding a link to
FDIC’s home page, (2) including a calendar of minority bank events,
and (3) adding more resource links, such as links to research
highlighting issues relevant to minority banks;

» hosting another national conference for minority banks—the
conference was held in August 2006;

« continuing the MBR series and hosting six more roundtables in 2006;
and

» instituting the Unijversity Partnership Program, through which FDIC
and minority bank staff would advise and lecture at universities that
have an emphasis on minority student enrollment. The goals of the
program include enhancing recruiting efforts for minority banks and
FDIC and increasing students’ knowledge base of banking in general
and minority banks in particular.

While recently FDIC has taken steps to assess the effectiveness of its
minority bank support efforts, we identified some limitations in the
agency's approach. For example, in its surveys of minority banks, the
agency did not solicit feedback on key aspects of its support efforts, such
as the provision of technical assistance. Moreover, FDIC has not
established outcome-oriented performance measures to gauge the
effectiveness of its various support efforts. As discussed previously, in its
quarterly reports FDIC has provided output measures that track the
number of technical assistance offers it makes to minority banks and the
number of banks making use of the assistance. FDIC also requires regional
case managers to follow up with minority banks 90 to 120 days after
examinations to offer technical assistance to address deficiencies that

%This project was to develop a museum exhibition that would trace the history of minority
banks in the United States. However, after conducting additional research on this proposal,
FDIC is currently not pursuing the project, in part becanse of limited interest from some
minority banks,

Page 29 GAQ-07-6 Minority Banks



244

have been identified in examinations. However, FDIC does not report
agencywide on the extent to which minority banks are able to resolve any
deficiencies found during the examination process,

FDIC officials told us while the agency has not conducted surveys
regarding technical assistance or developed related performance
measures, technical issues may be resolved during the course of the
examination process. Further, FDIC officials said that throughout the
examination process and through other agency contacts, minority banks
may informally provide feedback on the effectiveness of any assistance
provided. However, without surveys or agencywide outcome-oriented
performance measures, FDIC management may lack comprehensive and
reliable information necessary to help ensure that agency staff provide
effective technical assistance to minority banks to help them resolve
problems identified in examinations or through other means. Further, the
public and stakeholders, such as Congress, may not be informed as to the
effectiveness of the agency's technical assistance, as well as other efforts
in support of minority banks.

In 1994-1995, OTS interviewed the 40 minority banks that it regulated to
obtain their views on the agency’s support efforts. The interviews covered
topics such as the banks’ overall impressions of the agency’s efforts,
technical assistance, and application issues and asked for suggestions for
improving OTS’s efforts to support minority banks. However, OTS has not
conducted a similar effort since that time. OTS officials told us that in 2003
and 2004 the agency conducted surveys of all OTS-regulated institutions
and that a 2006 survey is in process. Because of restrictions imposed by
the Office of Management and Budget on the amount of information that
can be collected from institutions, OTS officials told us that they surveyed
all of their banks at the same time. The surveys solicited feedback on
OTS's examination process and provided opportunities for banks to make
suggestions for iinproving OTS’s operations. While OTS officials stated
that the results from these surveys could be sorted by minority status, and
has plans to do so and use the information for program enhancement, such
analysis has not been conducted.

As required under Section 3 of FIRREA, OTS provides annual reports to
Congress that, among other things, track technical assistance offers made
to minority banks. But OTS has also not established quantifiable outcome-
oriented measures to gauge the quality and effectiveness of technical
assistance.
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OCC and Federal Reserve officials told us that they had not surveyed the
minority banks that they regulated to assess the effectiveness of their
support efforts, and neither agency has established performance measures
related to minority banking efforts. OCC officials explained that the
agency did not survey minority banks because it did not treat these banks
any differently from other banks. However, as described earlier, OCC has a
written policy statement for minority banks, information on a Web page
for such institutions, and has held events on Native American banking.
OCC officials also told us that they recently convened a forum for African-
American bankers and were in the process of developing an outreach
program specifically for its minority banks.

By not periodically surveying and obtaining comprehensive feedback from
a substantial number of minority banks or through developing outcome-
oriented performance measures for various support efforts (such as
technical assistance), the regulators are not well positioned to assess their
support efforts or identify areas for improvement. Further, the regulators
cannot take corrective action as necessary to provide better support
efforts to minority banks.

Survey of Minority
Banks Identified
Potential Limitations
in Regulators’ Support
Efforts and Other
Regulatory Issues

Minority bank survey respondents identified potential limitations in the
regulators’ efforts to support them and related regulatory issues, such as
examiners’ understanding of issues affecting minority banks, which would
likely be of significance to agency managers and warrant follow-up
analysijs. Minority banks regulated by FDIC were generally more positive
about the agency’s efforts than other banks were about their regulators’
efforts. Still, only about half of FDIC-regulated banks gave their regulator
very good or good marks, whereas about a quarter of banks regulated by
other agencies gave the same ratings. Although some regulators
emphasized technical assistance as a key cormponent of their efforts to
support minority banks, relatively few institutions used such assistance.
Further, in our interviews and open-ended survey responses, banks
reported some specific concerns about regulatory issues related to their
minority status. In particular, survey respondents were concerned that (1)
examiners, as was also noted in our 1993 report, did not always
understand their operating environment or the challenges that minority
banks faced in their communities and might need more training on the
topic, and (2) a provision of CRA designed to facilitate relationships
between minority banks and other banks has not produced the desired
results.

Page 31 GAO-07-6 Minority Banks



246

About a Third of Survey
Respondents Viewed
Regulators’ Minority Bank
Support Efforts as Very
Good or Good, and
Technical Assistance
Usage Appeared Low

When minority bankers were asked to rate regulators’ overall efforts to
support minority banks, responses varied. Some 36 percent of survey
respondents described the efforts as very good or good, 26 percent
described them as fair, and 13 percent described the efforts as poor or
very poor (fig. 7). A relatively large percentage—25 percent—responded
“don’t know” to this question. Banks' responses varied by regulator, with
45 percent of banks regulated by FDIC giving very good or good
responses, compared with about a quarter of banks regulated by other
agencies.” However, more than half of FDIC-regulated banks and about,
three-quartexs of the other minority banks responded that their regulator’s
efforts were fair, poor, or very poor or responded with a “don't know.” In
particular, banks regulated by OTS gave the highest percentage of poor or
very poor marks, while banks regulated by the Federal Reserve most often
provided fair marks.”

*We were requested to report on all the banking regulators’ minority bank efforts and to
obtain minority banks’ views on these efforts, However, the banking regulators have
different definitions for banks they consider to be minority and eligible to participate in
their minerity bank efforts (see app. II). In our population of minority banks we included
any bank considered by at least one regulator to be eligible to participate in its efforts. In
some cases, we surveyed minority banks that were not considered by their primary
regulator to be minority institutions but were considered to have minority status or be
eligible for participation in another regulator’s efforts. Nine of the 80 FDIC minority banks
responding were such cases, as were 4 of the 18 Federal Reserve minority banks, ! of the
18 OTS banks, and 2 of the 33 OCC banks. We reviewed these banks’ responses to key
survey questions in total and by each regulator and found that they did not have a material
negative or positive impact on the survey results, and would generally have changed results
by 1 or 2 percentage points, For example, if these banks were removed from the survey
results, the percentage of minority banks who responded that their regulator’s overall
efforts to support minority banks were very good or gnod would be 1 percentage point
higher. In a few cases, the inclusion of banks not viewed by their regulators as minority
institutions changed the survey results by regulator by 4 or 5 percentage points in a manner
favorable to the regulator. However, the inclusion of such banks did not have a material
effect on the overall results. For example, if banks not viewed by FDIC as minority banks
were removed from the survey results, the percentage of institutions rating the agencies’
overall support efforts as very good or good would increase from 45 percent to 49 percent.

*See appendix III for the survey responses in this report discussed as the number of
minority bank responses.
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Figure 7: Minority Banks’ Ratings of Support Efforts, by Reguiator
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Nearly half of minority banks reported that they attended FDIC
roundtables and conferences designed for minority banks, and about half
of the 65 respondents that attended these events found them to be
extremely or very useful (fig. 8). Almost a third found them to be
moderately useful, and 17 percent found them to be slightly or not at all
useful. One participant commented, “The information provided was useful,
as was the opportunity to meet the regulators.” Many banks also
commented that the events provided a good opportunity to network and
share ideas with other minority banks.
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Figure 8: Usefuiness of FDIC’s Roundtables and Conferences, by Regulator
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‘We noted that minority banks frequently reported participating in training
and education events and that they found these events extremely or very
useful, even though most of these programs were not designed specifically
for minority banks. About 58 percent reported participating in their
regulator's training and education activities—a higher percentage than had
participated in FDIC roundtables and conferences. Of this group, 76
percent found training and education to be extremely or very useful, 15
found it to be moderately useful, 6 percent found it to be slightly useful,
and 3 percent did not know.

While FDIC and OTS emphasized technical services as key components of
their efforts to support minority banks, less than 30 percent of the
institutions they regulate reported using such assistance within the last 3
years in our survey (fig. 9). Minority banks regulated by OCC and the
Federal Reserve reported similarly low usage of the agencies' technical
assistance services. However, of the few banks that used technical
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assistance—41-—the majority rated the assistance provided as extremely
or very useful.* Further, although small minority banks and African-
American banks of all sizes have consistently faced financial challenges
and may benefit from certain types of assistance, these banks also
reported low rates of usage of the agencies’ technical assistance. In
addition, both regulators and minority banks explained that minority
banks often have difficulty attracting and retaining qualified staff, and
given this fact, technical assistance could be particularly important in
providing these banks with guidance tailored to their staff’s specific needs.
While our survey did not address the reasons that relatively few minority
banks appear to use the agencies’ technical assistance and banking
regulators cannot compel banks under their supervision to make use of
offered technical assistance, the potential exists that many such
institutions may be missing opportunities to learn how to correct
problems that limit their operational and financial performance.

*The survey did find that minority banks regulated by FDIC and OTS were more aware of
the agencies’ technical assistance outreach efforts than institiions regulated by OCC and
the Federal Reserve. This finding is consistent with the fact that FDIC and OTS have
formalized technical assistance outreach efforts, while the other regulators do not,
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Figure 9: Minority Banks’ Use of Technical Assistance, by Reguiator
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Survey Respondents
Expressed Concerns about
the Examination Process
and a Provision of CRA
Designed to Assist
Minority Banks

Over 80 percent of the minority banks we surveyed responded that their
regulators did a very good or good job of administering examinations, and
almost 90 percent felt that they had very good or good relationships with
their regulator. However, as in our 1993 report, some minority bank
officials said in both survey responses and interviews that examiners did
not always understand the challenges the banks faced in providing
services in their particular communities. Twenty-one percent of survey
responses mentioned this issue when asked for suggestions about how
regulators could improve their efforts to support minority banks, and
several minority banks we spoke with i interviews elaborated on this
topic.

The bank officials said that examiners tended to treat minority banks like
any other bank when they conducted examinations and thought such
comparisons were not appropriate. For example, some bank officials
whose institutions serve immigrant communities said that their customers
tended to do business in cash and carried a significant amount of cash
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because banking services were not widely available or trusted in the
customers’ home countries. Bank officials said that examiners sometimes
commented negatively on the practice of customers doing business in cash
or placed the bank under increased scrutiny with respect to the Bank
Secrecy Act’s requirements for cash transactions.” While the bank officials
said that they did not expect preferential treatment in the exarination
process, several suggested that examiners undergo additional training so
that they could better understand minority banks and the communities
that these institutions served. FDIC has conducted such training for its
examiners. In 2004, FDIC invited the president of a minority bank to speak
to about 500 FDIC examiners on the uniqueness of minority banks and the
examination process. FDIC officials later reported that the examiners
found the discussion helpful. According to a Federal Reserve official, the
organization is developing guidance to better educate examination staff
about the various types of minority institutions and minority communities.
Also, according to an OCC official, OCC has an initiative under
consideration to provide training for its examiners on minority bank
1ssues.

Many survey respondents also said that a provision in the Community
Reinvestment Act (CRA) that was designed to assist their institutions was
not effectively achieving this goal. CRA requires bank regulators to
encourage institutions to help meet credit needs in all areas of the
communities they served. The act includes a provision allowing regulators
conducting a CRA examination to give consideration to banks that assist
minority banks through capital investment, loan participations, and other
ventures that help meet the credit needs of local communities. Despite this
provision, only about 18 percent of survey respondents said that CRA
had—to a very great or great extent—encouraged other institutions to
invest in or form partnerships with their institutions, while more than half
said that CRA encouraged such activities to some, little, or no extent (fig.
10). Some minority bank officials said that current interagency guidance
on the provision granting consideration for investments in minority banks
should be clarified to assure banks that they will receive CRA

*The body of law commaonly referred to as the Bank Secrecy Act (BSA) is codified at 31
U.8.C. §§ 5311-5322 and 12 U.S.C. §§ 1829b and 19511959, The purpose of BSA is to
prevent financial institutions from being used as intermediaties for the transfer or deposit
of money derived from criminal activity and to provide a paper trail for law enforcement
agencies in their investigations of possible money laundering. The federal banking
regulators review institutions for compliance with the BSA as part of their safety and
soundness examinations or in targeted examinations focused on BSA compliance.
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consideration for such investments. Some minority banks believe that
CRA does not provide incentives for nonminority banks to rake
investments in minority banks that operate in other parts of the country, A
minority bank official said that the CRA provision does not clearly state
that a bank making an investment in a minority bank that is ouiside of its
CRA assessment area will receive consideration for such investments in its
CRA compliance examinations. However, officials from each of the four
regulators said that they had interpreted the provision in CRA as aliowing
consideration for such out-of-area investments in minority banks. OCC
recently published guidance clarifying this issue, and FDIC officials said
that the agencies would clarify the guidance provided to all CRA
examiners across agencies on such investments,

T
Figure 10: Minority Banks’ Evaluation of the Extent o Which CRA Has Encouraged
Partnerships with Other institutions
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This report does not contain all results from the survey. The survey and a
more complete tabulation of the results can be viewed at GAO-07-7SP.
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Conclusions

Federal banking regulators have adopted differing approaches to support
minority banks but generally have not assessed their efforts using regular
and comprehensive surveys of minority banks or outcome-criented
performance measures. FDIC, which along with OTS is required by
FIRREA to help preserve and promote minority banks, has established the
most comprehensive support efforts and has taken the lead on interagency
initiatives. In this regard, FDIC appears to be serving a coordination and
facilitation role for the banking agencies’ efforts. OTS has also taken
several steps to support minority banks, while OCC and the Federal
Reserve, which are not subject to Section 308 of FIRREA, have, on their
own initiative, taken some steps to support such institutions. Further,
officials from OCC and the Federal Reserve, which collectively supervise
about one-third of minority banks, stated that they recognize the
importance of minority banks and are planning additional efforts to
support them. While these efforts may help ensure that more minority
banks receive support, it is important that when managing both existing
and new programs, regulators assess their effectiveness. While FDIC has
recently sought to evaluate its efforts through conducting surveys, these
surveys have not addressed all key activities (including the provision of
technical assistance), and the agency has not established outcome-
oriented performance measures. None of the other agencies regularly or
comprehensively surveys minority banks regarding its support efforts or
has developed outcome-oriented performance measures. Consequently,
the regulators are not well positioned to identify issues of concem to
minority banks or to take corrective actions to improve their support
efforts.

Our work identified potential limitations in the regulators’ support efforts
and related activities that would likely be of significance to agency
managers and potentially warrant follow-up analysis and the initiation of
corrective actions as necessary. For example, only about half of minority
banks regulated by FDIC and only about a quarter regulated by the other
agencies view their regulator’s support efforts as very good or good. We
also found that some issues identified in our 1993 report may still be
potential limitations to the regulators’ efforts. First, although regulators
emphasize the provision of technical assistance services to minority
banks, less than 30 percent of such banks have recently used such
services, Small banks and African-American banks, which have struggled
financially over the years and potentially stand to benefit most from
additional technical assistance, are no more likely than other minority
banks to use such assistance. While there may be a variety of reasons that
minority banks do not take advantage of the regulators’ technical
assistance services and regulators cannot compel banks to use this
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assistance, without soliciting further feedback from these banks, the
regulators cannot identify these reasons, determine whether more banks
would benefit from such assistance, or obtain suggestions for
iraprovement. Second, both our 1993 report and our current analysis found
that some minority banks believe that regulators have not ensured that
examiners fully understand the challenges that such institutions often face
in, for example, providing financial services in areas with high
concentrations of poverty or to immigrant communities. Again, without
further analysis and soliciting feedback from banks, regulators cannot
identify possible areas where they can provide additional assistance or
take corrective action. By establishing outcorme-oriented performance
measures to determine the extent to which they are achieving program
goals, regulators could then measure the progress of their efforts and any
results. Using existing interagency forums for coordination to assess
minority bank support efforts and related regulatory activities could help
ensure that all minority banks have access to the same opportunities while
minimizing burdens on the regulators themselves.

Recommendation for
Executive Action

We recornmend that the Chairman of the FDIC, the Director of OTS, the
Corptroller of the Currency, and the Chairman of the Federal Reserve
regularly review the effectiveness of their minority bank support efforts
and related regulatory activities and, as appropriate, assess the need to
make changes necessary to better serve such institutions. In conducting
such reviews, the regulators should consider

conducting periodic surveys of such institutions to determine how they
view regulators’ minority support efforts and related activities, and/or

developing outcome-oriented performance measures to assess the
progress of their efforts in relation to program goals.

As part of these regular program assessments, the regulators may wish to
focus on such areas as minority banks’ overall views on support efforts,
the usage and effectiveness of technical assistance services (particularly
technical assistance provided to small minority banks and African-
American banks), and the level of training provided to agency examiners
regarding minority banks and their operating environments. Regulators
may also wish to utilize existing interagency coordination processes in
implementing this recommendation to help ensure consistent efforts and
minimize burdens on agency staff.
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Agency Comments
and Our Evaluation

We provided a draft of this report to FDIC, OTS, OCC, and the Federal
Reserve for comment, and they provided written comments that are
reprinted in appendixes IV--VIL In their responses, the agencies further
elaborated on their efforts to support minority banks and described
planned initiatives. Further, FDIC, OTS, and OCC agreed to implement our
recommendation, while the Federal Reserve commented that it would
consider implementing the recommendation. The agencies also provided
technical comments, which we have incorporated as appropriate. We also
requested comments from the Department of the Treasury on the section
of the draft report relevant to their activities under Section 308 of FIRREA.
Treasury provided us with technical comments, which we have
incorporated as appropriate.

We will provide copies to Chairman of the FDIC, the Director of OTS, the
Comptroller of the Currency, the Chairman of the Federal Reserve, and the
Secretary of the Department of the Treasury, and other interested
congressional committees, We will also make copies available to others
upon request. In addition, the report will be available at no charge on the
GAO Web site at http://www.gao.gov.

If you or your staff have any questions about this report, please contact me
at (202) 512-7215 or scottg@gao.gov. Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page
of this report. GAO staff who made major contributions to this report at
listed in appendix VIIL.

Beorge Oo. S

Acting Director, Financial Markets
and Community Investrment
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House of Representatives
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The Honorable Joe Baca
House of Representatives
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The Honorable Julia Carson
House of Representatives
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The Honorable Emanuel Cleaver
House of Representatives

The Honorable Joseph Crowley
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The Honorable Artur Davis
House of Representatives
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House of Representatives
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House of Representatives
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House of Representatives
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The Honorable Darlene Hooley
House of Representatives

The Honorable Steve Israel
House of Representatives

The Honorable Paul E. Kanjorski
House of Representatives

The Honorable Barbara Lee
House of Representatives

The Honorable Stephen F. Lynch
House of Representatives

The Honorable Carolyn B, Maloney
House of Representatives

The Honorable Carolyn McCarthy
House of Representatives

The Honorable Gregory W. Meeks
House of Representatives

The Honorable Brad Miller
House of Representatives

The Honorable Dennis Moore
House of Representatives

The Honorable Gwen Moore
House of Representatives

The Honorable Bernard Sanders
House of Representatives

The Honorable Debbie Wasserman Schultz
House of Representatives

The Honorable David Scott
House of Representatives
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GAO

United States
General Accounting Office
Washington, [).C, 20548

General Government Division
B-254636
November 3, 1893

The Honorable John Conyers, Jr.

Chairman, Committee on Government
Operations

House of Representatives

Dear Mr. Chairman:

At your request, we reviewed the implementation of section 308 of the
Financial Institutions Reform, Recovery, and Enforcement Act of 1989
(FIRREA)! and section 403 of the Resolution Trust Corporation Refinancing,
Restructuring, and Improvement Act of 1991.% These provisions were
designed to preserve minority ownership of financial institutions and
provide assistance for minority-owned institutions and minority investors
with acquiring failed institutions. Accordingly, this report provides
information on actions taken by the Department of the Treasury, Federal
Deposit Insurance Corporation (Fpic), Office of Thrift Supervision (071s),
and Resolution Trust Corporation (RTC) to satisfy the requirements of
sections 308 and 403 to preserve minority ownership of financial
institutions, This report also presents the views of the minority business
community on the effectiveness of the agencies’ programs.

Background

Minority-owned financial institutions® can serve as valuable resources in
furthering the economic viability of minority communities. Accordingly,
under section 308 of FIRREA, Congress required the Secretary of the
Treasury to consult with the Chairperson of the Board of Directors of Fpic
and the Director of 0TS on methods to achieve the following five goals:

preserving the present number of minority depository institutions;
preserving their minority character in cases involving mergers or
acquisition of minority depository institutions;

providing technical assistance to prevent insolvency of institutions not
now insolvent;

promoting and encouraging creation of new minority depository
institutions; and

{Public Law }01-73, 103 Statute 183, 353 (1989).
*Public Law 102-233, 105 Statute 1761, 1776 (1991).

*Minority-owned financial institutions are institutions that are 51-percent owned by minority
individuals or organizations, or in the case of mutual depository institutions, the majority of the Bosrd
of Direclors, account holders, and the community that it serves are predominately minority. The term
minority means any African-American, Hispani i Asla ican, or Native-Argeri
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.

providing for training, technical assistance, and educational programs.

¥DIC is one of three federal financial institutions regulatory agencies that
shares supervisory responsibility for commercial banking organizations.*
As of March 31, 1993, there were 52 minority-owned banks under FoiC’s
supervision (see app. I). 0Ts is the principal federal regulator of thrifts,
including the 41 minority-owned thrifts that were in existence as of
March 31, 1993 (see app. II).

Under FIRREA, RTC was provided authority to manage and resolve insolvent
thrifts.® Section 403 of the rTC Refinancing Act required e, when
resolving failed institutions, to:

assist minority investors and minority institutions with acquiring a
nonminority institution if it has not received acceptable bids for acquiring
the failed institution without offering assistance and

make available to minority institutions and minority investors that acquire
nonminority institutions the assets of other institutions in RIC’s
conservatorship or receivership program.

Results in Brief

Treasury, FpiC, 0TS, and RTC have taken steps to respond ta the
requirements of section 308 of FIRREA and section 403 of the rTC
Refinancing, Restructuring, and Improvement Act of 1991. For example,
Treasury responded to the requirements in section 308 by convening
meetings with the federal financial institutions regulatory agencies and RTC
to discuss efforts relating to the preservation of minority-owned financial
institutions. FDic and 0TS also have adopted policies that provide for the
preservation of minority ownership of financial institutions through the
regular supervisory process. Moreover, on July 14, 1993, rpic issued a
memorandum, which reiterated that, as required by statute, when
resolving failed minority-owned banks, bids from qualified minority-owned
financial institutions nationwide are fo be generally sought before bids
from nonminority-owned financial institutions. In addition, both Fpic and
OTS can refer to instances in which they have provided technical assistance
to minority-owned financial institutions. Finally, RTC issued guidelines that
extend preference to minority bidders of the same ethnicity as the failed
minority-owned thrift and offers interim capital assistance to successful

“The Federal Resecve System and the Office of the Comptroller of the Currency {OCC) are the other
two regulatory agencies, We did not review their efforts to preserve minority-owned institutions
they were not assigned responsibilities under section 308,

*By law, OTS is not responsible for the resolution of failed thrifts under its supervision.
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rainority bidders. RIC also assists minorities who are interested in
acquiring failed nonminority-owned financial institutions when no
acceptable bids are received.

Bach of the agencies stated that its efforts have helped to preserve the
minority ownership of financial institutions and referred to data indicating
that overall minority-owned financial institutions have held their own and
in some cases have increased in size and number. FDIC data showed that
the number of minority-owned banks increased from 42 in December 1989
to 52 as of March 31, 1993, while ronminority-owned banks decreased by
658 from 7,458 to 6,800 during this period. Moreover, 015 data showed that
the decline in minority-owned thrifts was not as dramatic as the decline in
the rest of the thrift industry. For example, between December 1983 and
March 31, 1993, minority-owned thrifts were reduced by 27 percent from
56 to 41 while nonminority-owned thrifts decreased 31 percent from 2,641
to 1,761. Finally, since August 1989, RTC resolved 26 of the 29 failed
minority-owned thrifts and maintained the minority ownership in 12 of
those resolutions.

Nevertheless, during our interviews with the minority banking coramunity
they suggested that the agencies could improve their performance. Trade
associations representing minority institutions commented that the
regulatory agencies have not been proactive in satisfying the statutory
requirements. Minority-owned financial institutions gave FpiCc and oTs
mixed reviews. They suggested that the agencies can improve the
sensitivity of their examiners to the unique circumstances of
minority-owned financial institutions, provide more technical assistance,
and help minority-owned financial institutions gain access to needed
capital.

Objective, Scope, and
Methodology

Qur objective was to review agencies’ efforts to implement section 308 of
FIRREA and section 403 of the rTC Refinancing, Restructuring, and
Improvement Act of 1991, In this report we specifically (1) discuss the
approaches employed by Treasury, FDIC, 0TS, and RTC to satisfy the
statutory requirements and (2) provide information on the results of the
agencies’ efforts. This report also presents the views of the minority
banking community on the effectiveness of the agencies’ programs.

To achieve our objective, we interviewed Treasury, FDIC, 0TS, and RTC

headquarters officials responsible for implementing sections 308 and 403.
We also interviewed officials in each of FDIC’s eight regional offices as well
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as 0TS’ five regions regarding program implementation. In addition, we
reviewed FpIC’s, 07", and RTC’s policies and procedures on preserving the
rainority ownership of minority institutions. Moreover, we collected and
analyzed statistics from the agencies on the number and size of
minority-owned financial institutions. We also reviewed the agencies’
reports on the status of minority-owned financial institutions.

To obtain views regarding the effectiveness of agency programs, we
interviewed agency officials and raet with officials fror the National
Bankers Association (NBa), American League of Financial Institutions
(aLET), and Minority Asset Recovery Contractors Assoctation (MARCA).
Finally, in June 1993, we developed a survey to obtain information on
FDIC's and oTs’ efforts to assist minority-owned financial institutions. We
randomly selected 49 of 95 minority-owned financial institutions and
conducted telephone interviews with 48 of them. To increase the accuracy
of our information about the overall results from the minority-owned
financial institutions, we stratified our sample by type of financial
institution, minority group, and location. However, our sample represents
the views of the 48 minority bank and thrift executives that we interviewed
and does not reflect the views of the other 47 minority-owned financial
institutions. We did not independently verify the information we received.

We did our review from Noveraber 1992 through July 1893 in accordance
with generally accepted government auditing standards.

Treasury, FDIC, 0TS, and RTC provided written comments on a draft of this
report. These co ts are pr ted in st ¥ in the agency
comments section and are reprinted in apps. IIT through VL

Agencies’ Efforts to
Implement Sections
308 and 403

Treasury, FDIC, 0TS, and RTC have taken steps to satisfy the statutory
requirements. In essence, Treasury’s approach entails facilitating
communication among the federal financial regulatory agencies and RTC
regarding minority-owned financial institutions issues. FDIC's approach
focuses on preserving minority-owned banks under its normal supervisory
and resolution policies and procedures. Similarly, o1s' approach focuses
on helping the existing institutions remain viable and profitable through
the supervisory review process. RTC extends preference to minority
bidders of the same ethnicity as the former owners of the failed
minority-owned thrifts and offers capital assistance to the winning
minority bidder.
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The following sections describe the agencies’ efforts to implement,
sections 308 and 403,

Treasury’s Efforts

Section 308 requires the Secretary of the Treasury to consult with the
Chairperson of the Board of Directors of Fpic and the Director of 0Ts on
methods for preserving minority-owned financial institutions. Treasury
officials interpret their role under this provision as one of coordinating
and disseminating information among the federal financial regulatory
agencies on methods for preserving minority-owned financial institutions.
As such, Treasury officials said that they do not have a specific policy
statement for satisfying the requirements of section 308.

Treasury has convened four interagency meetings,® on an as needed basis,
with representatives from FDIC, 0TS, RTC, 0CC, the Federal Reserve, and the
Thrift Depositor Protection Oversight Board. The purpose of the
interagency meetings was to exchange ideas, discuss policies regarding
minority-owned financial institutions, and coordinate efforts. For example,
at the April 22, 1992, interagency meeting, the agencies discussed
alternative methods for providing technical assistance, such as having Nga
assist minority-owned financial institutions or having other well-run
institutions assist minority-owned financial institutions with their
operations.

In addition to the interagency meetings, Treasury's staff of five in the
Office of Thrift Institutions Oversight and Policy, each of whom has other
responsibilities, prepares quarterly reports that track the status of
minority-owned financial institutions. For example, Treasury reviews
areas such as capital, assets, earnings, and nonperforming loans to
determine any changes since the last quarter. These reports are provided
to keep the Assistant Secretary for Domestic Finance at Treasury abreast
of the condition of minority-owned financial institutions.

FDIC’s Efforts

FDIC’s approach to preserving minority-owned banks is to maintain the
condition of existing minority-owned banks through the regular
supervisory process. FDIC officials consider this approach to be consistent
with FDIC’s responsibility to ensure the safety and soundness of all banks
under FDiC’s primary supervision. According to Fpic, the examination

The four interagency meetings were held on March 15, 1990; April 22, 1392; December 4, 1992; and
May 8, 1993,
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process was designed to identify problems at any financial institution and
aid the management tearm in correcting them.

With respect to resolving failed minority-owned banks, FpIC generally
solicits bids from qualified minority-owned firancial institutions
nationwide during its marketing efforts. However, the actual selection of
the winning bidder is determined by the least cost approach.” Moreover, in
some cases state law restrictions on interstate acquisitions of failed or
failing minority-owned financial institutions may be overridden for the
benefit of minority acquirers but not for the benefit of nonminority
acquirers.

FDIC also took additional actions to satisfy the requirements of section 308.
In April 1990, Fpic issued its policy statement on preserving minority
ownership of financial institutions. Among other items, the policy stated
that training, education, and technical assistance are availtable from FpIC in
areas of call report® preparation, consumer affaivs and civil rights, and
accounting. Moreover, on July 14, 1993, Foic supplemented its policy
statement with the issuance of a memorandum that required the
establishment of a natioral list of potential minority bidders. The list is to
be used to identify and subsequently contact minority investors or
minority-owned financial institutions that are interested in acquiring failed
institutions. As of August 12, 1993, the list contained about 60 potentially
qualified minority bidders,

Initially, the former Director of Fpic’s Division of Supervision (DOS)
worked jointly with its Office of Equal Opportunity on minority-owned
bank issues, including section 308. In September 1992, the current Director
of DOS tasked & review examiner in headquarters with implementing
section 308. In November 1392, each regional office assigned a review
examiner to prepare quarterly reports and address minority-owned bank
issues. The quarterly reports included information on (1) minority-owned
banks likely to fail; (2) actions taken on merger, acquisition, deposit
insurance, and other applications for minority-owned banks; (3) training,
education, and technical assistance provided to minority-owned banks;
and (4) banks whose performance was marginal or unsatisfactory,
regardless of ownership, that serve minority communities.

"The Federal Deposit I Corporation Act of 1991 ibits FDIC and RTC from
engaging in an assistad of any failed {tory institution unless it has been determined
that the total amount of expenditures and obligations they will incur is the least costly alternative.
(Federat Deposit Insurance Corparation Act of 1991, P, L. 102-242, 105 Stat. 2336, 2273 (1991).)

“Call reports contaln quartetly finarcial data on institutions, a3 requested by the federal financial
institution regulatory agencies.
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FDIC also provided some assistance to several minority-owned banks, For
example, in December 1991, FDIC provided financial-assistance to one
minority-owned bank by infusing approximately $1 million into the
institution. In another instance, FDIC approved a transaction that allowed a
troubled minority-owned bank to acquire a failed credit union in
September 1992. Fpic officials stated they would not ordinarily approve a
transaction that allows a troubled institutior to acquire a failed institution
because of the risk involved. According to FpIC officials, Foic did so in this
case because the minority-owned bank’s averall financial condition had
improved. FDIC has also supported several minority-owned banks by using
informal enforcement actions to communicate bank problems identified
during the examination. For example, on four occasions FDIC issued
memorandums of understanding rather than cease and desist orders,
which are more formal and legally enforceable in court if the agreed upon
corrections are not completed. Noretheless, according to Fpic officials, all
enforcement actions informal or formal are designed to be remedial in
nafure.

From August 1982 to July 2, 1993, 11 minority-owned banks had failed. Fpic
resolved each of them by preserving the minority ownership of two, selling
six to nonminorities, and closing and paying off the depositors of three
(see table 1), Moreover, minority-owned banks acquired five failed
nonminority-owned banks (see table 2).
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Table 1: Overview of FDIC’s
Resolutions of Failed Minority-Owned Minority Bank clossd and
Institutions as of July 2, 1993 acquirer depositors pai';
Date closed  Namelocation Yes No off
1117/89 Security Nationat
Bank of Shrevepart, X
Shreveport, LA
12/07/88 Atlantic National
Bank, X
Norfolk, VA
03/08/90 First Bank
National Association, X
Claveland, OM
07/07/90 Capital National
Bank, X
New York, NY
10/18/80 Metropolitan
Naticnal Bank, X
MeAlien, TX
11/09/90 Freedom National
Bank of New York, X
New York, NY
01/22/91 Amarican Bank,
National Association, X
Rio Rancha, NM
01/24/92 Banco Nacionat,
Nationat Association, X
San Juan, PR
06/04/92 Maylair Bank,
Chicago, IL X
06/11/93 American Bank and X
Trust Company,
San Jose, CA
07/0203 Emerald City Bank, X
Seattls, WA
Source: FDIC.
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Table 2: Nonminority-Owned
institutions Acquired by Minoritiea

Name/iocation Ethnic identity o
Date ciosed rity Instituion  Minority acquirer minority acquirer
01/26/:0 Credit Bank, Capital Bank, Hispanic-American
Cutler Ridge, FL Miami, FL
02/23/90 The Red River Centinel Bank, Hispanic-American
Bank, Taos, NM
Red River, NM
03/29/30 First National State Bank of Asian-American
Bank of Gartand, Texas,
Garland, TX Dallas, TX
Q3/26/@2 Theodore industrial Bank African-Ametican
Rooseveilt National of Washington,
Bank, Washington, D.C.
Washington, D.C.
06/25/92 Castle Hills Internationat Hispanic-American
National Bank, Bank of Commerce,
San Antonio, TX Laredo, TX

Source; FDIC.

Qverall, the number of minority-owned banks supervised by ¥oic increased
by 10, from 42 at the end of 1989 to 62 in March 1993 (see table 3). To put
this increase in perspective, the number of nonminority-owned banks
decreased by 658 from 7,458 to 6,800 during the same period. Furthermore,
the total assets held by minority-owned banks have increased steadily. At
the end of 1889 minority-owned bank assets totaled approximately

$5 billion (see table 3). By March 1393 the assets had increased to about $8
billion, which is a 60-percent increase.

Tabia 3: Growth Rate of Minority- and
Nonminority-Owned institutions
Supervisad by FDIC

Dotiars in hillions

Nonminority-owned
Minority-owned institutl institutions
Number of Asset Number of Asset
Quarter institutiona slze i size
4th 1989 42 $5 7,458 $778
4h 1990 44 35 7,313 3840
4th 1991 49 37 7,108 $846
4th 1992 51 $4 6,863 $854
1st 1993 52 38 6,800 $848

Source: FDIC and Federal Reserve System.
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This growth in asset size and number of minority-owned banks is not to
suggest that they have obtained significant representation in the-banking
industry. Minority-owned banks still represent less than 1 percent of all
banks supervised by Foic. However, the data suggested that
minority-owned banks, in general, are holding their own in an industry that
during the past 3 years was significantly affected by the weak economy.

OTS’ Efforts

In October 1990, oTs issued its policy statement on minority-owned thrifts.
Essentially, the policy specifies that in supervisory cases involving
rainority-owned thrifts, o1s will seek to maintain the minority
characteristics provided they are consistent with 018’ responsibility to
ensure the safety and soundness of all thrifts. oTs also assigned two
headquarters staff persons, who also have other respousibilities, to
tmplement the requirements of section 308. Moreover, each regional office
has designated an individual to serve as the minority thrifts’ contact to
address their concerns.

Another component of ors’ program is the annual certification of
minority-owned savings associations. Each year, 015 recertifies the
minority characteristics of all privately owned savings assaciations,
Minority savings associations are asked to provide information on, for
example, whether they are minority owned or controlled. In addition, the
associations are asked to describe how they are servicing the minority
community in which they were chartered to do business. According to 018
officials, this certification effort provides them with useful information on
a thrift's minority ownership and other characteristics.

0Ts also consulted with ALFT and participated in various seminars designed
to reach out to minority commmunities. In addition, as required by law, oTs
annually reports to Congress its efforts to implement section 308.°

Furthermore, oTs offers technical assistance to minorities on an
institution-specific basis. During 1992, 0Ts provided technical assistance to
16 minority-owned savings associations. One example included the
approval of a $1 million stock sale by an undercapitalized minority-owned
thrift to a nonminority-owned thrift holding company. This purchase,
which improved the minority thrift's ability to meet its capital requirement,

*FIRREA dld not require Treasury and FDIC to provida Congress with information an their efforis.
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was done through a qualified stock issuance.! 015 also intervened on
behalf of a minority-owned thrift to address concerns raised by a state
banking commission about the thrift's viability and helped it ind a
temporary managing officer and consultant to correct problems. In
another instance, OTs granted an exemption that allowed a senior officer
from a nonminority-owned thrift to serve on a minority thrift’s board of
directors and helped the thrift identify an officer and waived the $600
application fee for the exemption.

Nonetheless, the number of minority-owned thrifts declined as the thrift
industry, in general, continued to downsize. However, the minority-owned
thrifts have not experienced quite as strong a decline as the thrift industry
overall. In December 1989, o1s supervised 56 minority-owned thrifts. As of
March 1993, the number was reduced to 41, which is a decline of

27 percent. During this same period, the number of nonminority-owned
thrifts declined by 31 percent from about 2,541 to 1,761 (see table 4).
Equally important, the decrease in the amount of assets held by
minority-owned thrifts was not as dramatic as the decrease of
nonminority-owned thrifts. For example, while the assets held by
minority-owned thrifts declined from $7 billion at the end of 1991 to

$6 billion at the end of 1992, by the end of the first quarter of 1993 the
assets had increased to $7 billion. In contrast, the assets of
nonminority-owned thrifts declined by $141 billion from $870 billion to
$729 billion during this same period (see table 4).

Table 4: Growth Rate of Minority- and
Nonminority-Owned Thrifts

Dolfars in billions

Winority-owned thrifts i d thrifta

Number of Asset  Number of Asset
Quarter thrifts slze thrifts size
4th 1989 56 N/A 2,541 N/A
4th 1980 49 N/A 2,293 NfA
4th 1931 45 $7 2,051 $870
4th 1892 42 $6 1813 $788
1st 1993 41 57 1,761 $729

Note: OTS could nat pravide financial data for 1989 and 1930,

Source: OTS.

"Under FIRREA, a thrift that fails to meet minimum regulatory capital requirements may selt up to
16 percent of jts stock to a theift holding company without the buyer considered to be in controf of the
institution.
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RTC’s Efforts

RTC's approach to preserving the minority ownership of financial
institutions is guided by its Minority Preference Resolution Program. RTC
officials are of the opinion that this program will enable them to preserve
the minority ownership of some failed minority-owned thrifts, thus
increasing the total number of minority-owned financial institutions.
Under this program, RTC extends preferences to bidders of the same
ethnicity as the previous owners of the failed minority-owned thrift,
Moreover, as of September 14, 1993, RTC had registered 297 minority
investors or minority-owned financial institutions for its list of potential
bidders.

RTC also offers interim capital assistance, in the form of loans, to
successful minority bidders to facilitate the acquisition of institutions. The
arnount of the interim capital assistance that successful minority bidders
may receive is two thirds of the minimum capital required by the
chartering and latory ies and is subject to rep t within 2
years. RTC had provided over $7 million in interim capital assistance to six
minority investors or institutions as of May 18, 1993.

Since its inception in August 1989 through May 18, 1993, r1c had resolved
26 of the 29 failed minority-owned thrifts. Minority ownership was
preserved in 12 of the 26 resolutions (see table 5). According to RTC, 9 of
the remaining 14 failed minority-owned thrifts were acquired by
nonminority-owned institutions because no acceptable proposals were
received from minorities. However, the thrifts remain in their previous
locations and continue to serve the community. Finally, rrc closed five
minority-owned thrifts hecause no qualified minority or nonminority group
expressed an interest in acquiring them.
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Table 5: Overviaw of RTC's Resofution
of Faifed Minority-Owned Thrifts as of
May 18, 1993

00—
M"‘":"Y Theft closed  ~
_8cquiter  and depositors
Date resolved Nameflacation Yes No paidoff
05/11/90 State Mutual Federal X
Savings and Loan Asscciation,
Jackson, MS
05/18/30 Community Federal
Savings and Loan Association, X
Newport News, VA
05/18/80 Peoples Savings & Loan
Association, F.A., X
Hampton, VA
05/18/80 City Federal Saving and X
Loan Asscciation,
Oakland, CA
053180 Sun Country Savings Bank X
of New Mexico, FSB,
Albuguerque, NM
06/08/80 Gateway Federal Savings

ank,
Oakland, CA
Q0B/29/30 Valiey Federal Savings
Assogiation, X
McAllen, TX
081780 Miami Savings Bank, X
Miami, FL.
08/17/9Q First Federal Savings X
and Loan Association,
Baton Aouge, LA

08/31/90 Caguas-Centrai Federal X
Savings Bank of Puerto Rico,
Caguas, PR
08/07/20 Community Federal X
Savings and Loan Association,
Tampa, FL
09/14/90 Equity Federal Savings X
Bank,
Denver, CO
09/28/20 United Federal Savings, X
F.A,
New Orleans, LA
11/09/90 Bank USA, SA, X
Silvis, 1L
011131 General Federal Savings X
Bank,
Coral Gables, FL

{continuad}
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Minofity gy cloged
_acquirer  nd geposhare
Date resolved Name/location Yes No paidoff

O1/11/31 Padre Federal Savings X
and Loan Association,
Corpus Christi, TX

Qt/18/1 Founders Federal Savings
and Loan Assaciation, X
Los Angsles, CA

Q1/18/01 Silver Savings
Assoclation, F.A, X
Silver City, NM

05/17/81 Time Federal Savings and X
Loan Association,
San Francisca, CA

06/07/81 Liberty Federal Savings X

Bank,
Montebeflo, CA

06/2811 Amigo Federal Savings
and Loan Assoclation, X
Brownsville, TX

08/26/91 Standard Federal Savings
Association, X
Houston, TX

10/1181 Tuskegee Savings and
Loan Association, F.A., X
Tuskegee, AL

02/07/92 Connecticut Federat
Savings and Loan Assaciation, X
Harttard, CT

03/19/92 New Age Federal Savings
Association, X
St. Louis, MO

03/05/03 Enterprisa Savings and
Loan Association, X
Compton, CA

Source: RTC.

In April 1992, rrc amended its minority preference resolution guidelines to
comply with section 403 of the rTC Refinancing, Restructuring, and
Improvement Act of 1991, which provides for assisting minority investors
or institutions with acquiring failed nonminority-owned thrifts.
Specifically, the guidelines state that when no acceptable bids are received
for failed nonminority-owned institutions RTc may accept bids from
minority investors or institutions and may provide interim capital
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assistance. Furthermore, RTC guidelines provide for the sale of assets at

-market price to augment the earnings of the new minority-owned
institution that acquired the nonminority-owned institution. Since RTC’S
1989 inception, one minority-owned institution has acquired a failed
nonminority institution from kT, United Bank of Philadelphia acquired
Chase Federal Savings and Loan Association, which is also located in
Phitadelphia, an July 30, 1893.

Mixed Views on
Effectiveness of
Agencies’ Programs

Despite the agencies’ efforts to preserve the minority ownership of
financial institutions, the minority trade associations and the executives of
minority-owned financial institutions have mixed perceptions of the
effectiveness of these agencies’ programs.

The trade associations are under the impression that the agencies have not
taken sufficient actions to preserve minority-owned financial institutions,
For example, aLF1, which represents most minority-owned savings and
loan associations in the country, stated that 0TS’ policy requiring $2 million
in capital for new owners to acquire a failed thrift is restrictive and
discourages potential minority investors. Moreover, ALFt contends that oTs
does not have a formal technical assistance program to assist
minority-owned thrifts. ALF1 would like to see oTs improve its efforts by
providing sensitivity training for bank examiners, becoming more
aggressive in chartering new thrifts, and demonstrating greater
commitment by 6Ts' top management.

The NBa, which represents minority- and women-owned banks, also
offered some suggestions on how the agencies can improve their efforts.
One suggestion is to establish a fund managed by ¥pic to allocate capital to
minority-owned financial institutions that are attempting to acquire an
institution that is about to fail. According to NBa, the capital note is to be in
the form of a Joan to the acquirer and subject to repayment. ¥oic is
currently reviewing NBa’s proposal. NBa also suggested that it be invited ta
meet with Treasury and Fpic on a quarterly basis to discuss problems and
concerns of minority-owned financial institutions.

MARCA, which advocates the interests of minority- and women-owned
businesses, including financial institutions and investment banking firms
and other related professional entities, said that minorities have not
experienced much success with purchasing assets or failed
nonminority-owned institutions from rTC. They contend that minorities are
treated differently than nonminorities by RTC. As such, MARCA suggested
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that r1c extend preference to minority groups when considering offers to
acquire nonminority-owned institutions or branches Iocated in minority
communities.

The 48 executives at minority-owned financial institutions whom we
surveyed had mixed views on whether the amount of assistance provided
by Foic and oTs was adequate (see fig. 1).

Flgure 1: Mixed Views on Adequacy of T e R R O
Asaistance Pravided fo 15  Numbar of rgspondents

Minority-Owned Financial Institutions.

by FDIC and OTS

FDIC

[___I Adequate

inadequate

- No opinion

Similarly, the executives had diverse views on Fpic’s and 015’ efforts to
preserve their institutions (see fig. 3).
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Flgure 2: Diverse Views on FDIC's and
QTS’ Efforts to Preserve
Minarity-Owned institutions

15 Humber of respondents

{radeguate

B vooron

In our discussions with executives at minority-owned financial
institutions, they elaborated on their views regarding Foic’s and 0Ts" efforts
to provide assistance and preserve minority-owned financial institutions,
Specifically, several executives commended 0TS on its assistance and
readiness to help. One executive complimented 0Ts on its quick approval
of a transaction, thus preventing any obstacles that might have
discouraged the investor. Similarly, some minority bank executives stated
that FDIC was responsive to their needs. One executive stated that Foic
assisted the institution with receiving financing from a local foundation.
Another executive commented that FDIC was responsive to questions about
regulations.

In contrast, several executives expressed dissatisfaction with FDIC’s and
0T’ efforts to preserve their institutions. For example, one executive
commented that FDIC was on a mission to destroy the bank, while another
stated that oTs had not been helpful but had encouraged them to get out of
the business. FDiC and oTs officials contend that various factors, chief
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among them the institutions’ financial conditions, accounted for the
negative nature of some of the executives' comments.

The executives also offered suggestions for improving the regulatory
agencies’ efforts to preserve minority ownership of financial institutions.
One executive said that FDic needs to develop special initiatives
coordinated with NBA to help existing minority-owned financial institutions
address capital needs, management issues, and regulatory concerns.
Several executives commented that FDic and oTs should provide their
examiners with training on the unique circumstances of the
nainority-owned banking community and its practices. Other executives
recommended that 0TS and FDIC not use the same procedures to examine
smaller institutions’ loan portfolios that are used to examine larger banks.
Finally, overall, the executives concluded that the amount of assistance
provided by FDIC and OTS was inadequate. Accordingly, they suggested that
more technical assistance could be provided.

FDIC and 0TS said they have complied with the requirerents of the law
given that their missions are to ensure the safety and soundness of all
institutions. However, neither had evaluated its program’s effectiveness.
More specifically, the agencies had not surveyed minority-owned financial
institutions to determine whether their approaches were satisfying the
statutory requirements. 0TS said that it attempts to obtain comments from
minority savings associations on issues affecting them during the annual
certification pracess, However, oTs officials acknowledged that they
generally had not received much feedback. Foic, on the other hand, stated
that although it had started to collect information on the financial
condition of minority-owned banks, it had not obtained comments from
the minority banking community to determine the effectiveness of its
program. Officials at FDIC and 0TS said that their focus had been on
implementation rather than evaluation of their programs.

Conclusions

While the agencies had taken some steps to preserve the minority
ownership of financial institutions, they had not assessed whether the
steps were effective. We believe that periodically surveying
minority-owned financial institutions to assess the effectiveness of the
current approaches is essential given the goals of the legislation and the
mixed views from the minority banking community regarding the agencies’
efforts. In addition, until the agencies evaluate the effectiveness of their
cwrrent approaches, they remain vulnerable to the perception that they
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have not taken sufficient steps to preserve minority ownership of financial
institutions. - -

Recommendation

We recommend that the Secretary of the Treasury consult with Fpic, 0TS,
and RTC to systematically assess the effectiveness of their approaches to
preserve minority-owned financial institutions. We believe that a key
component of this effort should be surveys of minority-owned financial
institutions to obtain their views on the efforts that are employed to
preserve their institutions.

Agency Comments

Treasury, FDIC, 0TS, and RTC provided written coruments on a draft of this
report (see apps. Il through VI). The four agencies agreed with our
recommendation. Treasury agreed that its efforts to preserve
minority-owned institutions should include a survey of minority-owned
institutions for feedback on agency policies. Treasury also stated that, it
would reexamine its role with regard to section 308. FDIC asserted that it
had exceeded section 308 of FIRREA's requirement that it merely consult
with Treasury and had instead instituted an extensive program that seeks
to preserve minority ownership. However, FDic agreed that there is a need
to assess its program's success and plans to investigate an appropriate
evaluation method. 0TS noted that it would be pleased to join in any
interagency effort to develop objective and appropriate assessment tools
for evaluating the agencies’ approaches to preserving minority-owned
financial institutions. Finally, R1C stated it had already drafied a survey
that will be mailed to all registered minority-owned firms, investors, and
consultants to obtain information on their experiences in dealing with RTC
(see app. VI).

FDIC and OTS also suggested some technical corrections, which we
incorporated in our report as appropriate.

We believe that the agencies’ proposed actions will help achieve the goals
of sections 308 and 403.

As arranged with the Committee, unless you publicly announce its
contents earlier, we plan no further distribution of this report until 30 days
from the date of this letter. At that time, we will send copies of this report
to interested parties. Copies will also be made available to others on
request.
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The major contributors to this report are listed in appendix VIL Please
contact me on (202) 7360479 if you have any questions concerning this
report.

Sincerely yours,

bt b, .

Gaston L, Gianni, Jr.
Associate Director, Government
Business Operations Issnes
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Minority-Owned Banks Supervised by FDIC
as of March 31, 1993

Dollars in thousands

Banks Ethnle ldentity Assets
1. First Tuskegee, African-American $37,241
Tuskegee, AL
2. American Bank and Trust Asian-American 35,577
Company,
San Jose, CA
3. American International Bank Asian-American 398,364
Los Angeles, CA
4. Capital Bank of California Hispanic-American 228,720
Los Angeles, CA
5. Cathay Bank, Asian-Arnerican 849,028
Los Angeles, CA
6. Eastern International Bark, Aslan-American 92,382
Alhambra, CA
7. General Bank, Asian-American 879,378
Los Angeles, CA
8. Pacific Heritage Bank, Asian-American 220,709
Torrance, CA
9. Pan American Bank Hispanic-American 65,339
Los Angeles, CA
10, Preferred Bank, Asian-American 118,185
Las Angeles, CA
11. United American Bank, Asian-American 33,519
Westminster, CA
12. Western State Bank, Asian-American 49,080
Duarte, CA
13. Industrial Bank of African-Amarican 182,471
Washington,
Washington, D. C.
14. Capital Bank, Hispanic-American 1,154,043
Miami, FL
15. Carver Stale Bank, African-American 17,736
Savannah, GA
16. First Southemn Bank, African-American 25,193
Lithonia, GA
17. Bank of Guam, Asian-American 562,499
Agana, Guam
18. Bank of Honolulu, Asian-American 105,983
Honaluiu, Ht
19. Community Bank of Lawndale, African-Amarican 34,326
Chicago, IL
20. Faster Bank Asian-American 75,524
Chicago, {L
{continued)

Page 22

GAQ/GGD-84-1 Statns of Fedwral Efforts to Preserve Minority Ownership



282

Appendix I
Mlnority-Owned Banks Supervised by FDIC
s of March 31, 1993

Daltars in thousands

Banks Ethnic identity Asseats
21. Highland Community Bank, African-American 74,847
Chicago, iL
22. {ndependance Bank of Chicago, African-American 141,772
Chicago, IL
23. International Bank Chicago, Asian-American 4,983
Chicago, iL
24, Mutual Trust & Savings Bank, Asian-Amarican 24,544
Harvey, IL
25. Douglass Bank, African-American 29,016
Kansas City, KS
28. Liberty Bank and Trust African-American 91,575
Company,
New Orleans, LA
27. United Bank & Trust Company, African-American 27,412
New Orleans, LA
28, Boston Bank of Commerce, African-American 73,894
Boston, MA
29. Liberty Bank and Trust Asian-American 24,433
Company,
Bosieon, MA
30. Harbor Bank of Maryland, African-American 58,095
Baltimora, MD
31. Lumbee Guaranty Bank, Native-American 37,482
Pambroke, NC
32. Mechanics & Farmers Bank, African-American 110,769
Durham, NC
33. Centinef Bank of Taos, Hispanic-American 64,252
Taos, NM
34. El Pueblo State Bank, Hispanic-American 31977
Espanola, NM
35. Golden City Commercial Bank, Asian-American 64,310
New Yark, NY
36. American State Bark, African-American 17,143
Tulsa,
37. First Stata Bank, Nalive-American 16,311
Hujbert, OK
38. American State Bank, Alfrican-American 11,850
Partland, OR
39, Banco Financiero de Puerto Hispanic-American 43,460
Rico,
Ponce, PR
40. Victory Savings Bank, African-American 14,762
Columbia, SC
{continued)
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Minority-Owned Banks Supervised by FDIC
as of March 31, 1593

Doifers in thousands

“Banks Ethnic identity - Assets
41. Citizens Savings Bank and African-Amatican 34,991
Trust Company,
Nashville, TN
42, Tri-State Bank of Memphis, African-American 76,015
Memphis, TN
43. Commerce Bank, Hispanic-American 96,292
Laredo, TX
44, Falfurrias State Bank, Hispanic-American 12,222
Falfurrias, TX
453, First Texas Bank, African-American 106,758
Datlas, TX
48, International Bank of Hispanic-American 150,422
Commerce,
Brownsvitie, TX
47. International Bank of Hispanic-American 76,401
Commerce, N A.,
Zapata, TX
48. {nternational Bank of Hispanic-American 1,539,617
Commerce,
Laredo, TX
43, State Bank Texas, Agian-American 26,200
Daitas, TX
50. First State Bank, African-American 30,540
Danvile, VA
51. Emeraid City Bank, African-Amarican 7.845
Seattle, WA
52. North Milwaukee State Bank, Atrican-American 30,147
Milwaukee, Wi
Total $8,319,644

Source. FDIC and Federal Reserve System's Minority Bank Depository Program listing.
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Minority-Owned Thrifts Supervised by OTS
as of March 31, 1993

Doliars in thousands

Thrifts Ethnic identity Assetls

Citzens Federal Savings African-American $79,108
Bank,
Birmingham, AL

Guif Federal Bank, FSB, African-American 12,112
Mobile, AL

Broadway Federal Savings African-American 99,071
and Loan Association,
Los Angeles, CA

Family Savings and Loan African-Amarican 153,104
Associatian
Los Angeles, CA

First Global Bank, FSB, Asian-American 60,510
Los Angeles, CA

First Public Savings Asian-American 243,266

Bank,
Los Angeles, CA

Gateway Bank, FSB, Asian-American 59,194
San Francisco, CA

Sincers Federal Savings Asian-Amarican 75,097
Bank,
San Francisco, CA

Standard Savings Bank, Asian-American 328,410
Los Angeles, CA

. Trust Savings Bank, Asian-American 110,024

Arcadia, CA

. independence Federal African-American 247,084

Savings Bank,
Washington, D. C.

. First Florida Savings Hispanic-American 93,746

Bark, FSB,
Miami, FL

13.

interamerican Fedaral Hispanic-American 124,631
Savings Bank,
Miami, FL

Metro Savings Bank, FSB, African-American 10,440
Orfando, FL.

1

v

Ponce De Leon Federal Hispanic-American 67,552
Savings and Loan Association,
Coral Gables, FL

. Mutual Federal Savings & African-American 36,146

Loan Association of Attanta,
Atlanta, GA

. Guam Savings & Loan Asian-American 52,062

Association,
Agana, Guam

{continued)
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Minority-Owned Thrifts Supervised by 0TS
ag of March 31, 1993

Dollars in thousands

Thrifts Ethnic identity Assels

18.

internationat Savings & Asian-American 454,182
Loan Association
Honofulu, Hi

. Territoriat Savings and Asian-American 303,072

Loan Association,
Honoluly, HI

20.

Ilinois Service Federal African-American 103,938
Savings and Loan Association,
Chicago, iL

21,

Advance Federal Savings & African-Ametican 34,782
Loan Association
Baltimare, MD

2

~

Ideal Federal Savings Alrican-American 7,573
Bank,
Baltimore, MD

23.

Home Federal Savings and African-American 21,765
Loan Association,
Detroit, Mt

24,

First Commerce Savings African-American 7.524
Bank, FSB,
Jackson, MS

. Dana Ana Savings and Loan Hispanic-Amarican 57,569

Agsociation, F, A.,
Las Cruces, NM

. Abacus Federal Savings Asian-American 65,971

Bank,
New York, NY

27.

Carver Federal Savings African-American 328,889
Bank,
New York, NY

28.

Chinatown Federal Savings Asian-American 70,356

Bank,
New York, NY

. Ponce De teon Faderal Hispanic-American 118,918

Savings Bark,
Bronx, NY

Berean Federal Savings African-American 31,447

Bank,
Philadeiphia, PA

31

pre

Dwelling House Savings Aftican-American 16.568
and Loan Assogiation,
Pittsburgh, PA

Caribbean Federal Savings Hispanic-American 76,713
Bank,
Caralina, PR

{continued}
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Minority-Owned Thrifts Supervised by OTS
A4 of March 31, 1893

Dottars in thousands

Thrifts Ethnic identity Assels

33. Catano Federal Savings Hispanic-American 13,369
and Loan, Association,
Catano, PR
34, Fajardo Federal Savings Hispanic-American 29,813
Bank,
Fajardo, PR
35. First Federal Savings Hispanic-American 1,794,727
k.

ank,
Santurce, PR
36. R&G Federal Savings Bank, Hispanic-American 219,895
Guaynabo, PR
37. Western Federal Savings Hispanic-American 664,145
Bank,
Mayaguez, PR
38. Eastern American, FSB, Asian-American 54,339
Mclean, VA
39. Imperial Savings and Loan African-American 8,394
Associaton,
Martinsville, VA

40. United Savings and Loan Asian-American 160,250

ank,

Seattle, WA

Columbia Savings and African-American 12,828
Loan Association,

Milwaukee, Wt

Total $6,514,681

41,

Source’ OTS data.
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Comments From the Department of the
Treasury

DEPARTMENT OF THE TREASURY
WASHINGTON

VHDER SECRRTARY October 13, 1993

Gaston L. Glamni, Jr.

Assoclate Director, Government

Business Operations Issues

General Government Divieion

United States General Accounting Office
wachington, D.C. 20548

pear Mr. Glanni:
Thank you for the opportunity to provide comments on your

report

o . dated September 1993.
This letter la in to the r icna Dade in that
report.

GAC auditors reviewed Treasury's lsmplementation of section
308 of the Financial Institutions Reform, Recovery, and
Enforcenant Act of 1989 (FIRREA)} which requires Treasury to
consult with the Federal Daposit Insurance Corparation and the
office of Thrift Supervision on methods to preserve minority
ownership of financial institutions. The auditors recommend that
the Secratary of Treasury lead an effort to systesatically assess
the effectivaness of the agancies' approaches to presarve
wlnority-cwned financial institutione. In additien, tha auditors
believe this effort should includa surveylng minority~owned
financial institutians to obtain thair views on the efforts that
are employed te preserve thelr institutions.

The Treasury strongly supports the goals, ocutlined in
Saction 308 of FIRREA, of prcservin? existing minority-owned
financinl institutions and encouraging the creation of new ohes.
AS your report notaes, Treasury has sp d four int Y
meatings to review and coordinate sgency policles nqanﬁnq
winority-owned depository institutions and actively manitors ths
status of these institutions. We bellave thesa efforte greatly
contribute te the process by which the ageancies can assess the
effectivenass of their minority-owned institution pslicies,

Historically, Treasury's responaibility under Section 308
hes been to facilitate the flow of informaticn among the
agencies. Therefore, in order to ensure a completa review af
agency policies, participation in the regular interagency
paetings was expanded beyond tha statutory reguirements te
includs tha Office of Comptroller of the Currency, the Federal
Resarve, the Resolution Trust Corporation, and the Thrirt
Depceitor Protectien Oversight Board. At the most recent April
1993 meating, and at Treasury’s rsguest, the National Credit

Seep.5.
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2

Union Administration and the Commerce Department's Minority
Business Development Agency mesde presentations covering their
agencies’ policies and programs to aid minority-owned financial
institutions.

Treasury agrees with the GAD auditors that our afforts

See p. 19. should include surveying minority~cwned institutiens for feedback
on agency policies. We will re-examine the rols that Treasury
should take with rogard to its Section 108 responsibilities.

Thank you again for the oppertunity to comment cn your draft
report.

Sincerely,

ol oom

Frank N. Newman
Under Secretary of the Treasury
Domestic Finance
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Comments From the Federal Deposit
Insurance Corporation

Podural t insuronce Corporation Dffica of Exacutive Dirsctor
‘Weshington, DC 20429 Suparvision and Resotubions

October 12, 1992

Mr. Gaston L. Glanni, Jr.

Asgociate Director, Government
Busireea Oparations Issues

United Statea General Accounting affice
Washington, P.C. 2084

Dear Mr. Gianmni:

SUBJECT: Responsa ta Draft GAQ Repart to the Chairman, Committea
ot Operatione. Housa of Repr ives

Thank you for the oppertunity to further axplain our
compliance efforts with section 308 of the Financial Instituticnas
Reform, Racovery, and Enforcement Ack of 1989 (FIRREA}. It is
avident that prior to ths publicaticn of the report entitled

te Praserve Minority ownership further clarification is needed.

Sumpary of FDIC Efforts:

It ahould be noted that we hava undartaken extensive efforts
on behalf of section 308 of FIRREA which we feal far excaed the
statutory mandate of merely consulting with Treasury. While your
report mentioned these endeavors, we would like to present a more
cenpreheansive summary of our efforta:

Sesp. 6. - On April 3, 19%0, the FDIC Board of Diractorz adapted a

policy statement which recognized the unigue status of
minority-owned depository inmstitutions in the financial
system and expressed the Division of Supervision’s policy of
pressrving minority ownership of financial institutions and
encouraging minority participation in the managament of
financial institutions. This policy statement is crucdal
tor understanding the FDIC’s efforts with raspect to
preserving and working with minority-owned institutions and
as such, we are attaching a copy to this response.

See comment 1.
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Seep.6.

See pp. 2and 6.

See comment 2.

Now on pp. 16 and 17.

Hr. Gaston L. Gianni 2

~ On November 1l, 1932, the Divislon of Supervieion issued
a regional directive requiring the desigration of regional
ninority-owned institutions banking coordinators. Thesa
individuals would be responsible for quartarly reports which
would detail the actions taken by the ragion ko further
section 10878 goals. The four quartarly reporting
regquirements are detailed on page 12 of your report. It
should be noted that item (4) "a listing of banks whose
performance is garginal or unsatisfactory, reqardless of
ownership, that serve minority comemunities® goem far beyond
section 308's lsgislative intent. With this information, we
seek to hava warning well in advance should an imetitution
be In danger of failing which predominately serves a
minority community. As such, we can morltor and ensure tha
continuance of banking marvices to these coxmunities.

=~ On July 14, 1993, the Divieion of Supervision issued a
directive reiterating the procedures for failing minority
owned institutions. Paga 4 of your report implies that thisg
memorandum instituted the preference for minority bidders
which Ls not the case. Rather, this praterance

statutorily mandated in some cases by ssction 13 {f) of the
Faderal Deposit Insurance Carperation Act. Spacifically,
vhen an override of atate law is necessary to effect the
acquisition of a failed or failing minority institution,
section 13(f) {6} (C} provides that the FDIT shall sesk affers
for the reaslution of a failing minerity isstitution priex
to seeking offers from non-minority acquirers amd section
13(f) (12} removes the asset size threshold for interstats
acquisitions in the case of minority kidders for a failing
minority-owned institution.

The Results of the Survey sre Inconclusive:

We found the survey you developed to ascertain the
effectiveneas of the agencies’ programs interesting. However, we
are not suve what conclusions to draw. Firse of all, without the
banaefit of having the astual survey questione included in the
report, thera ls no way to determine the nature and connetation
of the guestions posed. Secondly, it is difficult to analyze
the raesults since the terms ”mixed" and "diverse® are used to
describe the vievs of the respondents. These comrcluaions are
further illustrated by the charts on pages 27 and 28 which
indicata that the responses to the two guestions are just about
avenly split between those who deem our afforts to be adequate
and those who do not. In addition, thera is the proportionately
significant group who offered no opinion at all.
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Appendiz IV
Comments Prom the Federal Deposit
Insurance Carporation

Nowonp. 7.

Seep. 7.

Nowenp. 7.

Now an p. 6.

Nowanp. 24,

Mr, Gaston L. Giamnk 3

ounership Considerations are Not a Factor fox Enforgement
actions:

¥We wish to clarify comments on pages 12 and 13 of the raport
which could be misconstrued to indicate that the FDIC has on
occasion been more "lenlent" with respect to its enforcement
actions directed towards a minority institution. Paga 13
raports that on four occagicns, FDIC "issued memorandums of
understanding rather than cease and desist orders, which are nore
formal and legally enforceable in court...®. We wish to
emphasiza that all enforcement actions, alheit formal or informal
are designed to be romedial in nature. Wwhether a given formal or
informal approach ls taken would depend on a varlety of factors
inherent in tha individual institution. While it is true that we
work closely with minority-owned institutions which in some
instances might obviate the need for a more formal action, in
general we would assuredly taXe whatever enforcement action
deemed necessary, regardless of ownership considerations.

C; {=} H
A few technical corrections need to be made:

- Page 12 discusses the FDIC‘s approval of a transaction wvhich
allowed a troubled minority-owned bank to acquire a Falled credit
unian in September 1992 resulting in the improvement of the
bank‘s overall ial condition not “rating” as indicated in
tha report.

-~ Page 10‘s discussion of the minority bank resclution procesa
should read as follows:

With respect to resolving falled@ minoerity-owned banks,
the FDIC will generally solicit bids from eligible
minority-owned financlal institutions nationwide during
its marketing effort, The actual selectlon of tha
winning bidder is governed by the least cost approach
as mandated by the Federal Deposit Insurance
Corporation Improvement Act of 1991 (MFDICIAM)'s
amendments to section 13{c} of the FDI Act. In sume
cases, section 13{f)} af tha FDI Act preempts state law
restrictions on interstate acquisitions of failed or
failing minority institutions for the benefit of
minority acquirers hut not for the benefit of non-
wminerity acguirers.

- Page 36 lists as a source the Federal Reserve System. This
should instead be the listing of institutlons participating in
the Federal Reserve Board‘s Minority Bank Depository Program
prepared by the Board of Governcrs af the Federal Resarve System.
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Appendix [V
Comments From the Federal Deposit
Insurance Corporatlon

Mr. Gaston L. Giannl

Copglusion:
Seep, 19 In conclusion, we appreciata this oppeortunity to provide
A camnentary on our continuing efforts to be saensitiva to the needs
of the minority~owned institutiond under our jurisdiction. We
assert that we have excaesded FIRREA’s saction 308 statutery
requirements that we merely consult with Treasury, and we have
instead instituted an extensive program which seeks to preserve
minority ownership. Furthermore, our program extands to ensuring
cantinuaed banking services to minority communities as well. We
do agree, however, that there 1§ a need to mssess the euccess of
our programe and therefore we concur with your comments in this
ragard and will investiqate an appropriate evaluation method.

Sinceraly,
W as_

hn W. Stone
Executive Director

Attachment
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Appendix [V
Comments From the Federal Deposit
Iusurance Corporation

G A 1. The palicy statement was summarized on page 6. As a result, we have
O Comment excluded the entire policy statement from the report.

2. In our telephone survey of executives at minority-owned financial
institutions, we interviewed them on FpIC and 015’ efforts regarding
assistance, preservation, expansion, and suggestions for improvements.
The information obtained from the executives is discussed on pages 17
through 19 of this report.
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Appendix V

Comments From the Office of Thrift
Supervision

Office of Thrift Supervision
Departmens of the Treasury Dhreor

1700 G Steeet, N.W., Wachengton, DE 10352 ¢ (2021 645K

Mr. Gaaton L. Glemni, Jr.

Agsociate Director

Govarnwent Business Operations lssussg
Ge 1 Accounting Office

washington, D.C, 20548

Dear Nr. Glanni:

Thank you for the apportunity to camment on your draft
ceport antitled Minority-Owned Financial institutions:
Status pf Federal ¥E¥orts to Preserve Ninocity Ownership.
Encloeed ace some technical comments.

Seep. 19 Your major substantive recommepdation is that the
Secretary of the Treasucy lead an effort to assess in &
formal and systematic manner the effectiveness of the
agencies’ approaches to preserving minority-owned financial
institutions, We will be pleased to join inm any
interagency effart to develop objective and appropriate
asseasment tools.

We are committed to preserving alnority iastitutions
and we are slvaye interested in how we can continue to
strengthen our program.

Pletse let me know if we can be of any Eurther
assiatance.

Sincerely,

/Z{Z.[(:

Jgnathan L, Fiechter
Atting Director

Encloguras
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Comments From the Resolution Trust

Corporation

Seep. 19.

\ =5
RTC

RESOLUTION TRUST CORFQRATION

The Crisk
l-‘::‘l‘\‘:‘c-h

Saptesbar 23, 1393

MEMDRANDUM TO: Gaston L. Glanni, Jr.
Associate Dirsctor,
Faderal Management Inuu
U. 5. General Accounting O
FROM: J. Paul Ramay
vica President
Departnsnt of Resoluticns

SUBJECT: GAOD Report B-234638, ML
xmxm:m. status of rodcni l!!o:t. to

We have reviewed subject report, and appreciate the opportunit
respond and taks actiona which will help satiafy the isaves raised
by the report.

¥e are pleased that the resultsé illustrated in your report indicate
n satisfactory effort on our part to preserve and protect the
minority ownership of tha banking institutions offared for sale by
the RTC. We are concerned, however, that some ninority sectors feal
frustrated and unable to take advantage of opportunities offered.
While we havas continuously attempted to rampond to cur overall
mAr] in cffaering transactiona in the forms wost desired, ve do
bhalieva we can alvays do mora to get our message to the minority
community.

To that end, and in agrsement with youwr recompendation on page
twanty-nine of this report, we have already constructed a survey,
draft copy attached, to be mailed to all minority cwned firms,
investors and consultante registered with us, and all other known
ninorlty wvrn-d t.'mancial ingtitutions. Thie survey was designsd to
ions and dblocks {either real or percaived)
-rpe:lencad uz' anticipatsd by minority groups in dealing with the
RTC. Pending legislation does contain certain minarity preferance
provisions. Tharsfore, wa will not msil the survey at this tims.
That, is, wa foel obliged to walt until the legislation is finalized
to determine what, if any, adjustwents nead to be nade. The regults
of this survey will be reviewsd and, to tha extent possibla, RIC
procedures will be adjusted to address those frustrations.

B0} 170 Swedt, KW Wosthington, DG 20434
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Appendix VI
Comments From the Resolution Trust
Corporation

cc. Mr. Roelle
Wr. Hald
Mr. Hoch
M&. Lorentzen
Ms. Conguest {GAO}
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Appendix VI
Comments From the Resolution Trust
Corporation

L In an cffort to reach 19 many potentisl bidders az passidls, the RTC anucunces thrifts
being placed for sale by running ane-dty ads in The Wall Street Journol and the American
Banker sod by direct mail to members of the National Marketing List (NML). The direct
madl announcements are seat to NML membecs that ejther expressed interext ia » specific
institution being marketed or in the state where one or moce of the thrifis is Jocated, Flease
indicate whether yon find that these efforts sdnquately meet your nesds and, if not, what
acher publications or methods cruld bolster this cffort.

2. Plcass check all of the following that apply to your organizatioa:

e We have aitended ono or more bid conferences for theifts being sold by RTC.
We have conducted duo diligence at a0 RTC thrift.
‘We have plared & bid oa an RTC theift.

We have acquired & thrifl or branch or branch clustsr from RTC.

If you have not participated in any or some of the above activitios, please indicate on
an attachment why you kave not dooe sa.
3 1In order to open the process to potential bidders of all xizes, the XTC offers lxrpe
thrifts by whole eaity and by individual branches and/or branch groupings. (The KTC
defibes large thrifis as those that held $500 millioa or mare in deposits whea placed in
conservatorship.} Morover, whenover 1 karper thrift is aot available os as iadividoal bensch
basis, the RTC generally pemits consortinm bids,

[N Were you aware that largo thrifts wern offered both as a whale and in smaller
tranch grouplngs?

b, Have you ever bid on an individual branch or branch grewp wait of & larger
thrif?

[ Wete you aware that the RTC permitted consortium bide?
d Have you evor participrted in a consortium bid for an RTC thrift?
The RTC has adopted special minority preference procedures for was in the sale of

thnnsllnlwmpnvimnlymmmy . (Baclosed is 3 copy of thoss perocedures and
guidelines.)
'S Wemymnneonhmmmumypm(uewepmmmnﬂh&euhnf
previously minority owned thrifts?
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Appendlx VI
Comments From the Resolution Trost
Corporation
b. Have you ever bid on a minority thrift vnder these guidelines? If so, was yout
bid & winning bid?

€. Pleate attach comments/suggestions you have about these procedures.

5. The Congress also athorired the RTC ¢ provids interim capitzl assistance to
qualified minoity investors acqoiring thrifts from the RTC.

a Have you placed a bid for 2 minority Urift based on interim capital assistance?
If &, was yoor bid 2 winning hid?

b, Given the restrictions placed by atatuts on the interim capical assistance
program to eosure that the assisiance is short term and only available to
minotity investors, what changes would you like made to the oxisting
procedures?

6 The RTC Refi and Act of 1991 ized the
Rmmnmqtmmmhmaphlmmﬁmqmﬂﬂdmmyhddmm
thrifts o thrift hranches that were previously majority owned. The law roqtires that the
RTC can only consider interim capital assistance based bids from minaciy investors if there
is 0o cost effective bid without ruch astistance from & qualified bidder, Moreover, the
interim capital assistance bid must be Jower cost to the RTC than a direct payoff of deposits.

L Have you ever placed a bid based on interim capital assisance for a previoosly
majority owned thrift or branch(es)? If sa, was your bid a winning bid?

b. Given the legal constraints, bow could thiy interimi capital procedure be
improved?

kA Flease check any of the following factors that Umit your organization’s participation
in the RTC hidding process,

The institution or branch clusters being offered for mls were 100 big.
The RTC did not offer safficient psscts with the institution.

The RTC did not provide enough information about the institution.
The amount of regulatory capital required was too great,

No ingtitwtions or branches have been offered in the geographic area of interest
tous,
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Appendix VI
Comments From the Resolution Trust
Corporation

The sales process takes too much time from the inltial madketing of a theift to
the final sale,

The sales process does not allow ampla timo from the initial marketiog of a
theift to the final sale.

Obtaining a charter in order $o accomplish the transaction is too difficult.

. Other (please explain
8. Pleass elaborain on the concerns noled in the above question as well as other facioes
that kave impeded ar preciuded your 5 p in the RTC's thrift sales
Process.
9. Has the chartering process impoded or ded i in

the RTC’s thrift sakes process? Phue:hlxmmmpmblnulywhwmmedmdnﬂ‘u
saggestions on bow the process might be kmproved.

10. The RTC ls interested in attracting more minority investors to perticipato in £l the
remaining thift sales, Adbering to the statotory mandate that RYC sell theifts throagh & fair,
commpetitive process and that RTC sclect the most cost-effective resolution, how could the
RTC process be changed 50 that it both atracts more misarity biiders into the process and
Eacllitates more winning blds from minority bidders?

Thank you for completing this mevey. If you would care to ideatify your erganization,
please answer the remaining quastions. I you prefer ¢o remain anonymous, oo further
leqnnuzmmry.

{Name of organization) (RTC account namber)
{cay, Sute)
(Name of contact person) {Telephone mumber)

Please attach the names of (he ingtitutions you have bid on in the past and indicate those that
were winning bids.
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Appendix VII

Major Contributors to This Report

General Government Eagpz;;\éi aﬂl‘t\t;ri ;::j:mm Director, Government BL}siness
DIWSIOII, Washmgton, Taramy R. Conguest, Evaluator-in-Charge
D.C. Arnel P. Cortez, Evaluator

Katherine M. Wheeler, Publishing Advisor

Kenneth John, Senior Social Science Analyst

Lessie Burke, Writer-Editor

Ofﬁce of the General Susan Linder, Senior Attorney
Counsel
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BOARDO OF GOVERNORS

DF THE
FEDERAL RESERVE S5YSTEM
WASHINGTON, O. C. 20551

SANDRA F, BAAUNSTEIN
DIRECTOR

DiVISION OF CONSUMER
AND COMMUNITY ARFAIRS

December 4, 2007

The Honorable Melvin L. Watt

Chairman

Subcommittee on Oversight and Investigations
Committee on Financial Services

House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

] am pleased to respond to the four questions you posed subsequent to my testimony for
the October 30, 2007, hearing titled, “Preserving and Expanding Minority Banks.” My
responses to your questions are discussed in the enclosures to this letter. A copy of this letter has
been forwarded to the Committee for inclusion in the hearing record.

Please let me know if I can be of further assistance.

Sincerely, -

Enclosures
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Ms. Sandra Braunstein subsequently submitted the following in response to written
questions received from Chairman Watt in connection with the October 30, 2007, hearing
before the House Oversight and Investigations Subcommittee of the Financial Services
Committee.

(1) Please provide further details about the new training and technical assistance
program that the Fed expects to be in operation in 2008.
(a) How is this program different from past efforts?
(k) What stakeholders did the Fed engage in developing this new plan?
(¢} Provide further details about each of the three modules of the new training
program referenced at page 3 of your testimony.

1a)} How is this program different from past efforts?

The Federal Reserve System’s new program, “Partnership for Progress: A Program for
Minority-Owned and De Novo Institutions” is the first national, comprehensive program
of its kind to address the unique challenges facing minority-owned institutions (MOIs).
The program incorporates proactive training that includes class-room style workshops, a
self-paced PC-based program, and a web-based resource and information center, which
provides different formats for disseminating information to minority-owned institutions.
The program also includes a strong technical assistance framework that helps minority-
owned institutions build stronger relationships with their regulator.

Previously, the Federal Reserve System did not have a central repository from which to
draw or retain educational materials specifically for MOIs. This new program leverages
the collective expertise of staff from throughout the Federal Reserve System to build a
comprehensive program with a national focus. At the same time, however, the program
is flexible and may be expanded or otherwise customized to fit the special needs of a
particular minority-owned institution. Additionally, the online feature of the program
will provide bankers an opportunity to review a wealth of information on their own. It
should be noted that while the program’s primary target audience is MOlIs, portions of the
program apply more broadly to de novo institutions, which may find the information, as
well as participation in the program, useful.

To ensure that the program remains current and responsive to the needs of minority
banks, we plan to survey participants at the conclusion of each program to determine how
well the program met their needs and to obtain their suggestions on potential
improvements. Survey information, along with insights gained informally through either
instructor interaction with program participants or any subsequent technical assistance
provided, will be incorporated into the program on an ongoing basis. Feedback from the
pilot sessions of the program planned through January 2008 will also be incorporated into
the program.
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As noted in Federal Reserve Governor Kroszner’s August 1, 2007, speech to the
Interagency Minority Depository Institutions National Conference in Miami, Florida, and
my October 30 testimony to this Subcommittee, key concepts from the MOI program will
be incorporated into Federal Reserve System examiner training. Inclusion of these
concepts stems, in part, from comments received from MOI bankers interviewed in
conjunction with this project. During the interviews, many bankers opined that providing
examiners with a deeper understanding of MOI business strategies and how these differ
from traditional banking models would help examiners accurately assess MOI
performance from a supervisory perspective. For example, one MOI with a high
percentage of Asian customers noted that its customer base engages largely in cash-based
transactions and prefers to place funds in a safe deposit box instead of a deposit account.
These customers are also reluctant to borrow from a bank and tend to pay off loan
balances quickly.

The Partnership for Progress program continues the Federal Reserve System’s ongoing
commitment to support and strengthen minority-owned institutions. We believe that the
variety and depth of the resource materials developed for this program, coupled with the
multiple distribution channels envisioned, will enable us to address the needs of different
minority-owned institutions more easily and efficiently. More information about the
program may be found on its national website at

http://www.philadelphiafed.org/src/examinations/moi.cfm.

1b) What stakeholders did the Fed engage in developing this plan?

The content and form of the program was largely influenced through interviews with
MOIs located across the country, as well as interviews with trade groups, bank
consultants, and state and federal banking agencies.' During those interviews, System
staff presented a draft MOI program framework and asked for recommendations and
suggestions. Many of these suggestions were incorporated into the current program,
particularly those relating to board member selection and training, management team
selection, staff recruitment and retention, growth strategies, key decision points for
startups, IT platforms and vendor selection, risk management practices, and regulatory
relationships.

System staff met with representatives from the Conference of State Bank Supervisors, the
National Bankers Association and the state banking agencies for Pennsylvania, New
Jersey, Illinois, Georgia, and California. Staff also met with the federal regulatory

! Institutions interviewed included: United Bank of Philadelphia, Philadelphia, PA; Asian Bank,
Philadelphia, PA; Legacy Bankcorp, Milwaukee, WI; Promerica, Los Angeles, CA; Holladay Bank &
Trust, Salt Lake City, UT; Nevada Security Bank, Reno, NV; West Valley National Bank, Avondale, AZ;
Commonwealth Business Bank, Los Angeles, CA; Citizens Trust Bank, Atlanta, GA; Capital City Bank
and Trust, Atlanta, GA; Western Alliance, Las Vegas, NV; and East-West Bank, Pasadena, CA. Although
not a minority-owned bank, staff also met with Shorebank, Chicago, IL, a community development
financial institution dedicated to economic revitalization. System staff also interviewed Carpenter and
Company, Irvine, CA, a community bank consulting firm.
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agencies--the Federal Deposit Insurance Corporation, the Office of the Comptroller of the
Currency, and the Office of Thrift Supervision.

1¢) Provide further details about each of the three modules of the new training
program referenced at page 3 of testimony.

The MOI program is comprised of three separate modules that focus on the different
development stages of an institution. The first module targets developing institutions and
the basic information necessary for the formation of a new and successful bank. For
example, this module discusses the steps necessary to file applications for a banking
charter, Federal Reserve membership, and related issues. The second module targets new
institutions (typically five years old or younger) that are trying to stabilize their
operations and become profitable in a competitive environment. (For institutions with
specific concemns or issues, an expanded module that addresses their particular concerns
may be substituted here.) The third module assists mature institutions in achieving
growth targets in a safe and sound manner. A more complete description of each module
and the accompanying components is attached.

We held our first pilot workshop for the first Partnership for Progress at the Federal
Reserve Bank of Philadelphia on November 1, 2007. This pilot focused on module three,
“Growing Shareholder Value” and addressed branching, market growth, risk
management, and measuring board and executive management performance. The
program, which was attended by MOIs representing different constituencies, included a
lively dialogue between the trainers and participating bankers. Bank attendees included:
Asian Bank, Philadelphia, PA (Chinese); MoreBank, Philadelphia, PA (Korean); Indus
American Bank, Iselin, NJ (East Indian); First Choice Bank, Lawrenceville, NJ (multi-
cultural); and United Bank, Philadelphia, PA (African-American).

Two more pilots are currently scheduled through the end of January 2008. These pilot
sessions will target different audiences and topics. Briefly, these pilots include:

o A December 13, 2007, session at the Federal Reserve Bank of Atlanta
designed to provide technical assistance and guidance concerning capital
funding, asset quality, real estate, and appraisals. Attendees will include
representatives from Citizens Trust, Atlanta, GA (African-American); Capital
City Bank and Trust, Atlanta, GA (African-American); and First Tuskegee,
Tuskegee, AL (African-American).

o A January 29, 2008, session at the Federal Reserve Bank of San Francisco
focusing on de novo issues. De novo banks in the Los Angeles area will be
invited to attend.

In addition, the Federal Reserve Bank of Philadelphia will host a special one-on-one
workshop for the board of directors for Open Arms Bank, a Latino-owned de novo
currently in formation. The workshop will focus on specific technical assistance and
guidance requested by the bank.
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(2) You state on page 6 of your testimony that the Fed and other regulators issued for
comment a proposed "Question and Answer" regarding the Community Reinvestment
Act, clarifying that majority institutions will receive favorable CRA consideration for
investing and partnering with minority institutions (even those outside the majority
institution's assessment area.) Will this be effective in preserving and promoting
minority banks?

Investments by majority-owned institutions in MOIs, including purchasing certificates of
deposit, purchasing nonvoting equity instruments, and providing loans and technical
assistance represent a means of preserving and promoting MOIs. These measures
provide funding sources, as well as critical expertise and guidance to such entities.

Banks are continuously looking for ways to participate in investments that will help meet
the credit needs of their communities consistent with safety and soundness
considerations, as well as participate in good investments that may be outside of their
community. Clarifying that a majority institution will receive favorable CRA
consideration for investing and partnering with MOIs (even those outside the non-
minority institution’s assessment area), will likely incent non-minority banks to continue
to participate in these efforts, and therefore help preserve and promote minority banks.

The current CRA proposal, however, is but one means of promoting and preserving
MOIs. Through the Federal Reserve System’s community affairs function, the Board
and the twelve Reserve Banks work to promote community development and fair and
impartial access to credit by focusing on low- and moderate-income consumers and
underserved communities that frequently include high minority populations. The
community affairs function develops programs, partnerships, and initiatives that bring
consumers into the financial and economic mainstream and that assist financial
institutions in identifying viable opportunities in markets that may be underserved. The
function also engages in research to help improve understanding of how financial
services policies and practices affect lower-income households and neighborhoods. By
promoting community and economic development of the areas in which the MOIs
operate, these efforts indirectly support MOIs and the customers that they serve.

(3) Does the Federal Reserve have any suggested legislative or regulatory changes to
the Treasury Department's CDFI Fund financial and capital assistance programs to
better serve, preserve or expand minority banks?

At this time, we do not have any suggestions for legislative or regulatory changes to the
Treasury Department’s CDFI Fund financial and capital assistance programs.

(4) Please explain the "peer review" process during Agency examinations for minority
banks. Are minority banks compared against similarly situated minority banks, against
larger banks, or some other metric?
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The FFIEC’s Uniform Bank Performance Report (an analytical tool created for bank
supervisory, examination, and management purposes) places each commercial bank into
a national peer group based on asset size, metropolitan area, and number of branch
offices. While these data are useful for comparing banks of similar size across the nation,
the FFIEC report does not include a comparison of banks with unique markets, such as
those of minority banks. Some Reserve Banks develop tailored peer review reports
during examinations of MOI state member banks. Federal Reserve System staff
members are creating customized minority bank peer groups in conjunction with the
Partnership for Progress pilots. Going forward, these customized peer groups will be
made available to the depository institutions and bank examiners on the Board’s Internet
site.

Attachment
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The Federal Reserve Board
Minority Owned Institutions and De Novo Outreach Program
Module Workshops

Module 1:
GETTING STARTED

1. De Novo Bank Applications Process
Bank Charter Decision
Federal Reserve Membership
FDIC Insurance
Filing Fees to Consider
Public Nature of Applications
Timing of the Charter Application
What Regulators Look For
Holding Company Formation

2.  Capital Requirements
Capital ratio requirements
Capital Offering Process
Considerations

3.  Officer/Director Background

Recommended Qualities

4.  Profile of a Successful Board
Recommended Considerations
Level of Independence, Commitment, Experience, etc.

5.  Core Characteristics of a Board Member
Recommended Qualities
Individual Characteristics
Conflicts

6.  Core Characteristics of a Management Team
Recommended Qualities
Individual Characteristics

7.  Officer and Director Background Reviews
Passing background checks
Biographical and financial Reports
Common mistakes
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Module 1:
GETTING STARTED (continued)

8. Market Competition and Feasibility Study
Define geographic market
Provide historical and current data for the market
Evidence that market will support the mission
Identify competition
Gather information on their products and services

9.  Demographic Analysis
Characteristics that describe market
Relevant Analysis necessary

10. Financial Projections
Growth targets must be supported
Projections must be consistent with mission

11.  Growth (Rapid/Slow)
Rapid Growth Risk
Market Conditions
Case Studies -Minority Focused Banks
Growth Guides
Managing Concentrations
Final Thoughts on Growth
When do you want more growth?
When do you want less growth?
Where do you want to grow?

12. Outsourcing & Vendor Management
What is Outsourcing?
Related Concepts
Benefits of Outsourcing
Risks Associated with OQutsourcing
Risk Assessments & Requirements
Service Provider Selection
Contract Issues
Ongoing Monitoring (Vendor Management)
Examination Considerations
Outsourcing Best Practices
Key Takeaways
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Module 1:
GETTING STARTED (continued)

13. The Supervisory Process (Regulatory Relations)
Relationship with Regulators
Top Examination Issues in Early Years
Top Risks for New Banks
Examination Frequency
Outreach Efforts

14. Credit Committee Responsibilities
Loan policies
Product limits and sub-limits.
Review problem and delinquent loan reports.
Review concentration reports
Ensure appropriate corrective action is taken

15. Asset/Liability Management Committee
Risk tolerances
Liquidity and funds management policy
Contingency funding plan
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Module 2:
MANAGING TRANSITION IN YEARS 1-5

1.  Capital
How much is necessary?
Components of Capital
Ramifications of Capital
Sources of Capital
Sources of Capital for Community Development Banks
Restrictions based on Capital Levels
Case Study: Ramifications of Insufficient Capital
Best Practices for Capital Plans

2. Credit Risk
Loan Policy
Credit Risk Management Issues
Interagency Guidance
Underwriting
Loan Review
Risk Ratings
Lending Restrictions
Top 5 Common Lending Mistakes
Red Flags
The best offense is a good defense... Chief Credit Officer Role
Lending Resources

3. Interest Rate Risk
Board or Management Responsibilities
Impacts of Interest Rate Risk
Types of Interest Rate Risk
Methods for Measuring Interest Rate Risk
Determining Interest Rate Risk Limits and Policy Suggestions
Identifying Interest Rate Risk in Products / Strategies
Hedging Interest Rate Risk
Best Practices — Interest Rate Risk

4. Compliance Issues
High Risk Regulations
Low Risk Regulations
FFIEC
Consumer Affairs Letters
Consumer Compliance Handbook
Other Regulations & Policies



5.

313

Module 2:
MANAGING TRANSITION IN YEARS 1-5 (continued)

Outsourcing & Vendor Management
What is Outsourcing?
Related Concepts
Benefits of Outsourcing
Risks Associated with Outsourcing
Risk Assessments & Requirements
Service Provider Selection
Contract Issues
Ongoing Monitoring (Vendor Management)
Examination Considerations
Outsourcing Best Practices
Key Takeaways

New Product Implementation
New Product Issues
Due Diligence / Feasibility
Financial Projections
Risk Analysis
Legal Opinions
Liquidity Considerations
Compliance Considerations

Mergers and Acquisitions
Merger/Acquisition Key Drivers
Risks
Mitigation Strategies
Key Steps
Business Considerations
Regulatory Considerations
M&A Best Practices

Demographic Analysis
Characteristics that describe market
Relevant Analysis necessary

Growth (Rapid/Slow)
Rapid Growth Risk
Market Conditions
Case Studies -Minority Focused Banks
Growth Guides
Managing Concentrations
Final Thoughts on Growth
When do you want more growth?
When do you want less growth?
Where do you want to grow?
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Module 2:
MANAGING TRANSITION IN YEARS 1-5 (continued)

10. Liquidity
Traditional Sources
Additional Sources for MOlIs:
Assets
Best Practices - Liquidity
Liquidity Guidance
What is the Break-even Point?
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Module 3:
GROWING SHAREHOLDER VALUE

1. Capital
How Much is Necessary?
Components of capital
Ramifications of Capital
Sources of Capital
Sources of Capital for Community Development Banks
Restrictions Based on Capital Levels
Case Study: Ramifications of Insufficient Capital
Best Practices for Capital Plans

2. Credit Risk
Loan Policy
Credit Risk Management Issues
Interagency Guidance
Underwriting
Loan Review
Risk Ratings
Lending Restrictions
Top 5 Common Lending Mistakes
Red Flags
The best offense is a good defense. .. Chief Credit Officer Role
Lending Resources

3. Interest Rate Risk
Board or Management Responsibilities
Impacts of Interest Rate Risk
Types of Interest Rate Risk
Methods for Measuring Interest Rate Risk
Determining Interest Rate Risk Limits and Policy Suggestions
Identifying Interest Rate Risk in Products / Strategies
Hedging Interest Rate Risk
Best Practices — Interest Rate Risk

4. Compliance Issues
High Risk Regulations
Low Risk Regulations
FFIEC
Consumer Affairs Letters
Consumer Compliance Handbook
Other Regulations & Policies
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Module 3:
GROWING SHAREHOLDER VALUE (continued)

5. Outsourcing & Vendor Management
What is Outsourcing?
Related Concepts
Benefits of Outsourcing
Risks Associated with Outsourcing
Risk Assessments & Requirements
Service Provider Selection
Contract Issues
Ongoing Monitoring (Vendor Management)
Examination Considerations
Outsourcing Best Practices
Key Takeaways

6. New Product Implementation
New Product Issues
Due Diligence / Feasibility
Financial Projections
Risk Analysis
Legal Opinions
Liquidity Considerations
Compliance Considerations

7. Mergers and Acquisitions
Merger/Acquisition Key Drivers
Risks
Mitigation Strategies
Key Steps
Business Considerations
Regulatory Considerations
M&A Best Practices

8. Demographic Analysis
Characteristics that describe market
Relevant Analysis necessary

9. Profile of a Successful Board
Responsibility to shareholders
Public perception
Important things successful directors know
Discuss examples of board composition
Recommended considerations
Level of independence, commitment, experience, etc.
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15.
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Module 3:
GROWING SHAREHOLDER VALUE (continued)

Core Characteristics of a Board Member
Recommended qualities
Individual characteristics
Conflicts

Measuring Board Member Performance
Ensuring that risks are managed and adequately controlled
Effective oversight

Methods for Measuring Board Member Performance
Self assessments, surveys, etc
Track metrics on bank goals
Regulatory directives completed in timely manner

Measuring Exec/Senior Management Performance
Maintaining an effective executive and senior management team
Hold executive management accountable for execution
Evaluation forms, Surveys, etc.
Track metrics on bank goals

Geographic Market Expansion
Considerations
Bank stability
Demographics
Bank mission
Cost/benefit analysis, etc.

Branching
Considerations
Bank stability
Regulatory applications
CRA implications, etc.
If branching into new geographic markets see info above.
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(AO Response to Question for the Record

(1) Onpage 12-13 of your testimony, you indicate that some minority bank
officials citz increased competition from larger banks as hurting
minority bank profitability. Did GAO research reveal a tension
between minority banks’ viability and majority banks’ investments in
previously neglected communities throngh the CRA program? Explain.

In conducting our work, many minority banks indicated that competition from other
banks, credit unions, and nonbanks posed their institution's greatest challenge. In
particular, minority baiks said that larger banks, in response to CRA incentives, were
increasingly posing competitive challenges among the banks' traditional customer base.
The bank officials said that larger banks could offer Ioans and other financial products at
more competitive prices because they can raise funds at lower rates and had
advantageous operational efficiencies. Despite such challenges, I would note that
officials from banks across minority banks were optimistic about the financial outlook
for their institutions. For example, the officials said that minority banks enjoy
advantages in serving minority communities
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Jp-30-06 7

Mr. Chairman:

Before beginning my questions, I want to disclose publicly for the hearing record
that my husband serves on the board of a minority-owned bank.




