IV. Fair Lending — Compliance Management Review/Exam Procedures

For large institutions reporting small business loans for

CRA purposes and where the institution also voluntarily
geocodes loan denials, look for material discrepancies in
ratios of approval-to-denial rates for applications in areas with
relatively high concentrations of minority residents compared
with areas with relatively low concentrations.

Articulate the possible discriminatory patterns identified and
consider further examining those products determined to have
sufficient risk of discriminatory conduct in accordance with
the procedures for commercial lending described in Part 111, F.

Step Eight: Complete the Scoping Process

To complete the scoping process, the examiner should review
the results of the preceding steps and select those focal points
that warrant examination, based on the relative risk levels
identified above. In order to remain within the agency’s
resource allowances, the examiner may need to choose a
smaller number of Focal Points from among all those selected
on the basis of risk. In such instances, set the scope by first,
prioritizing focal points on the basis of (i) high number and/or
relative severity of risk factors; (ii) high data quality and
other factors affecting the likelihood of obtaining reliable
examination results; (iii) high loan volume and the likelihood
of widespread risk to applicants and borrowers; and (iv) low
quality of any compliance program and, second, selecting for
examination review as many focal points as resources permit.

Where the judgment process among competing Focal Points is
a close call, information learned in the phase of conducting the
compliance management review can be used to further refine
the examiner’s choices.

Part II—Compliance Management Review

The Compliance Management Review enables the examination
team to determine:

» The intensity of the current examination based on an
evaluation of the compliance management measures
employed by an institution.

» The reliability of the institution’s practices and procedures
for ensuring continued fair lending compliance.

Generally, the review should focus on:

* Determining whether the policies and procedures of the
institution enable management to prevent, or to identify and
self-correct, illegal disparate treatment in the transactions
that relate to the products and issues identified for further
analysis under Part I of these procedures.

* Obtaining a thorough understanding of the manner
by which management addresses its fair lending
responsibilities with respect to (a) the institution’s lending
practices and standards, (b) training and other application-
processing aids, (c) guidance to employees or agents in

dealing with customers, and (d) its marketing or other
promotion of products and services.

To conduct this review, examiners should consider institutional
records and interviews with appropriate management
personnel in the lending, compliance, audit, and legal
functions. The examiner should also refer to the Compliance
Management Analysis Checklist contained in the Appendix
to evaluate the strength of the compliance programs in terms
of their capacity to prevent, or to identify and self-correct, fair
lending violations in connection with the products or issues
selected for analysis. Based on this evaluation:

+ Set the intensity of the transaction analysis by minimizing
sample sizes within the guidelines established in Part
IIT and the Sample Size Table in the Appendix, to the
extent warranted by the strength and thoroughness of the
compliance programs applicable to those Focal Points
selected for examination.

 Identify any compliance program or system deficiencies
that merit correction or improvement and present these
to management in accordance with Part IV of these
procedures.

Where an institution performs a self-evaluation or has
voluntarily disclosed the report or results of a self-test of any
product or issue that is within the scope of the examination
and has been selected for analysis pursuant to Part I of these
procedures, examiners may streamline the examination,
consistent with agency instructions, provided the self-test

or self-evaluation meets the requirements set forth in
Streamlining the Examination located in the Appendix.

Part III—Examination Procedures

Once the scope and intensity of the examination have been
determined, assess the institution’s fair lending performance by
applying the appropriate procedures that follow to each of the
examination Focal Points already selected.

A. Documenting Overt Evidence of Disparate Treatment

Where the scoping process or any other source identifies
overt evidence of disparate treatment, the examiner should
assess the nature of the policy or statement and the extent of
its impact on affected applicants by conducting the following
analysis:

Step 1. Where the indicator(s) of overt discrimination are
found in or based on a written policy (for example, a credit
scorecard) or communication, determine and document:

a. The precise language of the apparently discriminatory
policy or communication and the nature of the fair lending
concerns that it raises.
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