XI. Community Reinvestment Act—Small Bank

Community Reinvestment Act

Introduction

The Community Reinvestment Act (CRA) is intended to
encourage depository institutions to help meet the credit needs
of the communities in which they operate, including low- and
moderate-income neighborhoods, consistent with safe and
sound banking operations. It was enacted by the Congress in
1977 (12 USC 2901) and is implemented by Regulations 12
CFR Parts 25, 228, 345, and 563e. The Regulations were
revised in 1995 and 2005.

The CRA requires that each insured depository institution’s
record in helping meet the credit needs of its entire community
be evaluated periodically. That record is taken into account in
considering an institution’s application for deposit facilities,
including mergers and acquisitions. CRA examinations are
conducted by the federal agencies that are responsible for
supervising depository institutions: the Board of Governors of
the Federal Reserve System (FRB), the Federal Deposit
Insurance Corporation (FDIC), the Office of the Comptroller
of the Currency (OCC), and the Office of Thrift Supervision
(OTS).

The agencies, through the FFIEC, have established
interagency examination procedures for the following types of
institutions: Small Institutions, Intermediate Small Institutions,
Large Retail Institutions, Limited Purpose and Wholesale
Institutions, and Institutions under Strategic Plans. The five
different procedures correspond to the five alternative
evaluation methods provided in the CRA regulations and are
designed to respond to basic differences in institutions’
structures and operations. All of the procedures reflect the
intent of the regulation to establish performance-based CRA
examinations that are complete and accurate but, to the
maximum extent possible, mitigate the compliance burden for
institutions. There are also instructions for writing public
evaluations; the public evaluation template for each institution
type is provided in Section XII.

Small Bank

Small Institutions have a streamlined assessment method. The
regulations contain only five performance criteria under the
small bank lending test:

1. The institution’s loan-to-deposit ratio adjusted for
seasonal variation and, as appropriate, other lending
related activities such as secondary market participation,
community development loans or qualified investments;

2. The percentage of loans and other lending-related
activities located in the institution’s assessment area(s);

3. The distribution of lending among borrowers of different
income levels and businesses and farms of different sizes;

4. The distribution of lending among geographies of different
income levels; and

5. The institution’s record of taking action, if warranted, in
response to written complaints about its CRA
performance.

Small institutions are eligible for a rating of Outstanding, as
well as Satisfactory. An examiner may conclude that an
institution’s performance so exceeds the standards for a
Satisfactory rating under the five core criteria that it merits a
rating of Outstanding. In addition, at the institution’s option,
the examiner will consider the institution’s performance in
making qualified investments and in providing services that
enhance credit availability in its assessment area(s) in order to
determine whether the institution merits an Outstanding rating.

In carrying out their examination responsibilities, examiners
should exercise judgment and common sense in deciding how
much material to review and what steps are necessary to reach
an accurate conclusion. For example, if an institution’s
assessment area(s) is comprised of only a few homogenous
geographies, a geographic analysis of loans within the
assessment area(s) may be unnecessary. Or, if an institution
has done an analysis to determine where, and to whom, it is
making loans in its assessment area(s) to assist itself in its
business efforts, examiners may be able to validate and then
use the institution’s analysis rather than conduct a detailed
analysis of their own. In other words, when evaluating the
performance criteria, examiners should always consider and
use available, reliable information.

Similarly, if an institution’s loan-to-deposit ratio appears low,
the examination procedures ask the examiner to evaluate the
institution’s lending-related activities, such as loan sales and
community development lending and investments to determine
if they materially supplement its lending performance as
reflected in its loan-to-deposit ratio. However, such an
analysis may not be necessary or a less extensive analysis may
be sufficient if the loan-to-deposit ratio is high.

Examination Procedures for Small Institutions
Examination Scope

1. For institutions with more than one assessment area,
identify assessment areas for full scope review. In making
those selections, review prior CRA performance
evaluations, available community contact materials, and
reported lending data and demographic data on each
assessment area. Consider factors such as:

a. The lending opportunities in the different assessment
areas;

b. The level of the institution’s lending activity in the
different assessment areas, including low- and
moderate-income areas, designated disaster areas, or
distressed or underserved nonmetropolitan middle-
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