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WHY INVEST IN CHILDCARE?
High-quality childcare is a major de-
terminant in resolving our national
education crisis. Many children arrive
at kindergarten unprepared to learn
because they have not received appro-
priate development and learning op-
portunities before they reach kinder-
garten. Children who attend higher
quality childcare centers perform bet-
ter on measures of both cognitive and
social skills. The results of a long-term
study revealed that the quality of
childcare affects childrens’ success in
kindergarten and, for many, their de-
velopment through the second grade.4

Affordability is also a major childcare
issue for many American families. Na-
tionally, poor families—defined as
earning 50 percent or less of area me-
dian income—with small children

CALIFORNIA ENVIRONMENTAL

REDEVELOPMENT FUND

The California Environmental Redevelopment
Fund (CERF), LLC, an innovative new financing
source for brownfields, environmental cleanup
and smart growth, is now open for investments
from banks and other interested corporations.
CERF is the result of more than two years of
work by a task force of California banks, corpo-
rations, legal advisors, banking and environmen-
tal regulators, and experts in environmental law
and finance. CERF is the first of its kind in the
country and has already become a national
model. CERF has been facilitated by The Devel-
opment Fund, with sponsorship from the Bay
Area Council, the Los Angeles Chamber of Com-
merce and the Federal Reserve Bank of San
Francisco.

For further information on CERF, please con-
tact Susan Phinney Silver at The Development
Fund: info@tdfsf.org or (415) 981-1070 x 17.

BAY AREA FAMILY OF FUNDS
The Bay Area Family of Funds (Family of Funds)
is sponsored by the Community Capital Invest-
ment Initiative of the Bay Area Alliance for Sus-
tainable Development. The Family of Funds is
an amalgamation of equity-based funds that
apply a market-based approach to provide an
economically viable return on investment, as
well as social returns that promote a prosper-
ous Economy, quality Environment, and social
Equity—The Three Es of smart growth.

Each of the funds will be operated by an in-
vestment manager—or the equivalent—and will
invest in the 46 communities in the nine-county
San Francisco Bay Area with the most persis-
tent and highest concentrations of poverty. The
funds are now open for investments from bank-
ing, insurance, pension, institutional investors
and venture capital funds.

For further information on the Family of

Funds, please contact Andrew Michael at the
Bay Area Council:
amichael@bayareacouncil.org
or (415) 981-6600.

CALL FOR PAPERS

Federal Reserve System Conference:
Changing Financial Markets and Community
Development
Washington, D.C., April 5–6, 2001

The Community Affairs officers of the Federal
Reserve System are jointly sponsoring a con-
ference on the effects of recent changes in
financial markets on low- and moderate-income
(LMI) communities. The conference will bring
together interested parties from academia, fi-
nancial institutions, community organizations,
foundations, and government to learn about
recent research in this area.

Conference organizers are particularly inter-
ested in papers focusing on either the impact
of changing banking technology on LMI com-
munities, or the effect of changes in financial
markets on wealth creation and neighborhood
sustainability. Preference will be given to papers
that may stimulate further research by intro-
ducing new data resources or innovative re-
search techniques. Authors of all accepted pa-
pers are expected to provide executive sum-
maries, which will be published in a conference
volume.

Paper presenters and discussants will receive
travel expenses. Authors of selected papers ad-
dressing key issues will receive honorariums.
Individuals interested in presenting research
should submit a completed paper, detailed ab-
stract, or proposal by October 16 to:

Lynn Elaine Browne, Senior Vice President and
Director of Research, Federal Reserve Bank of
Boston, 600 Atlantic Avenue, Boston, MA
02106, e-mail: Lynn.Browne@bos.frb.org,
phone: (617) 973-3091.

DEMYSTIFYING FICO
A “definitive list of score factors” is available
on Fair, Isaac’s website at www.fairisaac.com.
The site includes a comprehensive list of the
information considered by Fair, Isaac scoring
models in calculating a FICO score. The site also
contains information on how lenders use FICO
scores as part of the lending process, and how
borrowers can use score reason codes to de-
termine whether there are errors in the credit
report and understand how to improve their
scores over time.

CREDIT SCORING SERIES

The first of a five-part series that examines the
impact of credit scoring on mortgage applicants
is now available. This series is the product of a
comprehensive survey of housing industry pro-
fessionals who identified the use of credit-scor-
ing technology in the underwriting process as
a common concern. The survey was conducted
by the Credit Scoring Committee of the Fed-
eral Reserve System’s Mortgage Credit Partner-
ship (MCP) project.

This first article reviews the evolution of the
MCP project and some of its major achieve-
ments. It features a flow chart that illustrates
the “life of a credit-scored mortgage” and how
an application may potentially become derailed.
Finally, it includes statements received from
representatives at various organizations that
reflect divergent perspectives on credit scor-
ing and fair lending.

The full text is available on the Boston
Fed’s website: http://www.bos.frb.org/
comaff/html/c&b.htm#spring2000 or by
calling (800) 409-1333 to request a copy of
their Spring 2000 Communities and Banking
publication.

FINANCING
CHILDCARE:
This article will highlight ways banks

are investing in childcare as a part-

ner in resolving one of the nation’s

biggest crisis, the availability of high-

quality affordable childcare. Ap-

proximately 68 percent of three-year-

olds, 78 percent of four-year-olds and

84 percent of five-year-olds receive

some form of childcare on a regular

basis. This translates to more than 6.8

million pre-schoolers in childcare.1

There are another five million chil-

dren under three years of age in the

care of other adults while their par-

ents work.2 Yet, only one in seven

childcare centers provides a level of

care that promotes healthy develop-

ment and learning, with one in eight

providing such poor care that the

health and safety of our children are

actually threatened. The situation for

infants and toddlers is even worse.

Eight percent of childcare programs

for infants and toddlers are consid-

ered good quality, while forty percent

are considered poor quality.3

spend an average of eighteen percent
on childcare, compared to seven per-
cent spent by wealthier families. In Se-
attle, families of all income levels spend
on average fifteen percent of their
median income on childcare for one
child in the first three years of the
child’s life. Many families have more
than one young child in childcare,
which means approximately thirty per-
cent of a family’s income is spent on
childcare alone.

Availability is another major prob-
lem in childcare. Many families expe-
rience difficulty finding childcare and
are on waitlists so long that their chil-
dren outgrow the childcare they are
waiting for. There is clearly a shortage
of childcare slots in most cities around
the country. In Seattle, there is a fifty
percent shortage of slots for infants and

1 West, Wright, & Hausken (1995).
Childcare and Early Education Program
Participation of Infant, Toddlers, and
Preschoolers.  Washington, DC: U.S. De-
partment of Education, National Center
for Education Statistics.

2 Carnegie Task Force on Meeting the Needs
of Young Children (1994). Starting Points
Meeting the Needs of Our Youngest Chil-
dren.  Carnegie Corporation of New York.

3 Cost, Quality & Child Outcomes Study
Team (1995). Cost, Quality and Child
Outcomes in Childcare Centers.  Denver,
Colorado: Department of Economics, Uni-
versity of Colorado at Denver.

4 Cost, Quality & Child Outcomes Study
Team (1999). The Children of the Cost,
Quality and Outcomes Study Go to School.
Frank Porter Grahm Child Development
Center, University of North Carolina at
Chapel Hill.

— REFERENCES, RESOURCES & OTHER —

by Jodi Nishioka, Planner, Project Lift-Off; City of Seattle

Innovative Approaches
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run a business and other workshops
on providing quality childcare. Typi-
cally, the loans are used to purchase
playground equipment, smoke detec-
tors, and other items to meet licensing
requirements.

The consortium was started in April
2000 and already has funded fourteen
childcare programs. The eight banks
made initial pledges to contribute a total
of $60,000. Additionally, they waived
any administrative or servicing fees. The
local government contributed $200,000
to cover administrative costs, includ-
ing the staff costs related to providing
technical assistance and training to the
borrowers.

This program is in its first phase with
plans to expand its lending capacity to
serve childcare centers and facilities
development in the future. The pro-
gram was three years in the planning
stage to get up and running.

CONTACT:
RUSSELL SIMMONS

Senior Vice President
Riggs National Bank

(202) 835-5298

OHIO CHILDCARE CAPITAL FUND

The Ohio Childcare Capital Fund, man-
aged by The Ohio Community Devel-
opment Finance Fund (Finance Fund),
is a resource for Head Start 5 agencies
in the financing of real estate projects.
The Finance Fund is a housing and
economic development agency whose
programs target under served commu-
nities. In 1996, as a result of a four-
year lobbying effort to increase Head
Start dollars, the Ohio State legislature
made a one-time budget allocation of
$3 million to Head Start to leverage
funds for childcare facilities in Ohio.

The $3 million was used to buy a
certificate of deposit (CD), which gen-
erated an additional $3 million from the
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a twenty-five percent shortage of slots
for toddler and preschool-age care.

The dearth of childcare availability
also has a major impact on our
economy. It is a common misconcep-
tion that childcare is a small cottage
industry. In fact, it is estimated to be a
$50 billion industry in this country,
affecting hundreds of thousands of
workers and millions of working par-
ents. With welfare reform and unem-
ployment at record low levels, we have
more mothers in our workforce than
ever before. All working parents must
leave their children in the care of some-
one while they are at work, creating a
great demand for high-quality childcare
in this country. Without accessible and
affordable childcare, there is an incred-
ible strain on our workforce and ulti-
mately our economy.

WHAT CHILDCARE INVESTMENTS ARE

BANKS MAKING IN THE UNITED STATES?
Throughout the country, banks are
collaborating with a host of concerned
partners to address the needs and gaps
of childcare providers. These initiatives
vary in complexity depending on the
partners involved and the specific au-
dience they are designed to serve.
While this list is by no means exhaus-
tive, the diversity of programs pre-
sented will hopefully spur innovative
thinking about how banks can invest
in childcare initiatives.

CRA LENDER PARTNERSHIP

(WASHINGTON, D.C.)
In Washington D.C., a consortium of
eight banks, led by Riggs National
Bank, has partnered with two commu-
nity development corporations to ex-
pand the number of licensed neigh-
borhood childcare spaces in Washing-
ton, D.C. This effort is in response to
the increase in working mothers that
have resulted from welfare reform.

The program provides micro-loans
up to $1,500 to family home childcare
providers for a term typically of three
years, technical assistance on how to

sale of the CD’s revenue and future
principal payments. The approxi-
mately $6 million of funds are used as
linked deposits to help lower the costs
of funds available to childcare programs
for facilities development, resulting in
sixteen projects so far. Linked deposits
are funds placed in conventional lend-
ing institutions that enable them to make
loans at a reduced rate to specific bor-
rowers, such as childcare providers. The
interest earned on the deposited funds
is used to subsidize the interest charged
on below-market rate loans.

The Finance Fund also administers
a grant fund that can be used for pre-
development “soft costs” associated
with acquisition, rehabilitation/addi-
tion and new construction of childcare
facilities such as a feasibility study, ar-
chitectural and engineering work. The
grants are available to nonprofit orga-
nizations that provide childcare ser-
vices to low-income populations—
non-Head Start programs—and who
generally do not have experience in
property development. Banks might
think about identifying similar grant
programs in their area to locate
childcare providers who are consid-
ering expanding their facilities.

CONTACT:

CONTACT:
JAMES R. KLEIN

(800) 959-2333 or (614) 221-7493
email: info@financefund.org
website: www.financefund.org

MASSACHUSETTS CHILD CARE CAPITAL

INVESTMENT FUND

The Child Care Capital Investment
Fund (CCCIF) pools funds from pub-
lic and private sources and re-lends
them to nonprofit childcare providers
serving low-income children in Mas-
sachusetts. The fund was initiated in
1992 by the United Way with a sig-
nificant contribution from the Ford
Foundation, raising $2.5 million for the
initial pool.

SEPTEMBER 25–27

Housing Washington 2000 sponsored by the
Washington State Housing Finance Commis-
sion and others; Spokane, WA. Call (360) 357-
8044 or visit www.wshfc.org/conf for
more information

October 1–13
Brownfields 2000: Research and Regional-
ism—Revitalizing the American Community
presented by the Engineers Society of
Western Pennsylvania; Atlantic City, NJ. Call
(877) 343-5374 or visit
www.brownfields2000.org for registration
and information

FIRST NATIONS ENTERPRISE

DEVELOPMENT FUND SBIC
The Pascua Yaqui Tribe of Arizona is in the pro-
cess of establishing the first Native American
Small Business Investment Company (SBIC), to
be known as the First Nations Enterprise De-
velopment Fund. This mezzanine SBIC in forma-
tion will be managed by First Nations Capital
Advisers, LLC, and will make both debt and eq-
uity investments in technology commercializa-
tion and manufacturing joint ventures located
on American Indian reservations. Joint ventures
in which the SBIC invests are expected to sig-
nificantly benefit from the federal HUBZone,
which are incentives available to minority en-
terprises located within the boundaries of fed-
erally recognized American Indian reservations.
Participation in the SBIC is open to both regu-
lated financial institutions as well as recognized
American Indian tribes, and would be eligible for
CRA consideration.

For further information contact:  Kevin
O’Brien, Business and Investment Analyst,
Pascua Yaqui Nation by phone (520) 879-5126
or e-mail: writerr@hotmail.com.

OCTOBER 3–6

22nd Annual Regulatory Compliance
Conference presented by the California
Bankers Association and others; Indian Wells,
CA. Contact Dorothy Hong at (415) 284-6999
x215 or via email: dhong@calbankers.com

OCTOBER 5–6

DOT.COM Affordable Housing and CRA–2K
sponsored by the National Association of
Affordable Housing Lenders (NAAHL); San
Francisco, CA. Call (202) 293-9855 for
additional information or (800) 833-1354 to
register.

October 19–2319–2319–2319–2319–23
Helping Small Towns Succeed sponsored by
The Heartland Center; Jackson Hole, WY. Call
(800) 927-1115 or visit www.4w.com/
heartland for registration and information.

5  Head Start is a federally funded early
care and education program for low-
income families.

— CONFERENCE & SEMINARS —

Correction:  The phone number for the Arizona
Native American CDC featured in the May 2000
District Bulletin was incorrectly printed. The
correct number is (406) 338-2690.

CALPERS’ CALIFORNIA INITIATIVE

On June 19, 2000, the Investment Committee
of the California Public Employees’ Retirement
System (CalPERS) approved the creation of the
California Initiative, a $500 million program that
will focus on small businesses and emerging
companies, especially in under served urban and
rural California communities. CalPERS will be in-
volved in setting the strategy for the invest-
ments within the vehicle, and is now in the pro-
cess of finding an investment manager who will
be based in California and have a dedicated staff
for running the day-to-day operations of the
Initiative. CalPERS may form strategic financial
relationships with other leading financial insti-
tutions in order to leverage existing expertise
and combine resources.

For more information on CalPERS’ California
Initiative, please contact Panda Hershey at (916)
341-2380 or by e-mail:
Panda_Hershey@CalPERS.ca.gov.

— INVESTMENT OPPORTUNITIES —

October 30–11/330–11/330–11/330–11/330–11/3
Community and Economic Development
Conference 2000 sponsored by the American
Bankers Association and the Federal Reserve
Banks of Chicago and St. Louis; Chicago, IL.
Contact Barbara Sims-Shoulder at (312) 322-
8232 or via email:
barbara.e.shoulders@chi.frb.org

NOVEMBER 15–17

Revolving Loan Fund Training Conference
sponsored by the Economic Development
Finance Service (EDFS); San Diego, CA.
Contact Bill Amt at (202) 624-8467 or via
email: bamt@nado.org

CHILDCARE CAPACITY DEVELOPMENT

GRANT AND LOAN PROGRAM

(LOS ANGELES COUNTY)
This new program is currently creating a loan pool
to help increase childcare availability in Los
Angeles county, with the potential for state-
wide expansion. The program directors are also
looking for bankers to assist in an advisory ca-
pacity on the mechanics of structuring and op-
erating the loan pool. For further information
contact Daniel Tabor, manager at (877) 717-2273.
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Recently, CCCIF received a million
dollars in “participation loans” from
four local banks: Citizens Bank, Fleet,
Boston Private Bank and Wainwright
Bank, with each lender contributing
$250,000. Their participation was stimu-
lated by an offer from the Federal
Home Loan Bank to use funds from a
special program to support this com-
munity effort.

CCCIF distributes $1.2 million annu-
ally in loans ranging from $10,000 to
$300,000. The loans are given at a fixed
rate of seven percent interest for a term
of ten years, with six to eight loans
outstanding at any given time.

One of the most important features
of the Child Care Capital Investment
Fund is the extensive technical assistance
given to each borrower. Recognizing that
childcare providers are not in the busi-
ness of real estate development, CCCIF
staff provide an average of 40-50 hours
of technical assistance which includes
assistance to identify architects and con-
tractors, manage financing and business
expansion and determine the borrower’s
debt service capacity.

CONTACT:
VICTORIA BOK

Program Manager
(617) 727-5944

e-mail: vbok@cedac.org
website: www.cccif.org

SAN FRANCISCO CHILDCARE
FACILITIES FUND

The San Francisco Childcare Facilities
Fund (CCFF) is a public-private part-
nership whose goal is to increase the
quantity and improve the quality of
childcare in San Francisco. Since its in-
ception in 1998, $15 million has been
raised for childcare facilities already
benefiting 120 family home providers
and 30 centers. To date, over 2000
childcare spaces have been financed,
including 1400 new spaces, through
grants and loans totaling almost $7
million.

The San Francisco Childcare Facili-
ties Fund offers three core programs:

1) The Family Childcare Assistance
program provides grants of $1,000 to
$5,000 to meet one-time capital ex-
penses of family (in-home) childcare
providers.

2) The Childcare Center Assistance Pro-
gram provides pre-development and
planning grants, grants for equipment,
working capital to stabilize business and
construction to permanent loans through
the award winning Section 108 Com-
munity Development Loan Program.6

3) Technical assistance is also provided
to boost the facilities expertise and
business management skills of
childcare providers.

CONTACT:
SEPTEMBER JARRETT

Low Income Housing Fund
(415) 772-9094

email: sjarrett@lihs.org

CASCADIA REVOLVING FUND

Cascadia is a certified CDFI that provides
loans, bookkeeping and technical assis-
tance to businesses that do not qualify
for traditional bank financing. Their sup-
port of start-up and existing childcare
businesses has contributed to both the
capacity and profitability of this highly
specialized sector. Cascadia’s loans en-
able childcare providers to renovate or
expand their facilities, and make other
improvements such as purchasing play-
ground equipment or installing a fence
for an outdoor play area. Their loans
also help providers increase the num-
ber of kids they are certified to serve,
which positively impacts the provider’s
annual income and improves the avail-
ability of licensed care for parents. Loan
amounts range from $1,000 to $150,000
with low interest rates and a two per-
cent loan fee plus closing costs.

GLB Act or Implementing Regulation

Gramm-Leach-Bliley Act of 1999 (11/12/99)

Interim rule on procedures for bank holding compa-
nies and foreign banks with US offices to be treated as

financial holding companies.  (1/19/00)

Interim rule that applies to certain Section 20 operat-
ing standards to the securities affiliates of financial

holding companies.  (3/10/00)

Interim rule permitting the state member banks that
qualify under the GLB to establish financial subsidiaries.

(3/10/00)

Interim rule listing financial activities permissible for

financial holding companies. (3/10/00)

Interim rule establishing alternative criteria for debt
ratings large banks may have to satisfy in order to

establish a financial subsidiary.  (3/14/00)

Amendments to an interim rule regarding procedures
for bank holding companies and foreign banks to be

treated as financial holding companies.  (3/15/00)

Interim rule governing merchant banking activities of

financial holding companies.  (3/17/00)

Final regulations for privacy of consumer financial infor-

mation (5/10/00)

Proposed rule for public disclosure and annual re-
porting requirements … “CRA Sunshine.”  (5/10/00)

Gramm-Leach-Bliley Act of 1999

www.senate.gov/~banking/conf/index.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/
2000/20000119/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/
2000/200003103/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/2000/
200003102/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/
2000/20000310/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/
2000/20000314/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/2000/
20000315/defaul.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/2000/
20000317/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/2000/
20000510/default.htm

www.bog.frb.fed.us/boarddocs/press/boardacts/2000/
200005102/default.htm

6 Section 108 is a HUD program that
enables States and local governments to
obtain federally guaranteed loans to
support large economic development
and revitalization projects. Current and
future CDBG funds are pledged as
security for the loans. Funding childcare
facilities is one of the most unique uses
of this program, with CCFF being
perhaps the only example.

PRESIDENT CLINTON signed the Gramm-Leach-Bliley Act (GLBA) into law on November 12, 1999. This landmark Act permits
broad affiliations among banks, securities firms, insurance companies and other financial businesses under a holding
company. In addition to the financial modernization components, GLBA also has significant provisions dealing with privacy,
merchant banking and the Community Reinvestment Act. The following is a list of Internet addresses (current as of June 16,
2000) where you can view and print the Act and its implementing regulations (many of which are still in draft form as of this
printing). The on-line version of this publication (found at www.frbsf.org) provides direct links to these Internet addresses.
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Cascadia manages its high-risk lend-
ing successfully. Eighty percent of their
borrowers are still in business and their
loan loss rate is less than one percent.
These impressive figures are largely the
result of the technical assistance and
personal attention the staff provides to
their borrowers. Its loan funds come
from individuals and institutions that
invest in Cascadia at below market
rates. This approach offers banks a
convenient, lower risk way to make
CRA eligible small business loans to
childcare providers.

CONTACT:
MARY ANN JOHNSON

Childcare Fund Manager
(206) 447-9226

email: maj@cascadiafund.org
website: www.cascadiafund.org

BANK OF AMERICA CHILDCARE PLUS

Bank of America has shown leadership
in addressing work and family issues
for their employees. Depending on the
employee’s eligibility, Bank of America
will reimburse up to $152 a month per
child. They have found that helping
employees pay for childcare has de-
creased turnover by fifty percent for
those employees using the program.
The savings to the bottom line created
by the lower turnover, more than jus-
tifies the $22 million this benefit costs
Bank of America annually. Bank of
America also offers inclement weather
and summer care programs at some
locations and near-site childcare cen-
ters in some cities.

CHILDCARE FACILITIES FINANCING PROGRAM

(CALIFORNIA)
The California Department of Housing
and Community Development (HCD)
offers loan guaranties up to 80% to en-
courage private sector lenders to finance
childcare facility development. Because
priority is given to applicants who are
primarily serving children from “welfare
to work” or other low-income families
as one of the criteria, banks can be cer-

tain that the loans would be eligible for
CRA Lending Test credit.

CONTACT:
JEANNE MONAHAN

(916) 327-3626
email: jmonahan@hcd.ca.gov

THE VALUE OF TECHNICAL ASSISTANCE

The biggest barrier to expanding
childcare services may very well be the
childcare providers themselves. While
the programs discussed above have
helped a number of childcare provid-
ers and created many new slots for
children in their communities, it re-
mains a struggle to encourage childcare
providers to take out loans. Technical
assistance can provide the information
they need to make a wise and practi-
cal decision to borrow funds for their
childcare program.

Childcare providers are reluctant to
take on the responsibility of servicing
a loan commitment because they ei-
ther cannot afford the monthly loan
payments, are intimidated by the lend-
ing process or are afraid to incur addi-
tional debt. Yet, many childcare pro-
viders use high-interest credit cards to
pay for playground equipment and
improvements to their facilities. Pro-
grams that offer grants report a great
demand for these funds. Bundling
loans with grants is a way of leverag-
ing these limited funds by enticing
childcare providers to explore the pos-
sibility of borrowing.

Many banks that have undertaken
loans to childcare providers have ex-
pressed a need for outreach and edu-
cation about budgeting, financial man-
agement, as well as ongoing assistance
for the borrower once they embark on
a facilities project. The lending pro-
grams discussed above are adminis-
tered by nonprofit intermediaries
whose supplemental support from
foundations, municipalities and other
concerned parties enable them to pro-
vide such assistance. Investing through
intermediaries is a cost effective and
efficient way to support childcare.

    The CLOCK
              Is Ticking On PRIVACY

than 50 percent of financial institu-
tions that currently have privacy
policies even follow them.)

➤ Does the institution want to share
customer information beyond its
affiliated companies?

➤ If so, has the institution developed
the required opt out notices?

Another component of GLBA con-
cerns the integrity of an institution’s
information systems. While there is no
forthcoming regulation on the subject,
interagency guidelines for meeting the
information systems requirements with
respect to customer records have been
issued for comment. These guidelines
require financial institutions to take
appropriate action to:

➤ Ensure customer record security
and confidentiality;

➤ Protect the security and integrity of
customer data and information sys-
tems; and

➤ Protect against unauthorized access.

In addition, some financial institutions
may face the specter of state initiated
legislation which, if more restrictive,
may preempt federal law. In response
to those public advocates who feel that
GLBA falls short of providing sufficient
consumer privacy in such a dynamic
electronic banking environment, many
states have introduced their own cus-
tomer privacy legislation.

As of April 21, 2000 more than 100
bills had been introduced by 41 states.
The focus of this legislation has been
to regulate the use of information col-
lected online by service providers and
web sites, and to ban or limit financial
industry use of account related infor-

   By Paul Dillard, Senior Examiner; Federal Reserve Bank of San Francisco
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mation. Another popular theme among
state legislation has been an “opt in”
approach as opposed to GLBA’s “opt
out.” This creates serious programming
resource implications for financial in-
stitutions operating across state lines
and in an environment with different
state Privacy requirements.

At a recent trade industry gathering,
attendees provided a broad perspec-
tive on Privacy and made some insight-
ful observations:

➤ Larger financial institutions are ap-
proaching Privacy from an “enter-
prise wide perspective.” They are
designating senior officers to over-
see their Privacy efforts.  Moreover,
these efforts are not performed in a
vacuum, but rather they are coordi-
nated throughout the institution;

➤ Many stated they are starting Pri-
vacy preparations early rather than
waiting until the last calendar quar-
ter prior to mandatory compliance.
This more prudent approach re-
flects the complexity and far reach-
ing consequences of their task;

➤ Also, in an effort to minimize the
potential for more restrictive state
legislation, financial institutions are
leaning toward self-policing. For
example, some are expanding the
definition of protected information
beyond that stipulated in Regula-
tion P to include a customer’s medi-
cal information or credit and debit
card purchases.

Whatever their final business decisions
may be, financial institutions are rec-
ognizing the soundness of addressing
Privacy concerns before time runs out!
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With the recent passage of the Gramm-
Leach-Bliley Act (GLBA), financial in-
stitutions can look forward to some
rather complicated gymnastics to ad-
dress the issues of customer privacy
under the new Privacy of Consumer
Financial Information (Regulation P),
and the information systems integrity
portion of the statute.

Per the consumer disclosure require-
ments referenced in GLBA and en-
forced by Regulation P, financial insti-
tutions will have to provide non-busi-
ness customers with:

➤ An initial notice describing the
institution’s privacy policy;

➤ An annual notice reiterating the
privacy policy thereafter for the life
of the account relationship; and

➤ An opportunity to “opt out” of hav-
ing their nonpublic personal infor-
mation shared.

Regulation P becomes effective No-
vember 13, 2000; however, mandatory
compliance has been deferred until
July 1, 2001. This reprieve acknowl-
edges the time and resources required
to implement the necessary informa-
tion system changes to ensure full com-
pliance, particularly for small financial
institutions, which are not exempted.

Before a financial institution charges
ahead, the following significant ques-
tions need to be asked:

➤ Does the institution currently have
a privacy policy in place?

➤ If so, does the institution actually
follow its policy? (This may sound
like a silly question. But, a recent
informal survey conducted by a
leading industry consultant yielded
the surprising statistic that no more


