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on November
12, 1999, President
Clinton  signed the
Gramm-Leach-Bliley Act of
1999 into law, effectively repeal-
ing restrictions on bank affiliation with
securities firms and insurance compa-
nies contained in the depression era
Glass-Steagall Act. The Gramm-Leach-
Bliley Act now permits banks, insur-
ance companies, securities firms and
other financial institutions to affiliate
under common ownership and offer
their customers a complete range of
financial services. This Act places cer-
tain conditions on these new activi-
ties, one of which is that all of a hold-
ing company’s insured depository in-
stitution subsidiaries have at least a
satisfactory Community Reinvestment
Act (CRA) rating.

The implementation of the Gramm-
Leach-Bliley Act comes at a time when
large complex banking organizations
(LCBOs) are under pressure from
shareholders to provide their products
and services in a streamlined and cost-
efficient manner in order to maintain
strong earnings growth while at the
same time satisfying community and
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customer needs. To better understand
how LCBO CRA activity is evolving in
this environment, interviews were con-
ducted with senior representatives
from twelve LCBOs about how they
manage their CRA activities from the
holding company level down to their
non-bank subsidiaries. This broad
question encompasses many other
guestions such as how effective they
have been at developing institution-
wide CRA strategies and how they have
balanced the needs of their communi-
ties with the need to streamline the
delivery of their products and services.

This article will summarize the in-
formation gathered from those inter-
views with the goal of providing our
readers with a snapshot of how com-
plex institutions structure and manage
their CRA activities to serve low- and
moderate-income individuals and com-
munities. The answers contained in this
article may cause financial institution
representatives to think differently
about their CRA programs or at least
see them in a larger context. For com-
munity-based organization representa-
tives this information will offer insight
into the opportunities, limitations and
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conditions associated with bank part-
nerships.

The twelve LCBOs that provided in-
formation about how their CRA activi-
ties are managed include:

o Citigroup

o Chase

o First Union

o HSBC Bank USA

o Key Corporation

o National City Bank
o Sun Trust Bank

o Union Bank of California
o US Bank

o Wachovia

o Washington Mutual
o Wells Fargo

The information they provided focuses
on four areas:

0 The LCBO: the geographies they
serve, their subsidiaries, and their
primary lines of business

0 Subsidiaries: those subsidiaries that
contribute to the CRA-related goals
and activities of the LCBO

0 CRA program: overall CRA strat-
egy; the decision makers in the
areas of CRA-related lending, in-
vestment and service activities of
the institution and any subsidiary;
and how success is measured

0 Organization structure: where the
various CRA-related activities are
housed or organized within the
LCBO

THe LCBOs
The twelve LCBOs that participated in
this study varied in scope and size from
$33 billion in assets serving three states
to $716 billion in assets and serving
most of the country. All of these LCBOs
concentrate their business activity in
major metropolitan areas because these
areas represent their biggest market-
places and thus the largest concentra-
tion of opportunities.

Eleven of the twelve had centralized
management systems where strategies
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and decisions are developed at the
holding company level. Eleven of the
twelve considered their organization
to be full service financial corporations
striving to provide their customers with
as wide an array of financial products
as possible. After discussing the con-
text under which their CRA activities
are conducted, the representatives in-
terviewed claimed that they could not
be “all things to all people.” The bot-
tom line is that these LCBOs have a
core line of business they rely on dur-
ing volatile times—be it small busi-
ness, consumer or home financing
products—and are quick to re-evalu-
ate product lines that are not competi-
tive or are less profitable. The one
LCBO that had a decentralized struc-
ture allows each bank within the vari-
ous states they are chartered to serve
significant autonomy to run the way
the local president deems best.

SUBSIDIARIES

Four of the LCBOs interviewed have
subsidiaries that serve the entire na-
tion with either mortgage or credit card
products. One is actively engaged in
check cashing to tap into the large
population of unbanked individuals.
Three of the LCBOs offer sub-prime
lending products through finance
company subsidiaries. Ten of the
twelve LCBOs interviewed stated that
their subsidiaries play virtually a non-
existent role in the LCBO’s overall CRA
strategy even though many of these
serve low- and moderate-income in-
dividuals and communities. The pri-
mary reason given for why these sub-
sidiaries do not play a more promi-
nent role in the LCBO’s CRA program
had to do primarily with the difficulty
in managing and collecting the right
data to report to their relevant super-
visory agency. As such, almost all the
CRA-related activities of these LCBOs
that are evaluated under the CRA ex-
amination process continue to be per-
formed at the insured depository in-
stitution level.

LCBO StrucTure & CRA PROGRAMS
All of the LCBOs interviewed said that
the majority of their CRA-eligible busi-
ness comes from metropolitan areas.
This concentration of activity is due
primarily to the concentration of popu-
lation and, therefore, greater econo-
mies of scale in the development of
products and services targeted to low-
and moderate-income areas and indi-
viduals. The ability to develop prod-
ucts of sufficient scale and volume
helps to ensure some measure of suc-
cess and profitability. Other less obvi-
ous motivations exist in metropolitan
area markets to encourage LCBO inno-
vation in providing financial products
to low- and moderate-income geogra-
phies. These motivations include:

0 Partnerships opportunities with so-
phisticated community-based orga-
nizations that can provide guidance
and support to LCBOs looking for
ways to satisfy their obligations
under the CRA

0 Consumer advocacy organizations,
the media and other advocates for
low- and moderate-income indi-
viduals which can focus public
scrutiny on the activities of these
LCBOs and their impact on low-
and moderate-income geographies

Given the benefits of concentrating
CRA activities in major markets, rural
areas are more of a challenge for
LCBOs, making partnerships even
more critical to leverage limited LCBO
resources in these areas. All of the
LCBO representatives interviewed de-
fined the role of intermediaries for CRA-
related lending, service and investment
activities (CRA partners) as filling fi-
nancial service gaps created for rea-
sons that range from geography and
human resources to lack of expertise.

When asked what qualities they look
for in CRA partners, the LCBO repre-
sentatives were unanimous in describ-
ing their “ideal” as:



0 Having experienced management
and talented staff

0 Demonstrating a strong track record

0 Having a clear and realistic busi-
ness plan

0 Serving a large geographic area or
population base

CRA StrucTurE AND DECision MAKING
Irrespective of whether the LCBO in-
terviewed had a centralized or decen-
tralized management structure, the
strategy for how CRA activities are con-
ducted is similar. For LCBOs with a
centralized structure, the most senior
level executives overseeing the
institution’s CRA activity develop a strat-
egy with the directors of the LCBO’s
business lines. Previous years’ CRA-eli-
gible activity by product line is used
as a benchmark from which to develop
this strategy, as is consideration of com-
petitive and demographic information
gathered by internal staff and through
the CRA Public Evaluation of compet-
ing financial institutions. To ensure its
alignment with the business strategy
of the corporation as a whole, the new
strategy is first communicated to the
LCBO’s executive committee. From
there, the strategy is conveyed to the
regional directors for each business line
as well as to regional representatives
who serve as “CRA experts.” CRA ex-
perts specialize in CRA-related lending
and investment projects by business
line that, due to their complexity or
unique nature, may not be easily man-
aged by local branch or lending staff.

For the LCBO with a decentralized
structure, a similar process takes place
but at the regional level with the CRA
and business line directors communi-
cating their strategy to the president
and executive committee of the local
bank. The strategy of each local bank
is then conveyed to the executive com-
mittee at the holding company level to

ensure consistency with the business
strategy of the corporation as a whole.

The LCBO representatives inter-
viewed all consider the major portion
of their CRA-eligible activities (mostly
in lending) to be conventional prod-
ucts that can be provided by any of
the institutions’ representatives. Com-
munity development service activities
are also typically handled through con-
ventional banking channels with lo-
cal staff having broad authority.
Twenty-five years of complying with
the CRA has resulted in the standard-
ization of many of the small business,
consumer, home mortgage and chari-
table products that represent the bulk
of CRA-eligible activities reviewed un-
der the existing regulation. Those fi-
nancial products and services that can-
not be easily “standardized” are
handled either through CRA partners
(essentially outsourcing these activi-
ties) or through specialized teams of
CRA experts who act as advisors to
local lending or branch staff. In one
fashion or another, all of the LCBOs
interviewed use CRA experts to pro-
vide technical assistance to local in-
stitution staff or directly coordinate
more complicated deals that are not
“off-the-shelf.”

Managing CRA-eligible qualified in-
vestments are a bit more complicated
than CRA-related lending and service
activities. Local representatives have
fairly broad authority to grant funds
to local organizations. Larger scale in-
vestments in organizations that do
housing or small business lending will
typically require the involvement of
the regional CRA expert and some-
times may require approval from the
senior executive overseeing CRA for
the LCBO. In the case of the decen-
tralized LCBO, approval from the ex-
ecutive overseeing CRA for the local
institution may be necessary.

In all but the most complicated of
cases, LCBOs typically have three lay-
ers of decision makers:

1. Branch and local staff
2. Regional CRA expert

3. Senior or executive vice presi-
dent in charge of CRA

In the case of specialized and/or com-
plicated initiatives, the decision-mak-
ing structure can become complex. For
example, a multi-bank initiative to cre-
ate a community loan fund would re-
quire at a minimum the involvement of;

0 a representative knowledgeable
about community needs

0 a representative to provide guid-
ance concerning the CRA implica-
tions of the initiative (usually the
regional CRA expert)

0 a senior level CRA executive to au-
thorize participation in the initiative

0 asenior level treasury executive to
approve the resources necessary for
the institution to invest in the ini-
tiative

As LCBOs experiment in trying to find
the ideal corporate structure, complex
decision-making processes may be fur-
thered complicated by reorganizations,
which have become somewhat com-
monplace. Even whom a local repre-
sentative reports to in terms of CRA
activity and business products may
change from one period to the next.
The senior level executives we spoke
to at these LCBOs were quite honest
in admitting that sometimes their staff
isn’t aware of who is next in line in
the decision-making process.

The effects that these reorganizations
and complex structures have on local
markets ties in with the desire of these
LCBOs to coordinate low maintenance
partnerships. Local staff of LCBOs typi-
cally have responsibility over a large
geographic area or population base
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and are limited in their abilities to
serve on nonprofit boards or commit-
tees. Regional CRA experts serve even
larger geographies and are therefore
under even greater time and resource
constraints. The most senior level ex-
ecutives overseeing an institution’s
CRA activity usually aren’t even in the
same state as many of the institution’s
partner organizations. This often
means they must prioritize their in-
volvement towards large and highly
visible national organizations. Also as
a result, the seniority level of bank
representatives on nonprofit boards
and committees has declined and the
amount of time an institution’s repre-
sentative can dedicate to a particular
organization is limited.

The ideal partner in this changing
environment may be one that does
not require the most senior level rep-
resentative to actively participate on
a board or committee. A few LCBO
representatives went so far as to ques-
tion their institution’s requirement for
a board or committee seat in return
for financial support as long as the
existing board or committee partici-
pants include senior representatives
from small- or mid-sized financial insti-
tutions that can appropriately manage
the use of funds.

ConcLusion

While the information gathered
through our interviews may not be
new or groundbreaking, it underscores
the systematic approach required to
develop a successful CRA-strategy
within large complex banking organi-
zations. The aggregate of the re-
sponses reveals four areas of priority

common among all of the LCBOs as
follows:

1. Concentrating resources on areas
that have the greatest need and the
greatest opportunity for success
and profitability (i.e. major metro-
politan areas)

2. Institutionalizing CRA products and
services to reduce the need for
costly, specialized programs and
targeted products

3. Outsourcing financial products and
services that cannot be provided
efficiently or profitably by the
LCBO to organizations that have ex-
perienced management, have a
demonstrated track record, have a
realistic business plan, serve a large
geographic area or population base
and do not ask for a lot in return

4. Creating a lean structure for deal-
ing with specialized and compli-
cated CRA projects

Looking ahead, LCBOs will continue
to look for ways to serve the credit
needs of low- and moderate-income
individual and geographies, but will
do so as organizations under pressure
to provide these products and services
in a streamlined and cost-efficient man-
ner. Community development interme-
diaries that specialize in serving low-
and moderate-income individuals and
geographies will have the opportunity
to play a larger role as LCBOs look for
ways to outsource some of their CRA
activities. Cl



