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Summary

The Community Reinvestment Act (CRA) requires federally insured lenders to make credit
available in all areas where they do significant business or take deposits. The CRA charges
federal bank regulators with evaluating depository institutions on aregular basis to ensure they
are meeting this obligation. The evaluations, or “examinations,” vary in rigor and frequency
based on lender asset size, with smaller lenders having less frequent and less demanding reviews.
The enforcement mechanism of CRA is applied when lenders request permission for mergers,
acquisitions, and office openings and closings. A poor CRA rating can be used to deny such
applications.

The overwhelming majority of financial intuitions earned Satisfactory ratings on their most
recent CRA examinations. Regulators awarded Outstanding ratings to only 9 percent of lenders.
Consistently Outstanding-rated lenders are important because they serve as examples of
institutions that continually exceed CRA requirementsin serving all portions of their service
area. Of particular relevance for this study isrural and small town headquartered lenders and the
degree to which location is related to consistently earning an outstanding rating. While making
up amagjority of al FDIC-insured depository institutions, little is known about rural lendersin
genera and even less about how they fulfill their CRA obligations.

Using time-series CRA ratings reports along with financial data from Summary of Deposit and
Call Reports, the Housing Assistance Council (HAC) identified financial institutions that
consistently receive Outstanding ratings and classified them based on the geographic location of
their headquarters. This study then incorporated logistic regression analyses to help identify
possible factors contributing to strong CRA performance.

Highlights and Findings

Earning an Outstanding rating was uncommon, and being consistently Outstanding was even
morerare. Annually, during the 2009 to 2014 period, an average of 8 percent of CRA
examinations resulted in an outstanding rating. A clear majority of lenders, 75 percent, earned
Satisfactory ratings on three consecutive examinations. Only 4 percent of lenders earned
Outstanding CRA ratings consistently on their most recent three evaluations.

Urban headquartered lenders earned consistently Outstanding ratings more often than either
rural or suburban headquartered lenders. While approximately 3 and 4 percent of rural and
suburban headquartered lenders, respectively, were consistently rated Outstanding, roughly 9
percent of urban headquartered lenders were consistently rated Outstanding.

The comprehensive large bank CRA examinations resulted in consistently Outstanding ratings
more often than the intermediate small and small bank examinations. Only 2 and a half

percent of lenders experiencing exclusively small bank examinations were consistently rated
Outstanding, but 16 percent of lenders receiving only large bank examinations consistently
earning Outstanding ratings. Twenty percent of urban lenders, but only 3 percent of rural lenders,
experienced only large bank examinations.



CRA examination type, bank regulator, and service area attributes had statistically significant
associations with consistently Outstanding ratings.

Large Bank Exams

Large bank CRA examinations, after controlling for other factors, had a statistically
significant and positive association with consistent Outstanding ratings. Lenders
experiencing only large bank CRA examinations were twice as likely to be consistently
rated Outstanding as lenders experiencing only small bank examinations. No association
existed for lenders experiencing only intermediate small or small bank examinations, or a
mix of examination types.

Regulators

Odds of being consistently rated outstanding varied, in one case dramatically, among
regulators — the Office of the Comptroller of the Currency (OCC), the Federal Deposit
Insurance Corporation (FDIC), the Federal Reserve Board, the former Office of Thrift
Supervision (OTS), or amix of regulators. The odds of an OTS-rated lender being
consistently rated Outstanding were eight times greater than the odds associated with an
OCC-evaluated institution, holding other variables constant.

Differences associated with regulators might indicate lender characteristics that were not
otherwise accounted for in the study. For example, the strong OTS-CRA rating
association might, at least in part, reflect something unique about thrifts and savings
ingtitutions themselves rather than entirely regulator related differences.

Service Areas

Lender service area coverage, particularly the degree to which lender offices are located
in census tracts identified under CRA as distressed and/or underserved, had a statistically
significant association with consistently Outstanding ratings. Specifically, after holding
other factors constant, lenders with a majority of bank branches located in designated
distressed and/or underserved census tracts were about twice as likely to be consistently
rated Outstanding as all other lenders.

Since designated distressed and/or underserved census tracts represent areas where
financial services activities are most highly valued by regulators, increased presence in
those places likely means increased opportunity to serve them and earn Outstanding
ratings.

Geographic location of banks was not statistically significant.

There was no statistically significant relationship between lenders having headquartersin rural
and small town census tracts and consistently earning Outstanding ratings. While areview of
annual CRA ratings by lender headquarters location shows fewer rural-based institutions rated
outstanding in comparison to urban based ingtitutions, this difference is likely associated with
other attributes. For example, lendersin rural areas often receive the small bank CRA



examination, which aimost exclusively results in Satisfactory ratings. Lender size and bank
examination type have a greater association with CRA ratings than institutional location.

Discussion and Possible Implications of Findings

The more comprehensive large bank CRA examination is associated with being consistently
rated Outstanding. This may indicate that such lenders are more likely to reach all parts of their
service areas because large banks with more resources can do more. Alternatively, perhaps the
more demanding test encourages lenders to more actively seek community reinvestment
activities.

Communities and markets that are not served by these large lenders could use more scrutiny to
ensure the banks receiving intermediate small and small CRA examinations are providing
Outstanding level serviceto all parts of their service area. Local community development
organizations and nonprofits may have to be more actively involved in small bank examinations
to ensure a more thorough vetting of lender activities. Increased scrutiny could result in
improved lender activities and possibly high quality service and CRA ratings. Interactions and
relationships with small bank officials may also encourage them to increase CRA related
activitiesin their markets.

While more assessment must be conducted to determine how much of the observed association
between regulators and Outstanding ratings might be related to other bank attributes, CRA
examinations should not be assumed to be identical regardiess of the regulating agency. CRA
examination reports should be reviewed and compared to other similar examinations to ensure
consistency.

The possible lack of consistency across regulators also calls for more public disclosure of CRA
ratings data to alow public review. More available data, combined with increased public
involvement in the process, could help undercover potential problems and aso help improve
public impressions of the process. It is worth noting that large banks already are required to
make more data available under CRA.

CRA dataidentifies financial institution service areas as being related to consistently earning
Outstanding CRA ratings. The more underserved census tracts included in alender’s service
area, the more likely the lender is to serve such communities consistently. With the increasing
trend of lenders closing bank branches,' particularly in rural areas, banks' ability to provide
credit servicesto al parts of their communities may be limited. Other ways should be considered
to encourage lenders to serve underserved communities. As online banking increasingly replaces
bricks-and-mortar offices, the CRA should adapt to ensure all communities are being served.



Introduction
The Community Reinvestment Act (CRA), enacted in 1977, requires federally insured

depository institutions to meet the credit needs of all their service areas, specifically low- and
moderate-income areas that are often underserved. Federal regul ators examine depository
ingtitutions at regular intervals (every two to five years) to assess the degree to which they are
fulfilling this obligation. Upon conclusion of the examination, regulators award one of four CRA
ratings: Outstanding, Satisfactory, Needs to Improve, and Substantial Noncompliance. The
Outstanding rating identifies lenders that go beyond CRA requirements in meeting credit needs
for al parts of their service area, and, as noted by the New Y ork Federal Reserve Bank, these
lenders are considered “leaders’ in such efforts." Regulators classify relatively few lenders as
Outstanding and even fewer earn such ratings consistently.

Beyond the debate about the role CRA plays in expanding credit to lower-income
populations, discussions about CRA ratings focus on the high rates of passage and possible grade
inflation."" This analysis, on the other hand, explores attributes associated with the relatively
small number of lenders who consistently earn Outstanding ratings. The analysis emphasizes
lenders headquartered in rural and small town communities. Rural areas often experience a
dearth of CRA-related investment and community development support — the kind of activity
that earns Outstanding ratings.'”

Using logistic regression, this research identified several lender and CRA examination
characteristics that are associated with consistently earning Outstanding ratings: banks
regulating agencies, CRA examination types, stockholder ownership status, and the degreesto
which lender service areas include CRA-defined distressed and underserved census tracts. No
statistically significant association was found between lenders being headquartered in arural
location and being consistently rated Outstanding. While areview of annual CRA ratings by
lender headquarters might lead one to conclude that being located in arural community is
negatively associated with earning outstanding CRA ratings, the pattern is likely attributable to
lender and CRA examination characteristics such as lender asset size and examination method.

Ultimately, policymakers, regulators, and especially community-based organizations should



consider these and other factors when they engage in CRA-related activities and improvements

in their communities.

Background

The CRA Examination Process in Brief
Under CRA, lenders have aresponsibility to make credit available in al areas where they

take deposits or engage in significant business. CRA charges federal bank regulators with
evaluating depository institutions on aregular basis to ensure they are meeting this obligation.
The evaluations, known as examinations, vary in rigor and frequency based largely on lender
asset size, with smaller lenders having less frequent and less demanding reviews.*

CRA isnot restricted by geography and the regulation is not limited to urban-based or
urban-serving institutions. CRA appliesto all federally insured depository institutions, a majority
of which are headquartered in rural and small town communities. Federal regulators have
encouraged more lender involvement in rural communities, especially in investment and
community development activities. Advocates have raised concerns that bank consolidation,
particularly asset concentration among large urban/suburban based lenders, and regulatory
confusion have contributed to alack of rural investment.”

Three federal regulatory agencies perform CRA examinations: the Office of the
Comptroller of the Currency (OCC), the Federal Reserve Board (FRB), and the Federal Deposit
Insurance Corporation (FDIC).2 CRA examinations explore, to varying degrees, an ingtitution’s
retail lending, service provision, and investment/community development activity. Regulators
evaluations are based on activities occurring in abank’ s service or assessment area, focusing on
the degree to which alender servesits distressed and underserved neighborhoods.® Evaluations

1 Large lender CRA examinations have three tests: retail lending, service provision, and community investment. I ntermediate
small bank examinations have two tests, aretailing lending test and a streamlined, combination service and community
investment test known as community development. Finally, small bank lenders examinations involve just the retail lending test.
There are six other exam types, but well over 90 percent of evaluations involve one of these three examinations. CRA
examination thresholds are adjusted every year for inflation by the Federal Reserve Board. The 2015 thresholds were as follows:
large bank - $1.221 billion or more; intermediate small bank - $305 million to less than $1.221 billion, and small bank - less than
$305 million. Lenders must exceed an asset threshold for their two previous years to qualify for a particular type of exam.

2 There were four regulators until 2013 when the Office of Thrift Supervision was merged into the OCC. This study includes
CRA examinations before 2013, so the OTSisincluded in the analysis.

3 Distressed census tracts include census tracts with a median family income defined as low or moderate based on area medians.
Distressed census tracts al so include census tracts located outside a metropolitan area with one of the following: 20 percent or
more poverty; one and half times the nation’s unemployment rate; or a population loss of greater than 5 or 10 percent over the

5



are performed every two to five years, depending on exam type and previous rating. Regulators
evaluate lenders with larger assets or poor ratings more frequently.

Based on the results of these examinations, regulators award each financial institution
one of four CRA ratings: Outstanding, Satisfactory, Needs to Improve, and Substantial
Noncompliance. Lenders who receive either of the two latter ratings can be denied applications
for bank acquisitions or mergers. An Outstanding rating, on the other hand, indicates a lender
“has an outstanding record of helping to meet the credit needs of its assessment area, including
low- and moderate-income neighborhoods, in a manner consistent with its resources and
capabilities.” V' The New Y ork Federal Reserve Bank refersto Outstanding rated lenders as
“leaders’ in meeting the credits needs of all their service arearesidents.V"

Financial Institutions Rated Outstanding

On average, approximately 8 percent of annual CRA examinations during the 2009 to
2014 period resulted in Outstanding ratings. The overwhelming majority of lenders
(approximately 89 percent annually) earned Satisfactory ratings, indicating that they adequately
satisfied their CRA obligations to serve all portions of their service areas. An average of 2.5
percent of lenders per year earned Needs to Improve or Substantial Noncompliance ratings.

While the number of examinations during the 2009 to 2014 period fluctuated from year to
year, the percentage of lenders earning Outstanding ratings was relatively consistent, between 7
and 9 percent.* In the 1990s and early 2000s the percentage of lenders earning both Outstanding
and poor CRA ratings was about twice as high asit is now.""" Even when Outstanding ratings
were more common; however, the percentage of lenders earning such a distinction was relatively

small. For example, in the year 2000, 17 percent of lenders received an Outstanding rating.

last 5 or 10 years respectively. Underserved is defined as remote based on a USDA Economic Research Service Urban Influence
Code of 7, 10, 11 or 12. More information about these codes is available at http://www.ers.usda.gov/data-products/urban-
influence-codes.aspx.

4 The declinein CRA activity for 2014 could be related to alag in data reporting to the FFIEC since the data was collected at the
end of 2014.




CRA Examinations by Percent Earning an
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Approximately half of all lenders rated between 2009 and 2014 were headquartered in a
rural or small town census tract.® This location factor was consistent for each year; rural and
small town lenders represent 53 percent of all FDIC-insured lenders.® While rural and small town
lenders earned 42 percent of all Outstanding ratings during the study period, Outstanding lenders
represented, on average, just 7 percent of all rural examinations each year. Even for urban-
headquartered institutions, which each year had a higher proportion of Outstanding ratings than
rural and suburban lenders, annually regulators awarded only 13 percent the highest rating.

Large bank examinations, with their more extensive evaluations and requirements than
intermediate small and small bank examinations, al'so more often resulted in Outstanding ratings.
On average, 19 percent of al large bank examinations resulted in an Outstanding rating,
compared to 9 and 5 percent for intermediate small and small bank examinations, respectively.

Although large bank examinations made up approximately 11 percent of all CRA exams during

5 HAC downloaded atotal of 9,933 CRA ratings, covering the 2009 to 2014 period, from the FFIEC's CRA website
(www.ffiec.gov/craratings/default.aspx). Using FDIC, publically provided information on depository institutions, HAC was able
to identify and geographically locate the headquarters of lenders that experienced 8,537 (86%) of the 2009 to 2014 CRA
examinations. The FDIC lender data represents depository institutions as they were on December 31, 2014
(www2.fdic.gov/idasp/warp_download_all.asp).

6 There was atotal of 6,656 FDIC-insured lenders as of December 2014. Rural and small town headquartered |enders made up 53
percent (3,538), suburban and exurban headquartered lenders represented 30 percent, and urban headquartered lenders made up
the remaining 17 percent (1,099). The analysis found the three most recent ratings for 5,576 of these lenders.




the study period, they represented 24 percent of Outstanding ratings. Small banks, on the other
hand, comprised 63 percent of all exams but only 42 percent of Outstanding evaluations.” These
patterns were consistent across geographies with large bank lenders making up a
disproportionate share of Outstanding ratings for urban, suburban and exurban, and rural and

small town headquartered lenders.
Research on Outstanding CRA Rated Lenders

The literature on CRA usually does not focus on either CRA ratings or rural CRA
activity. Most research, particularly recently, has explored the CRA’ s ability to encourage
lending in low- or moderate-income areas and the role it may have played in the 2007-2009
economic crisis.”* Nevertheless, several studies, particularly those that incorporate CRA ratings
into their analysis, stand out asinsightful for this research.

Researchers exploring bank and corporate responsibility occasionally include CRA
ratings in their analysis as a measure of social performance. These studies view an Outstanding
CRA rating as an indication of asocially responsible lender that exceeds government
requirementsin serving local communities. Matasar and Pavelka, for example, employed CRA
ratings in their 2004 analysis of minority banks to assess the degree to which these lenders serve
their local communities.* Similarly, Simpson and Kohers used CRA ratings to evaluate the
rel ationship between social and financial performance.' In both studies, CRA ratings were used
to compare lenders, indicating confidence in the rating as an accurate measure of lender
community involvement. Notably, Simpson and Kohers found a positive link between
profitability and CRA performance, supporting their hypothesis that more resources allow for
more community investment.X!"" The research did not, however, specifically focus on the
attributes of CRA-rated Outstanding lenders.

Campbell, Eden, and Miller’s 2012 paper exploring corporate responsibility among
multinational banks in host countries exclusively used CRA ratings and identified lenders rated
Outstanding as exhibiting high social responsibility. X!"" The research assessed proximity of
foreign banks to host countries on several dimensions, such as culture, administrative, and

economics. This research found that a greater distance between foreign banks and host country

7 Lenders experiencing large bank examinations are over represented in the CRA ratings data because they are evaluated more
frequently than intermediate small and small bank lenders. Regulators examine large bank examination lenders every two to three
years while they evaluate intermediate small and small lenders every four to six years. This schedule assumes a passing rating,
which isusually the case.



meant a lower likelihood of earning an Outstanding CRA rating. It also highlighted many
potentially important attributes such as lender experience, asset size, and regulator. The study’s
use of an Outstanding CRA rating as a primary component and its overall approach provide
helpful guidance for future research.

Although not directly evaluating CRA Outstanding lender attributes, several other studies
assessed related issues. Vitaliano and Stella’ s 2004 study explored the costs large urban savings
and loan (thrifts) incur when earning Outstanding CRA ratings.X!V The authors estimated these
costs, specifically for thrifts experiencing large institution CRA examinations, at an extra $7.4
million —or 1.3 percent of total costs— per year per thrift when compared to earning a
Satisfactory rating. The authors pointed to substantial costs as at least part of the reason few
lenders earn Outstanding ratings. This research recognized that banks must consider many
factors when deciding how to comply with the CRA. For example, smaller banks with limited
assets may find it difficult to incur the costs associated with earning an Outstanding rating.

Studies exploring CRA ratings often take bank structure into account. Vitaliano and
Stella, for example, identified lenders as either mutual or stock-owned to assess the impact of
bank ownership structure on lender CRA compliance decisions. While their results did not
identify a stock ownership-CRA ratings relationship, Dahl, et a.’s 2003 study of CRA
examination and ratings during the 1990 to 1996 period did discover asimilar type relationship.
Dahl et al.'s study, which explored whether or not evaluators considered objective lender
characteristics in both scheduling CRA examinations and awarding ratings, found that being part
of abank holding company had a statistically significant association related to more frequent
CRA examinations and more rapid ratings recovery after adowngrade (drop one rating level).
The finding suggest bank structure might be an important CRA ratings factor.XV

Other research exploring the issue of CRA grade inflation highlights the potential
influence of the CRA process on ratings. As noted by Thomas in his 2000 study of CRA ratings,
concern about grade inflation has been around as long as the CRA itself XV! Thomas's research,
which involved multiple reviews of all small bank CRA examinations made public during the
first nine months of 1996, representing atotal of 1,407 lenders, estimated that CRA ratings were
artificially inflated for aimost half of all lenders reviewed, with the problem being most acute for
lenders rated Outstanding or Needs to Improve. The degree to which ratings inflation occurred
varied, but regulatory agency and region were important factors. The FDIC and Federal Reserve



inflated ratings an estimated 52 and 51 percent of the time respectively compared to alow of 30
percent for the OTS. Because of these findings, researchers have to be concerned about possible
grade inflation and the effect of the CRA process on ratings.

Research exploring CRA in rural communitiesis extremely limited. Green and Cowell’s
1994 study is one of the few academic papers that refers directly to rural CRA activity.*V"' The
study explored how lenders identified their assessment areas and the problems lenders encounter
dealing with data limitations associated with sparsely populated rural areas. The analysis did not
address CRA-covered lenders' activitiesin rural areas or lender CRA ratings. While the quality
of publically available CRA data has improved, information on rural areasis still much less
plentiful than that for suburban and urban communities.

Regulatory agencies have performed analysis on how potential changesin CRA rules
may impact rural areas. For example, a 2005 Federal Reserve Bank study evaluated the impact of
proposed rule changes which included adding, as CRA eligible areas, census tracts located
outside metropolitan areas that either were experiencing economic distress or were
geographically remote.*V!"" These types of studies generally evaluate policy changes, but do not
directly assess the types of lenders serving rural areas or their CRA ratings.

Consistently Outstanding Rated CRA Lenders

A lender who earns an Outstanding CRA rating has exceeded the federal requirementsin
meeting its community’ s credit needs. While an isolated Outstanding rating could reflect a one-
time activity or focus, such as the desire to improve an application to acquire another lender,
consistently earning Outstanding ratings more likely represents a long-term commitment to
community.

A small number of lenders earned Outstanding ratings over multiple examinations. Of all
5,576 depository institutions, only 9 percent earned Outstanding ratings on two or more of their
last three CRA examinations. Only 4 percent of these lenders earned three straight Outstanding
ratings— called “ consistently Outstanding” in this study.® In comparison, approximately three-
guarters of al lenders earned three straight Satisfactory ratings.

8 Theinitial list of lenders explored represents all FDIC-insured depository ingtitutions classified as active on December 31,
2014. From thislist, cases were restricted to lenders for which the most recent CRA examination occurred by 2009. This
restriction ensured that the analysis looked at the most recent examinations and did not overlook an earlier examination. If the
most recent rating was for 2007, that is a seven-year period since the last reported examination, which is longer than the genera
five to six years' maximum between evaluations. Those cases were removed from the analysis.
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2014 FDIC Insured Lenders
Categorize by Last Three CRA Ratings
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Rural and small town lenders exhibited a similar distribution. Only 3 percent of the 3,230
rural lenders were consistently rated Outstanding. In comparison, 77 percent of rural and small
town lenders earned Satisfactory ratings on all three of their most recent evaluations and
approximately 79 percent of rural and small town lenders did not earn a single Outstanding
rating. Urban headquartered lenders stood out from rural and suburban lenders, with 17 percent
receiving an Outstanding rating on two or more of their three most recent examinations and 9
percent being consistently rated outstanding.

Lenders undergoing only large bank CRA examinations for their three most recent
reviews were more often, in comparison to intermediate small and small bank examination
lenders, consistently rated Outstanding.® These large bank exams only lenders made up only 7
percent of all lenders, but they represented approximately 29 percent of all lenders earning three

consecutive Outstanding ratings. In comparison, a mgority (65 percent) of all lenders

9 Lenders can undergo different CRA examinations over the years. As alender’ stotal assets change, often increase, it can qualify
for adifferent CRA examination type. In addition, alender could opt for an alternative CRA examination type, such as Strategic
Plan. Eight-one percent of all 2014 FDIC-insured lenders (4,510) experienced the same CRA exam type for their last three
evaluations and 1,066 did not.
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experienced only small bank CRA examinations, yet these lenders made up just 40 percent of all
consistently Outstanding institutions.

Consistently Outstanding suburban and urban lenders were geographically concentrated
in the Northeast, and consistently Outstanding rural and small town lendersin the Midwest.°
These distributions reflect overall bank headquarters location patterns. For example, 50 percent
of all rural and small town lenders are headquartered in the Midwest. The three states of
Wisconsin, Minnesota, and Nebraska contain roughly 23 percent of all rural and small town
lenders with three straight Outstanding ratings on their last three examinations. Several states—
Arizona, Alaska, Arkansas, Mississippi, and North Dakota — registered no consistently CRA
rated Outstanding lenders.

10 The Census Bureau’ s defined Northeast Region includes Connecticut, Maine, Massachusetts, New Jersey, New Hampshire,
New Y ork, Pennsylvania, Rhode Island, and VVermont. The Census Bureau’ s defined Midwestern Region includes Illinois,
Indiana, lowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota, Ohio, South Dakota, and Wisconsin.
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Consistently CRA Rated Outstanding Financial I nstitutions by Headquarters, 2014
Conmstently Outstanding CRA Rated FDIC Insured Lenders
- by Main Office Geography 2014

Legend

& Rural and Small Town Lenders With Three Qutstanding Ratings
Y

Exurban, Suburban, and Urban Lenders With Three Qutstanding Ratings

Source: HAC tabulation of FFIEC CRA ratings data 0 240 430 350 Miles
(httpcfhvww fliec.govicraratings/Rtg_spec.aspx) L L L L L L L L I

13



Research Approach

Research Questions
The analysis explored financial institutions and their CRA examination characteristics to

identify attributes associated with consistently earning Outstanding ratings. The research
included afocus on CRA ratings related to rural and small town headquarters location. The

following two research questions guided this analysis:

1) Are there specific attributes associated with being consistently rated
Outstanding in CRA examinations?

2) Arerural and small town headquartered institutions different, when it comes to
being consistently rated Outstanding, than those based in urban or suburban
areas?

Arelender characteristics, such as profitability and service area, related to being
consistently Outstanding? Or, do components of the CRA examination itself — regulator, exam
type, etc. — influence Outstanding ratings? Also, are rural and small town lenders different? Are
rural and small town lenders more likely to be considered consistently Outstanding? Research
has begun to explore this issue more closely, but much remains to be understood, particularly
when it comesto rural and small town lenders.

This study serves as both an analysis of CRA Outstanding lender characteristicsin
genera and an initial evaluation of the possible relationship between Outstanding CRA ratings
and rural and small town lenders.

Research Design

This research used logistic regression techniques to evaluate consistently CRA-rated
Outstanding financial institutions. The analysis explored the attributes associated with FDIC-
insured institutions with geographically locatable headquarters as of December 2014 that
consistently earned Outstanding CRA ratings, defined as three Outstanding ratings earned on
their last three CRA examinations. Receiving three consecutive Outstanding ratings was seen as
asolid indicator of alender’s successin serving all service area communities and more rigorous

than the outcome of a single rating cycle.
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The dependent variable in the analysis was a dichotomous indicator of whether alender
received an Outstanding rating on its last three examinations. The sample consisted of financial
institutions whose last three CRA examinations could be identified and was restricted to include
only lenders who rated either Outstanding or Satisfactory on their last three examinations. Cases
with amix of CRA ratings were removed to ensure a clear difference existed between
outstanding and average. The models included as independent variables lender and CRA
examination characteristics that are likely to be associated with Outstanding CRA ratings.
Rural and Small Town Lenders

Most discussion of CRA-related lender activity in rural areas focuses on general
statements about the lack of CRA-related investments, with no research directly evaluating
Outstanding ratings. Once other factors are accounted for, rural and small town lenders may be
more attached to their local communities and regularly invest in them, thus consistently earning
Outstanding CRA ratings. Alternatively, these lenders often have modest assets and may be
unable to make substantial investments beyond compliance with general CRA requirements.
Given that many rural markets suffer from alack of access to services and a shortage of
community development spending, better understanding the lenders that reside in these
communities can be important.

This research specifically investigated rural-based institutions by including a variable that
identified rural and small town lenders according to the census tract locations of their
headquarters. The analysis used a census tract classification based on housing density and
commuting patterns to categorize census tracts as urban, suburban, or rural and small town.X'X
The rural and small town indicator was interacted with other lender characteristics to evaluate
how the results might vary specifically for rural lenders.

Lender Characteristics

For all analyses, independent variables included select financial institution and CRA
examination characteristics that are hypothesized to influence CRA ratings. The variables
accounted for the following lender characteristics: experience, resources, financial
performance/profitability, structure, and activity concentration. The research used the following
measures to capture these lender characteristics.

e Experience: years of operation since lender established
e Resources: total assets
e Profitability: return on assets (commonly used industry measure) **
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e Sructure: stock-owned as opposed to mutual (depositor-owned) bank
e Activity Concentration: lenderswith a majority of assets concentrated in
mortgage lending activity

CRA Examination Characteristics
Independent variables included the following CRA examination characteritics:

regulatory agency, examination type, and service area CRA eligibility coverage. The research
model incorporated the following measures to capture these lender characteristics:

e Regulatory Agency: regulator performing CRA examination during last three
evaluations (FDIC, Federal Reserve Board, OCC, OTS or multiple regulators)

e Examination Type: examination methods used on last three evaluations (large,
intermediate small, small, or multiple types)

e Service Area CRA distressed and/or underserved census tract coverage:
regulators highly value activity occurring in CRA-defined distressed and
under served census tracts and award lenders credit, and eventually high ratings,
for supporting such areas. The service area variable identifies lenders with a
majority of their branch offices located in these CRA-designated distressed or
under served census tracts.!!

Financial institution data, such as assets, return on assets, and service area coverage, were
averaged over the 2009 to 2014 period to generate a more accurate picture of alender’s condition

over the last few years as opposed to using asingle point in time estimate.'?
Statistical Approach

Logistic Regression Model:

logit (p)= bo + baX1 + b2X2 + b3Xs + DaXa + bsXs + beXe + b7X7 + beXs + DoXo + b10X10 + b11X11
+ b12Xa2 + b13Xa3 + b14aXa4 + Bas(Xaa* X3) + Bis(X14* Xa) + Ba7(X14* Xe)

11 There are two classifications of CRA-designated distressed and underserved census tracts. The original classificationis all
census tracts with a median income that is less than 80 percent of the area median (known as low- and moderate-income census
tracts). The second set of casesinvolve al census tracts located outside of metropolitan areas with one of the following three
conditions: poverty rate of 20 percent or more, unemployment rate 1 and one-half times the national rate, and loss of 5 percent of
population over the last five to ten years. Additionally, census tracts |ocated outside of metropolitan areas that are considered low
density, based on having UDSA Economic Research Services Urban Influence Codes 7, 10, 11, or 12, are included. The outside
of metropolitan area classification was added in 2005 to ensure rural census tracts were not overlooked. For this analysis, any
bank branch located in a census tract that meets any of the CRA criteriais considered to be located in a CRA designated area.

12 Please consult the appendix for details on process and more compl ete variable descriptions.
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logit(p) = Consistently Rated Outstanding
X1 = Lender Experience
X2 = Total Assets
X3 = Return on Assets
X4 = Service Area - Mgority of bank branches located in CRA designated distressed
and/or underserved census tract
Xs = Lender Stockholder Owned
X6 = Magjority of Assetsinvolve Mortgage Lending Activities
X7 = Bank Regulator — FDIC Alone (Reference OCC)
Xs = Bank Regulator — Federal Reserve Board Alone (Reference OCC)
Xo = Bank Regulator — OTS Alone (Reference OCC)
X10 = Bank Regulator — Multiple Regulators (Reference OCC)
X11 = CRA Exam Type — Large Bank Alone (Reference Small Bank Exam)
X12 = CRA Exam Type — Intermediate, Small Bank Alone (Reference Small Bank Exam)
X13 = CRA Exam Type — Multiple Exam Types (Reference Small Bank Exam)
X14 = Rural Headquarters
X1s = Interaction Term (X14* X3)
X6 = Interaction Term (X14* X4)
X17 = Interaction Term (X14* X6)

The model results are presented in step-wise fashion. The initial model (A) included all
lender and CRA examination variables. The second model (B) added the key rura variable. The
final model (C) included interaction terms between the rural and bank structure variables. Due to
issues of multi-collinearity, the number of interaction termsin the last analyses were limited. For
ease of understanding, regression coefficients were converted to odds ratios. Odds ratios are
easier to understand and compare associations. A table of coefficientsisincluded in the
appendix.

Data Sources
The Federal Financial Institutions Examination Council (FFIEC) provided all CRA

ratings data. The FDIC provided al lender characteristics data generated from Summary of
Deposit and Call Reports.
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Descriptive Findings

Descriptive dataindicated that arelatively small percentage of sample lenders,
approximately 5 percent, consistently earned Outstanding CRA ratings. This was as expected
since only 8 percent of CRA evaluations each year result in Outstanding ratings and consistently
earning such ratings is likely to be even rarer. The occurrence of consistently rated Outstanding
lenders was even smaller when looking at rural and small town headquartered lenders, again to
be expected since small bank |enders are more prevalent in these communities and they are less
likely to earn Outstanding ratings in general. The low percentages of consistently Outstanding
lenders underscore that this is an uncommon distinction, but their occurrence is common enough
to use logistical regression techniques to study.™®

The descriptive data depicted some unique characteristics of rural and small town
lenders. Rural and small town lenders were older, had fewer assets, and had higher profitability
than non-rural lenders. Rura lenders’ relative longevity may reflect less dynamic financial
service markets (fewer openings, closings, failures, acquisitions, mergers, etc.) in rural
communities as opposed to suburban and/or urban areas. Other studies have noted the small asset
size of rural lenders, with one analysis finding that rural and small town lenders make up a
majority of all FDIC-insured institutions but hold only 6 percent of al assets.**! Finding that
rural and small town headquartered lenders had an average total asset size that is seven times
lower than the average for all lendersisto be expected. The relatively high return on assets for
rural lenders, also identified by USDA research in the 1990s**!" suggests that despite talk about
declining rural communities, rural and small town-based banks are still quite profitable.

Rural and small town financial institutions had a higher proportion of branches located in
CRA-eligible distressed and underserved census tracts than do all lendersin general. Over 40
percent of rural and small town lenders had a majority of their branches located in CRA
distressed or underserved census tracts, 10 percentage points higher than the entire sample
percentage. These differences, at least in part, reflect the relative isolation and poor economic
conditions experienced in many rural areas; these conditions result in many census tracts

13 The limited number of positive or outstanding responses also limits the number of variablesthat can be used in this analysis.
The general rule of thumb isto have no more than 10 variables for expected dependent variable or results become unstable. This
means a maximum of 22 variables in the consistently Outstanding rated model.
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achieving CRA distressed or underserved status. Also, unlike larger urban and suburban lenders,
rural and small town banks often have a few branches that serve one or two rural counties as

opposed to covering more jurisdictions.

Sample Descriptive Data Highlighting Rural and Small Town Cases

Consistently Outstanding and Satisfactory Rated
Lenders
Variable
Rural and Small Town
All Cases
Cases

Outstanding Lenders 224 (5.1%) 97 (3.7%)
Years of Experience (Logged in Model) 85.0 Mean (39.5) Std. 93.9 Mean (31.7) Std.
Total Assets—Thousands (Logged in $1,757,243 Mean $235,766 Mean ($629,321)
Model) ($35,000,000) Std. Std.
Return on Assets 0.8 Mean (0.9) Std. 0.9 Mean (0.6) Std.
Stock Ownership 4,113 (93.1%) 2,484 (95.7%)
50 Percent or More Branchesin CRA o .
Eligible Areas 1,330 (33.1%) 1,091 (42.0%)
Asset Concentration Mortgages 274 (6.2%) 113 (4.4%)
Regulators

FDIC 2, 774 (62.8%) 1,662 (64.0%)

FRB 467 (10.6%) 263 (10.1%)

OocC 680 (15.4%) 428 (16.5%)

oTs 66 (1.5%) 24 (0.9%)

Multiple Regulators 432 (9.8%) 219 (8.4%)
Examination Type

Large Bank 304 (6.9%) 61 (2.4%)

Small Bank 2,931 (66.3%) 2,062 (79.4%)

Intermediate Small Bank 376 (8.5%) 139 (5.4%)

Multiple Examination Types 808 (17.8%) 334 (12.9%)
Observations 4,419 2,596

*OTS casetotals are small because the OTS merged with the OCC in July 21, 2011 and no longer exists.
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The FDIC, regardless of lender geography, performed approximately two-thirds of all
CRA examinations in the sample, essentially matching the overall percentage for the 2009 to
2014 period — 66 percent. The OTS, on the other hand, performed an extremely small percentage
of examinations, which isto be expected since the OTS merged with the OCC in 2011.
Approximately 10 percent of all casesinvolved lenders that were evaluated by more than one
regulator over their last three exams. In about half of these cases, the OTS and OCC merger
caused the regulator change.

A magjority of sample lenders experienced only small bank examinations, approximately
two-thirds of al cases. Over 84 percent of the rural and small town lenders experienced either
only intermediate small or small bank examinations. The sample case distribution varied
somewhat from the current annual makeup of CRA examinations; approximately 90 percent of
examinations each of the last three years have involved either an intermediate small or small
bank evaluation. These differences were largely related to both how the sample cases were
selected and changes in the CRA in the middle 2000s when the intermediate small bank exam
was established. Some institutions took nine years or longer to earn three consecutive
Satisfactory or Outstanding ratings. As aresult, one rating could have occurred before the
intermediate small bank exam was available. These cases were among the more than 15 percent
of lenders in the multiple examinations category.

The prevalence of stock ownership among the sample was clear, with over 93 percent of
lenders' ownership structured in that manner. Mutual banks, which are structured like credit
unions, are uncommon, with only 17 states authorizing them. Similarly, lenders with assets
concentrated in mortgage lending activity represented less than 10 percent of all lenders and just
6 percent of sample institutions. Few banks concentrate activities primarily in the mortgage
lending market.

Results
Logistic regression model coefficients were converted into odds ratios for ease of

interpretation and comparison. The odds ratios represent the odds of a lender being consistently
rated Outstanding in comparison to the attribute of interest’s reference group, after holding all
other variables constant. For example, the odds that a stockholder-owned lender was consistently

rated Outstanding were only 48 percent of the odds that a non-stockholder-owned lender
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received that distinction. A ratio of less than one means the odds of the dependent variable
occurring decreases, while aratio above one means the odds increase.** For each odds ratio
statistical significance was noted, from lowest level to highest level, for the .10, .05, and .001
level. Statistical significance represents the level at which one can be confident that the results
are unlikely to have occurred by chance. The analysis performed tests exploring model
specification, goodness of fit, and multi-collinearity to identify any problems.™ The likelihood
ratio (LR) chi-square test for each model was statistically significant, meaning thereisa
significant relationship between the independent and dependent variables in these models.

The model runs had consistent and similar results. Lender structure and CRA process
variables generally performed as hypothesized and similar to other studies. For example, age of
ingtitution and asset size were both positively associated with earning an Outstanding rating, as
Campbell et a.’s 2012 study found. The Campbell et al. study of multi-national banks generated
an odds ratio for logged bank size (assets) ranged between 1.5 and 2.2, similar to the 1.5 and 1.6
ratios in this study. To further check results, which do differ somewhat from other studies,
similar measures were used in the model and results were compared. For example, return on
equity was substituted for return on assets (both are accepted measures of profitability) and both
variables generated similar results, positive but not statistically significant.

The secondary variable of interest, rural and small town headquarters, was not associated
with earning Outstanding ratings. In other words, the odds of consistently earning an
Outstanding rating were no different for rural- and small town-based banks than for
suburban/urban-based lenders, holding all other variables constant. The rural and small town
interaction terms, employed to identify the possible nuances of the relationship, were not
statistically significant either.

The model identified several other important relationships. A statistically significant
association existed between being consistently rated Outstanding and lenders operating 50
percent or more of their deposit-taking officesin CRA-designated distressed or underserved
censustracts. A lender with at least half its offices in these CRA-designated census tracts,
holding other variables constant, had approximately 1.9 to 2.1 times the odds of consistently

earning Outstanding ratings as a lender without such service area coverage. This finding was the

14 A value of one would mean no difference in odds exists.
15 For all models, tests evaluating model specification (linktest), goodness of fit (Hosmer and Lemeshow’s test), and
multicollinearity (explore VIFs) did not identify any problems.
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same across all three models. Given that |enders define their service or assessment areas based
primarily on the location of deposit-taking branches, this measure captured the degree to which a
service area that contains neighborhoods in need of financial services was related to providing
service to all neighborhoods.

OddsRatiosfor Consistently CRA Rated Outstanding L enders, Models

Variables Ccl\)/Ts'ds;er:Iy Outstl\a/lln?jggBand Satisfactor'i/ARg;etzl:L enders
o 0 o
Y ears of Experience (Logged) 1.60*** 1.66*** 1.68***
Assets - in Thousands (L ogged) 1.56*** 1.53*** 1.53***
Return on Assets (ROA) 1.04 1.05 1.06
50% or more of bank branchesin 1.98*** 2.10%** 1.93x**
CRA distress and underserved census
tracts (Service Area)
Stockholder Ownership 0.48*** 0.50*** 0.52**
Mortgage asset concentration 0.78 0.77 0.65
FDIC regulator 0.69* 0.68* 0.69*
FRB regulator 1.27 1.27 1.27
OTS regulator 8.51*** 8.32x** 8.04***
Multiple Regulator 1.68* 1.65* 1.65*
Large Bank Exam 2.48*** 2.44x** 2.37**
Intermediate Small Exam 1.43 141 1.39
Multiple Exam 114 113 1.13
Rural and Small Town (Rural) 0.82 0.78
Rura *ROA 0.89
Rural * Service Area 1.00
Rural *Mortgage 1.65
Constant (Coefficient Provided) -10.28*** -10.15*** -10.21***
LR Chi2 285.21*** 286.49*** 305.420***
Pseudo R2 0.16 0.16 0.172
Log Likelihood -743.49 -742.85 -741.93
Number of Observations 4,417 4,417 4,417

Statistical Significance Levels: *** p<0.01, ** p<0.05, * p<0.1

There was variation in the association between consistently earning Outstanding CRA
ratings and bank regulator. In particular, lenders regulated by only the OTS for their last three
examinations were approximately eight times as likely as OCC only-regulated lendersto be
consistently rated Outstanding.*® While the OTS no longer exists and the number of observations
for this category was limited, statistically significant differences, albeit at the lowest .10 level,
also existed between the FDIC only and multiple regulator lenders and the OCC. For example,

16 For OTS results, the small number of observations might be partially responsible for the dramatic increase in odds ratio.
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the odds of an FDIC-examined lender consistently earning an Outstanding rating were
approximately one-third less than for an OCC-evaluated bank, holding other variables constant.
Lenders that had more than one regulator for their last three CRA examinations, however, were
associated with increased odds of being consistently rated Outstanding. The results were similar
across all three model runs.

L enders with assets concentrated in mortgage lending activity did not have a statistically
significant association with being consistently rated Outstanding after controlling for other
attributes. There appeared to be no benefit or burden from having considerable mortgage-rel ated
holdings. Being a stockholder-owned institution, however, did have a statistically significant
association with being consistently rated Outstanding. A stockholder-owned lender had
approximately 48 percent of amutual bank’s estimated odds of consistently earning an
Outstanding rating, holding other variables constant.

Discussion
The analyses produced relatively similar results across all model iterations. While many

structural and CRA examination variables were statistically significant, the findings did not
include a statistically significant association between lenders headquartered in rural and small
town areas and being consistently rated Outstanding, after controlling for other factors.
Rural and Small Town Location Headquarters Not Related

Associations if they do exist between rural and small town lenders and earning
Outstanding ratings are likely attributable to other lender or examination factors such as
examination method and asset size. For example, as the literature suggests, in this analysis bank
examination type — particularly the large bank examination method — was found to be an
important factor in CRA ratings. The odds of consistently earning Outstanding ratings were
approximately 2.5 times larger for lenders undergoing the large bank examination than those
undergoing the small bank exam. Intermediate small bank examinations, on the other hand, did
not have a statistical significance difference in odds when compared to small bank exams. Rural
and small town headquartered lenders overwhelmingly experience intermediate small or small
bank examinations— only 2.4 percent of rural and small town lenders in the sample experienced
CRA large examinations compared to 14.9 percent of the suburban and urban lenders.

23



Additional research should closely explore the specific factors associated with large
banks (those with high assets) and large bank examinations that might promote consistently
earning Outstanding ratings. While this analysis did not find profitability to have a statistically
significant relationship with Outstanding ratings in any of the models, total assets was a
significant factor, which may mean resources in general are akey factor. A lender with
considerable resources, which would be alarge bank by CRA examination standards, can
probably afford to fund more community development or investment projects which are the
types of activities alender needs to support to earn an Outstanding rating. Large bank exam
lenders may also be more publically well-known, giving them incentive to maintain a good
public image. Regardless of the reason, many factors could be involved in the determination of
ratings and more analysisis required.

CRA Examination Process is Important

Highlighting the importance of assessment and service areas — which are primarily
determined by bank office location — the analysis found a statistically significant positive
association between lenders operating over 50 percent of their branches/officesin CRA-
designated distressed or underserved census tracts and consistently earning Outstanding ratings.
Intuitively, increased opportunities to provide services in distressed and underserved areas may
promote more service provision. Many rural areas, due to limited populations, fail to be included
in lender service areas because large lenders often lack a branch presence there. How lenders
define service areas and what it means to reach distressed areas becomes a complex issue,
especially with the ever changing face of banking, where bricks and mortar offices are less and
less important. How will changes in the regul ations ensure the nexus between banks and credit
access to the underserved exists?

The findings, similar to other studies on the subject, suggest there are some differencesin
the odds of earning an Outstanding CRA rating based on the regulator performing the
evaluation.”!"" While the biggest differencesin odds involve OTS, which no longer exists, the
fact that statistically significant differences were identified necessitates further inspection. Such
differences may reflect actual bank differences not accounted for in the model. For instance, the
OTS provided oversight mainly to thrifts and something about those lenders could make them
more likely to be consistently rated Outstanding. On the other hand, differencesin regulator odds

ratios may simply represent alack of consistency in the evaluation process across agencies.
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These findings, in general, point to the importance of the CRA examination process.
Regulators and policymakers need to fully understand these dynamics and use them to assist with
policy efforts around financial service provision. Having a better understanding of the roles
played by attributes such as service area definition, examination type, and regulator could help in
addressing concerns about regulator shopping and inconsistencies in general **!V
Other Related Associations

A stockholder-owned institution had about 45 percent of the estimated odds of earning an
Outstanding rating as a mutual bank, holding other model variables constant. This suggests bank
ownership structure can be important in CRA compliance. The challengeis to explore why
certain ownership structures, not just stock-owned and mutual banks, may impact lender actions.
Some researchers hypothesize that mutual banks, due to their unusual structure, are viewed
favorably by regulators, while others suggest mutual bank managers are not as worried about
profits and can more freely engage in CRA-prized community investments.**V Better
understanding of lender operations and incentives may help policymakers.

A potential area of increased research focus is leadership dynamics and how they relate to
community service. Anecdotal accounts indicate that bank leadership isimportant, particularly if
bank leaders believe they have an obligation to support their local communities, with the end
result benefiting everybody.” Good |eaders may be inclined to support CRA €eligible efforts even
if they would receive no credit for having done so. How good leadership can be encouraged by

bank regulators and regulations such as CRA should be further investigated.

17 In researching examples where lender supported CRA eligible community investments in rural communities, the author came
across cases where the lender involved in the project saw its efforts as fulfilling a responsibility to the community. Fulfilling that
responsibility was seen not only as the right thing to do, but also as good business since improving local communities helps
everyone including the bank. These lenders appeared to have aleadership philosophy that promoted such efforts.
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Table A1. CRA Ratings 2009 to 2014

Year Average
Rating 2009 2010 2011 2012 2013 2014
Number Pct. Number Pct. Number Pct. Number Pct. Number Pct. Number Pct. Number Pct.

Outstanding 188 8.65% 163 9.13% 119 8.52% 135 8.39% 125 7.12% 82 6.76% 135 8.17%
Satisfactory 1,936 89.09% 1,561 87.40% 1,230 88.11% 1,441 89.56% 1,596 90.89% 1,110 91.51% 1,479 89.34%
:\ln?;(rjc?vtg 43 1.98% 60 3.36% 43 3.08% 29 1.80% 32 1.82% 19 1.57% 38 2.28%
Substantial 6 0.28% 2 0.11% 4 0.29% 4 0.25% 3 0.17% 2 0.16% 4 0.21%
Noncompliance
Total 2,173 100.00% 1,786 100.00% 1,396 100.00% 1,609 100.00% 1,756 100.00% 1,213 100.00% 1,656 100.00%

Source: FFIEC, CRA Ratings Search Website: http://www.ffiec.gov/craratings/default.aspx

Table A2. FDIC Insured Lenders 2014 by Last Three CRA Ratings*
ggvr?ggedd Ratings-Last Three All Lenders RuraJTa;r;\tldnSmaJl Sutél:(rut;%nanand Urban

Number Per cent Number Per cent Number Per cent Number Per cent

Three Outstanding Ratings Alone 224 4.02% 97 3.00% 54 3.53% 73 8.96%
Two Outstanding Ratings Alone 281 5.04% 157 4.86% 60 3.92% 64 7.85%
One Outstanding Rating Alone 692 12.41% 425 13.16% 167 10.91% 100 12.27%
No Outstanding Ratings 4,379 78.53% 2,551 78.98% 1,250 81.65% 578 70.92%
Tota 5,576 100.00% 3,230 100.00% 1,531 100.00% 815 100.00%

*Most recent rating found occurred within the 2009 to 2014 period.
Source: FFIEC, CRA Ratings Search Website: http://www.ffiec.gov/craratings/default.aspx
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Table A3. Independent Variables

Variable Description Coding
Experience The difference between the year of the CRA examination and the year | Logged. Use age as of 2014.
abank was established
Total Assets Total assetslisted in thousands. Logged. Use average over the 2009 to 2014 period.
Return on Assets | Measure of profitability representing a bank’ s net income after taxes | Ratio format. Use an average of return on assets over the 2009 to 2014 period.

and extraordinary items (annualized) as aratio of average total assets
(income/assets). As return on assets increase (higher number) a
bank’ s profitability increases.

Lender Service
Area Coverage

Percent of deposit taking lender officeslocated in CRA €ligible
census tract.

Dummy variable: 1 = over 50 percent of bank officesin CRA €ligible census
tract, and O = al others. The variable is based on annual average over the 2009
to 2014 period.

Lender Classified

FDIC classification of lender as“mortgage” asset concentration

Dummy variable: 1 = mortgage asset concentration, and O = all others. The

Mortgage Asset represents bank with residential mortgage loans, plus mortgage- mortgage category represents all lenders classified as mortgage asset
Concentration backed securities, in excess of 50 percent of total assets concentration in both 2009 and 2014. *
Stock Ownership | Bankswhich are stock owned as opposed to depositor owned. Dummy variable: 1 = stock, and 0 = all others. The stock category represents

all cases where alender had outstanding stock in both 2009 and 2014. *

Examination Type

Bank CRA examination method

If alender experiences the same examination on their last three evaluations,
they were coded as that examination method. When more than one
examination type was involved, the case was coded as multiple regulators. **
The categories are Large Bank Exam, Intermediate Small Bank Exam,
Multiple Exam Types and Small Bank Exam (reference group).

Regulators

Bank regulator performing CRA examination

If asingle regulator performed the last three examinations the case is coded as
that regulator. When more than one regulator was involved, the case is coded
as multiple regulators. The categories are FDIC, Federal Reserve Board, Office
of Thrift Savings, Multiple Regulators and OCC (reference group).

*The analysis used lender classifications from the first and last year of the 2009 to 2014 period as proof of long-term mortgage lending and stockholder status. **Lenders
experiencing one of the other CRA exam types was extremely small, and, as aresult, they were dropped from all models.
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Table A4. Regression Models A, B, and C, CRA Consistently Outstanding and Satisfactory Lender Ratings*

Variables Regression A Regression B Regression C

Coefficient | Standar Odds | Coefficien | Standar Odds Coefficient | Standar Odds

dError Ratio t d Error Ratio d Error Ratio

Age Logged 0.47*** 0.128 1.60%** 0.50*** 0.13 1.66*** 0.52*** 0.132 1.68***
Assets Logged 0.44*** 0.077 1.56*** 0.42%** 0.08 1.53*** 0.42*** 0.079 1.53***
Return on Assets (ROA) 0.040 0.058 1.04 0.040 0.06 1.05 0.06 0.059 1.06
At least half bank branches 0.68*** 0.172 1.98*** 0.74*** 0.18 2.10*** 0.66*** 0.248 1.93***
located in CRA designated census
tracts
Stock -0.73*** 0.256 0.48*** -0.69*** 0.26 0.50*** -0.66** 0.259 0.52%**
Mortgage -0.250 0.285 0.78 -0.260 0.29 0.77 -0.43 0.343 0.65
FDIC Regulator -0.37* 0.214 0.69* -0.38* 0.21 0.68* -0.38* 0.214 0.69*
Federal Reserve Board Regulator 0.240 0.263 1.27 0.24 0.26 1.27 0.24 0.264 1.27
OTS Regulator 2.14*** 0.360 8.51x** 2.12%** 0.36 8.32x** 2.08*** 0.362 8.04***
Multiple Regulators 0.52* 0.268 1.68* 0.50* 0.27 1.65* 0.51* 0.268 1.65*
Large Bank Exam 0.91*** 0.326 2.48*** 0.89*** 0.33 2.44*** 0.86** 0.329 2.37**
Intermediate Small Bank Exam 0.360 0.276 1.43 0.34 0.28 141 0.33 0.277 1.39
Multiple Exam Types 0.131 0.233 1.14 0.13 0.23 1.13 0.12 0.234 1.13
Rural -0.20 0.18 0.82 -0.25 0.284 0.78
Interaction (Rural* ROA) -0.12 0.184 0.89
Interaction (Rural* Service Area) 0.00 0.004 1.00
Interaction (Rural* Mortgage) 0.50 0.487 1.65
Constant -10.28*** 1.159 -10.15*** 1.162 -10.21*** 1.167
LR chi2 285.21*** 285.21*** 288.33***
Pseudo R2 0.16 0.16 0.16
Log likelihood -743.48 -743.49 -741.93
Observations 4,417 4,417 4,417

Statistical Significance Levels: *** p<0.01, ** p<0.05, * p<0.1
*Classified as lenders with their three most recent ratings all either Outstanding or Satisfactory
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