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Reform proposals stir up
regulatory turf battles

ment of yet another reform proposal by
a House Banking Committee task force
in June makes it even more difficult for
any one restructu ring plan to gain support.
THREE PROPOSALS

As more ideas surface for restructuring
the agencies that regulate financial institutions, the more likely it seems that the
status quo will remain.
So reasons at least one Washington
observer, Ken McLean, president of
McLean Associates, a Washington, D.C.based consulting fi rm.
In May, McLean told delegates of the
U.S. League's Conference of Large Institutions that he thought there was a
"50% chance" that there would be no
changes in regulatory structure this year.
Since then, he says, the announce-

As of late June, the debate over regulatory reform in the House Banking
Committee centered on three primary
proposals:
• A Bush Administration proposal to
create a single Office of Depository Institutions Supervision in the Treasury Department as the primary regulator for
national banks and savings institutions.
Under this plan, state-chartered commercial banks would be regulated by the
Federal Reserve Board, even if they are
not members of the system.
• A proposal by Rep. Henry Gonzalez
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bank strategy while retaining the tax
advantages of a savings institution
charter.
That's the reason for the new name
of the former Beverly Hills Federal
Savings Bank, say officials.
The $1.3 billion bank plans to greatly
expand its commercial lending to middle-market companies and professionals, according to President Edward
Sondker.
The institution can do so without
exceeding the commercial lending limit
of 10% of assets, he says, by selling
some of the loans to its commercial
bank holding company, $10.8 billion
Michigan National Corporation,
Farmington Hills.
"We can generate a lot of [commercial] loans, sell them to the parent
company and retain servicing," Sondker says. "We can have fcommercial
lending] relationships far in excess of
the 10% limit."
Sondker adds, however, that Beverly Hills Business Bank does not plan

Golden West Financial Corporation,
Oakland, Calif., parent company of
World Savings, ranks third among
large publicly held companies for responsiveness to shareholder concerns,
according to the United Shareholders
Association, Washington, D.C.
The $22.5 billion holding company
is the only financial institution among
the top 20 in this year's "Shareholder
1000" listing put out by the USA. The
listing ranks the 1,000 largest U.S.
corporations based on their economic
performance, respect for shareholder
rights and executive compensation.
Golden West also ranks as America's fifth best-managed large company, according to a survey by Fortune magazine, reported in its April
22 issue.

Beverly Hills (Calif.) Business Bank
FSB, says it can pursue a commercial

(D, Tex.) to create an independent Federal Depository Institutions Regulatory
Agency to regulate all commercial
banks, savings institutions and credit
unions.
• The task force proposal to create a
Treasury agency to regulate all national
banks and savings institutions insured
by the Savings Association Insurance
Fund.
The agency would be created by merging the Office of Thrift Supervision and
the Office of the Comptroller of the
Currency.
The task force proposes that the Federal Deposit Insurance Corporation be
the primary federal regulator for statechartered commercial banks and savings banks. The Fed's regulatory role
would be reduced to supervising commercial bank holding companies with

to convert to a commercial bank charter - at least for several years.
Management wants to avoid tax
losses upon conversion, he says, and
is waiting to see if the federal government eliminates distinctions between
saving institution and commercial bank
charters.

William Schuett, president of Security
Bank SSB, Milwaukee, has been given
a commendation by an air reserve
unit for his institution's efforts to
support reserve personnel overseas
during the Gulf War.
The 440th Tactical Airlift Wing Reserve Unit, based at Mitchell International Airport, Milwaukee, commended Schuett for Security Bank's
"Operation Mortgage Shield."
Under the program, the bank offered to make six months' principle
and interest payments for mortgage
customers called to active duty (see
page 5, May Sf).
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$10 billion or more in assets.
The contrasts among these proposals
reflect turf battles as much as regulatory
philosophies, say experts.
The House Banking Committee was
expected to debate the proposals for
regulatory restructuring in late June,
when it was scheduled to consider banking reform legislation.
As of mid-June, however, representatives were discussing the possibility of
delaying action on banking reform and
proceeding only with a recapitalization
of the Bank Insurance Fund (see page 4,
July Sf).
Also in mid-June, the Senate Banking
Committee was still crafting banking
reform legislation. It was not known if
proposals for regulatory restructuring
would be included, said Deborah
DeYoung, communications coordinator
for the committee.

New EPA rule reduces
lender liability
The Environmental Protection Agency
wants to ease up a bit on real estate
lenders.
But its latest proposal to restore lender
protections against liability for toxic
wastes may be too little, too late for the
agency.
Pressure continues to build in Congress to limit lender liability for environmental hazards even more than what
the agency has recently recommended.
An EPA rule, proposed in June, would
exempt a secured lender from cleanup
liability on properties it "influences"
through workouts or owns through foreclosures - if the lender does not actively manage the properties.
The rule, in effect, would reverse a
1990 court ruling that found a lender
liable for cleanup on a property merely
because the lender was in a position to
influence disposal of toxic wastes.
Despite the announcement of the new
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rule, the House Banking Subcommittee
on Policy Research and Insurance is
proceeding with hearings that may lead
to legislation to limit lender liability for
toxic wastes even further.

Battle looms over
CRA enforcement
Though hardly mentioned in the Treasury Department's proposal for financial
restructuring, community reinvestment
has become a central issue in the debate
over banking reform .
Through amendments to the Treasury
proposal, the House Banking Subcommittee on Financial Institutions Supervision, Regulation and Insurance has, in
effect, recommended that only large financial institutions should be forced to
comply with the Community ReinvestmentAct.
But, community groups are lining up
to insist that smaller institutions still be
held to CRA standards, says Allen
Fishbein, general counsel for the Center
for Community Change, Washington,
D.C. The center is a nonprofit organization that provides technical assistance
on economic matters to local community
groups.
EASING BURDENS

Observers estimate that the proposed
amendment would exempt more than
10,000 of the nation's 15,000 commercial banks and savings institutions from
complying with CRA.
The amendment states that institutions in metropolitan areas that have
less than $1 00 million in assets need not
comply with CRA. In rural areas, the
waiver would extend to institutions with
up to $250 million in assets.
A companion amendment provides
that branch and other applications cannot be denied on CRA grounds for
institutions that received "outstanding''
or "satisfactory" ratings within the previous two years.
The amendments are intended to relieve community bankers of paperwork,
says Eva Malecki, press secretary to
Rep. Paul Kanjorski (D, Pa.), sponsor of
the amendments.
"It's obvious that local banks do lend

to the local community," she adds. "If
they didn't, they'd be out of business.
"A lot of bigger banks are not interested in small communities, so it's best
to continue to regulate them" under
CRA, Malecki explains.
Malecki's conclusions are far from
obvious to Fishbein and others, who
argue that some small institutions are
among the worst offenders when it
comes to failing to meet the credit needs
of lower income and minority households.
Nine of the 12 "substantial noncompliance" ratings given by regulators have
gone to institutions with less than $100
million in assets, according to Kenneth
Thomas, president of K.H . Thomas Associates, a Miami-based bank consulting
firm .
Three of the lowest ratings have gone
to savings institutions, according to
Thomas, two of which have less than
$100 million in assets.
Thomas estimates that about 80% of
the approximately 200 "needs improvement" ratings also have gone to institutions smaller than $100 million.

Recent corporate changes involving savings institutions are listed below. Because this listing is drawn from numerous sources, no claim is made that it is
complete or entirely up-to-date.

MERGERS & ACQUISITIONS
Effective:
The acquisition of Heart Federal
Savings, Auburn, Calif., by U.S.
Bancorp, Portland, Ore.
The acquisition of Time Federal Savings, San Franciso, from the Resolution
Trost Corporation by Sun Savings Bank,
l.JJs Angeles.
The merger of East Jersey Savings
Bank, Deal, NJ., with Investors Savings, Millburn, N J.
Proposed:
The acquisition of Fidelity
Bancshares, Inc., parent company of
Fidelity Federal Bank, Nashville, by
Union Planters Corporation, Memphis,
parent company of Union Planters Na-

Kanjorski's amendment, he adds, is
"equivalent to a repeal of CRA."
MIXED VIEWS

Fishbein agrees and vows a fight as
the banking reform bill goes to the
House Banking Committee and the full
House.
'There is a strong constituency in
favor of CRA," he says. "If bankers
haven't learned that in the past, they're
going to learn it now."
The U.S. League of Savings Institutions is among the financial trade associations supporting Kanjorski's amendments.
"In terms of the regulatory burdens
imposed on institutions, CRA compliance doesn't fall as heavily" as othe r
regulations, says Gary Gilbert, banking
agencies liaison in the League's Washington, D.C., office.
"But, it adds to the paperwo rk," he
says.
Under the subcommittee proposal,
banks with more than $100 million in
assets would not only remain subject to
CRA but also would have to adhere to its

tional Bank, Memphis. Under the proposal, Fidelity Federal Bank will convert to a national bank charter and
merge with Union Planters National
Bank.
The acquisition of FirstFed America
Bank, Logan, Utah, and Logan Savings, by First Federal Savings Bank,
Salt Lake City.
The acquisition of Homewood (Ill.)
Federal Savings by Advance Bancorp,
Chicago, parent company of Advance
Bank FSB, Lansing, Ill., and South
Chicago Bank, Chicago.
The merger of Home Savings Bank,
SA, Appleton, Wis., with Republic Capital Bank SSB, Milwaukee.
The acquisition of Palisade Savings
Bank, Ridgefield Park, NJ., by U.S.
Thrift Opportunity Partners, Chicago.

BRANCH ACflVITY
Effective:
The acquisition of an Oakdale, Calif,
branch of Sacramento (Calif.) Savings
Bank by American Savings Bank FA,

standards, if they want to use new
powers proposed in the legislation.
The provision would requi re institutions to have at least "satisfactory" CRA
ratings before they could branch across
state lines or merge with securities or
insurance firms.

FDIC, RTC foresee even
higher resolution costs
Despite signs that the nation's economy
is recovering from recession, fede ral
agencies are predicting sharply higher
costs for resolving failed commercial
banks and savings institutions.
In June, the Federal Deposit Insurance Corporation increased its estimate
of the 199 1-1992 cost of resolving failed
com mercial banks and savings banks
from $14.9 billion to $23.1 billion.
At the same time, Comptroller General Charles Bowsher said in Washington, D.C., that the General Accounting
Office cannot begin to estimate the cost
of resolving savings institutions placed
under the Resolution Trust Corporation.

Stockton, Calif
The acquisition of a Hacienda
Heights, Calif, branch of Trust Savings Bank FSB, Montery Park, Calif,
by Century Federal Savings, Santa
Monica, Calif.
The acquisition of a Sacramento,
Calif, branch of Western Federal Savings, Marina Del Rey, Calif, by Sacra-

mento Savings Bank
The acquisition of a Cypress, Calif,
branch of Century Federal Savings,
Santa Monica, Calif, by Sherman Oaks
(Calif.) Savings Bank FSB.
Proposed:
The opening of a North Huntingdon,
Pa., branch of Great American Federal Savings, Pittsburgh.
The acquisition of a Lincoln City,
Ore., branch of Pacific First Bank FSB,
Seattle, by National Security Bank,
Newport, Ore.
The acquisition of a Westminster,
Calif, branch of Delta Savings Bank,
Westminster, by United Pacific Bank,
Los Angeles.

The RTC is in such disarray, Bowsher
said , that the GAO cannot complete an
audit of the agency by the June 30
deadline mandated by Congress.
Bowsher added, however, that the
cost of savings institution resolutions will
exceed the $ 130 billion estimate put
forth by the Bush Administration.
In response to criticism of RTC operations, the RTC Oversight Board has
tapped John Robson, deputy treasury
secretary, and Alfred Delli Bovi, undersecretary of the Department of Housing
and Urban Development, to review RTC
management and recommend improvements.

IN THE BUSINESS

Georgia lender launches
FmHA rural loan program
First Federal Savings Bank of Southwest
Georgia, Donalsonville, has become the
fi rst U.S. lender to close a loan under a
new loan guarantee program sponsored
by the Farmers Home Administration.
In addition to being a pioneering
effort, the transaction also reflects the
changing roles of financial institutions
and the federal government in rural
mortgage finance.
Ru ral areas, which are defin ed as
being located at least 25 miles from
densely populated areas, have been hardhit by the failures of savings institutions,
says Robert Edmister, a professor in the
department of econom ics and finance at
the University of Mississippi, Oxford.
Portfolio lenders have been especially
important to rural housing finance, he
says, because many rural properties do
not conform to standards that lenders
must meet to sell loans in the secondary
market.
Edmister's study of savings institution
lending in Arkansas, Mississippi and
i.Duisiana in 1990 shows that more than
half of the mortgage loans they originated did not conform to secondary
market specifications.
With the demise of rural institutions,
"there's been a real problem out there
financing rural mortgages," says Bruce
Crain, director of industry relations for
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the Federal Home Loan Bank of Dallas.
Congress acknowledged the rural
credit crunch when it authorized the
FmHA loan guarantees in the CranstonGonzalez Affordable Housing Act of 1990.
GUARANTEES EXTENDED

The program extends government loan
guarantees to first-time home buyers in
rural areas whose incomes are too high
to qualify for direct loans from the
FmHA.
The FmHA is currently authorized to
guarantee up to $100 million in loans as
a pilot project for a nationwide program,
says Larry Hammond, director of the
FmHA's single-family home loan division.
First Federal Savings Bank is using
the program to expand its lending to
moderate-income households, says Dianne Thomas, vice president.
A $46,500 mortgage closed by First
Federal was the first done by any lender
under the program, and the $32 million
bank has more in the works.
According to Thomas, many moderateincome rural households have been
locked out of homeownership, since, for
several years, Congress has failed to
fund direct FmHA lending to moderateincome people.
The new FmHA program allows First
Federal to reduce downpayment requirements for those customers, Thomas says,
because the agency guarantees loans up
to 100% of value.
According to FmHA officials, the guarantees are offered only to households at
or below the median income for their
region. Interest rate subsidies also are
available for borrowers at or below 80%
of the regional median income.
The holder of a guaranteed loan is still
at risk for about 10% of the outstanding
principal in a default, says Hammond.
Thomas and FmHA officials are confident that a secondary market for guaranteed rural loans will develop- something they say failed to happen when
they last tried in the 1970s.

Spokesmen for the Government National Mortgage Association and the Federal National Mortgage Association said
in mid-June that the agencies were
negotiating with the FmHA regarding
purchases of the loans, but declined
further comment.

RTC deals pay off in
loan opportunities
Bucking conventional wisdom, some
savings institutions are finding it profitable to purchase loans from the Resolution Trust Corporation (see related story
on page 7).
Commercial Federal, Omaha, Neb.,
estimates that yields are 25 basis points
higher on the $1.4 billion in singlefamily mortgages it bought from the RTC
than on newly originated loans, says
Bob Griesebach, senior vice president.
"The RTC is a source of investments
now that loan originations are not at the
volume needed to meet savings inflows," he says.
Magnolia Federal Bank for Savings,
Hattiesburg, Miss., also has bought
about $250 million in RTC mortgages,
says Chairman Robert Duncan. The
bank needs the loans, he says, for interest income to offset the additional deposits it plans to acquire from the RTC.
I.Dan demand is not strong enough to
fund growth through originations, says
Duncan. "The only way to do it is to
acquire loans," he says.
He adds that single-family loans
bought from the RTC yield 11.5% on
average, compared with current yields of
10% to 11% for loans originated inhouse.
PATIENT FEW

According to experts, institutions like
Commercial Federal and Magnolia Federal are a minority among savings institutions.
Most healthy savings institutions avoid
the RTC, they say, because they:
• Have no interest in acquiring portfolios with delinquent or low-documentation loans that regulators may question .
Do not want to deal with an RTC
bureaucracy reported to be inefficient in
negotiating and closing deals.

e

"I would really be surprised to find
many savings institutions turning to the
RTC to buy nonperforming loans," says
Robert Ledig, an attorney who monitors
RTC developments for the firm of Fried,
Frank, Harris, Shriver & Jacobson in
Washington, D.C.
"Most savings institutions that are not
in trouble try to stay as far away from the
RTC as they can," adds Terry Struthers,
president of Data Source RE, Inc., a real
estate information firm based in Boulder, Colo.
Griesebach and Duncan don't deny
that there are problems with the procedures and portfolios of the RTC.
But, they argue that the agency has
steadily improved its marketing of assets, and that opportunities beckon lenders patient enough to work with the
agency.
SEASONED LOANS

Both also stress that most of the
mortgage loans available from the RTC
are seasoned, even if the documentation
is flawed.
''I'm not sure most people under-

stand that," says Duncan. "Most of the
credit risk is gone."
"The track record of these [borrowers] gives them a lot of credibility, as far
as we're concerned," adds Griesebach.
Savings institutions, because of their
experience and abilities as portfolio
lenders, can acquire these loans at good
discounts, says Duncan. There is little
competition for them from lenders who
sell in the secondary market, he says.
In contrast to the institutions that
avoid dealing with the RTC, Commercial
Federal sees its loan purchases as a
central element in a new strategy.
The institution hopes to increase earnings by holding more whole loans, says
Griesebach. He adds that Commercial
Federal hopes to buffer itself from downturns in its regional economy by having
loans from throughout the country in its
portfolio.
To those ends, Commercial Federal
may buy up to $1 billion more in RTC
mortgage loans before the agency is
eventually liquidated, says Griesebach.
"The RTC is a unique opportunity,"
he says. "We're just capitalizing on it."
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NAIFA
The plaque says it all: in 1990 the National Association
of Independent Fee Appraisers' education program was
declared the most outstanding in the nation. The
presentation to NAIFA of this prestigious award, usually
won by colleges, marks the first time it has ever been
earned by a professional appraisers society.
If you're a professional appraiser, isn't this another
good reason to become a NAIFA member? And if you're
a purchaser of appraisal services, isn't it one more good
reason to always specify a NAIFA member?
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HMDA files will have
data on race, income
of loan applicants
Mortgage lenders should be taking step
now to prevent potential public relation:
problems in the fall over lending practices, according to several experts.
They say many institutions may find
themselves criticized- perhaps unfairly- on the basis of information in
the expanded disclosure forms implementing the Home Mortgage Disclosure
Act.
The Federal Reserve System is compiling HMDA reports on 1990 lending
data submitted by commercial banks,
savings institutions and other lenders.
The Fed hopes to complete and send
the reports to lenders by late September
or early October. Lenders are required
to make the reports available to the
. public 30 days after they receive them.
INTENSE INTEREST

For the first time, HMDA reports will
include information on the race, national origin, gender and income of loan
applicants.
Among other things, the public will be
able to determine if an institution rejected applications from certain racial or
income groups more often than for
others.
Community activists are "anxiously
awaiting" the reports, says W. Kurt Schumacher, an attorney with the division of
consumer and community affairs at the
Fed.
But, for some lenders, reactions to
their reports won't be positive.

Many will face criticism for having a
higher rate of loan rejections for minori ties than for whites, says Lucy Griffin,
manager of compliance at the American
Bankers Association, Washington, D.C.
"We know what the pattern will be,"
she says. "Blacks are freq uently turned
down more often than whites."
That pattern is, indeed, emerging from
the 1990 data of most lenders in m ultiracial markets, says Schumacher.
But, experts say, there are economic
reasons for the disparity. For example,
minorities, on average, have lower incomes and less inherited fam ily wealth
than other groups.
Nonetheless, institutions can expect
activists- with full press cove rage - to
argue that the disparity is evidence of
discrimination, according to Griffin.
The HMDA file "has the potential of
being a very negative report," says Frank
Willis, chairman of the Housing Opportunities Foundation of the U.S. League
of Savings Institutions, Washington , D.C.
He and others suggest several steps
institutions can take to add ress potential
challenges over their HMDA disclosures:

• Know what's in your HMDA fi le.
It may sound basic, but institutions
frequently file such reports without studying them and anticipating questions,
says Willis.
According to the ABA's Griffi n, the
worst mistake an institution can make is
to say, "Gee, that does look bad" when
confronted with an unexpected question
about lending practices.
Be prepared with detailed analyses of
why certain patterns emerge, she advises.
• Do additional audits of your lending
practices, if possible.
Talman Home Federal Savings, Chicago, last year reviewed all of its loan
rejections, says Tom Gobby, vice president and Community Reinvestment Act
officer.
The review will enable $6 billion
Talman Home to show that most loan
rejections in low-income communities
result from identifiable problems with
creditworthiness, he says.
• Promote your community lending programs.
According to Willis, since the newly-
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Sept. 5-7

released data will be nearly a year old,
lenders can certainly point to any new
community lending activities undertaken
in 1991.
First Federal Savings, Rockford, Ill., is
among several institutions preparing to
respond, reports Senior Vice President
William Leefers.
"We feel we are doing all we can to
promote [community lending] and make
loans," he says. "But, who knows how
people will interpret information compiled by people other than us?"
The $390 million institution is prepared to show that:
• It established a special loan review
committee a few years ago to increase
the acceptance rate for loan applications
from Hispanics.
• First Federal's CRA committee periodically reviews lending activity in the
census tracts that make up the institution's market to determine if any tract is
being underserved.
• CRA matters are regularly discussed
at monthly staff meetings attended by all
employees. ~

Edited by Joseph Harrington
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