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nancing, the changes in terms and conditions of
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homeowners raised in the process, and the ways
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refinancing activity and a statistical analysis of
the relative importance of different determinants
of refinancing and the amount of home equity
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Mortgage Refinancing in 2001 and Early 2002

Glenn Canner, Karen Dynan, and Wayne Passmore,
of the Board’s Division of Research and Statistics,
prepared this article. Research assistance was pro-
vided by Jennifer Attrep and Gillian Burgess.

In recent years, millions of homeowners in the United
States have taken advantage of relatively low interest
rates and rising home values to refinance the mort-
gages on their primary residences. In many cases,
refinancing has resulted in a lower interest rate and a
reduction in monthly mortgage payments, which have
allowed homeowners to spend or save that portion
of their incomes no longer dedicated to servicing
their mortgage debt. When they have refinanced,
many homeowners have liquefied some of the equity
they accumulated in their homes by borrowing more
than they needed to pay off their former mortgage
and cover the transaction costs of the refinancing.
They used the funds raised in so-called cash-out
refinancings to make home improvements, to repay
other debts, or to purchase goods and services or
other assets.

Choosing whether, and when, to refinance a home
mortgage is a decision that involves a careful bal-
ancing of costs and benefits. Some of the factors to
be considered are known with certainty and are
readily quantifiable; others, such as the future course
of interest rates, cannot be known with certainty. A
homeowner with a mortgage is more likely to con-
sider refinancing when the current interest rate on
mortgages falls below the rate on the homeowner’s
existing loan. At such times, the homeowner must
weigh the prospective after-tax savings from lower
monthly payments on a new, lower-rate loan against
the after-tax costs of the refinancing transaction itself,
including any mortgage fees (points) and application
and appraisal fees. Because the savings from lower
interest payments accumulate slowly over time as the
loan is repaid, the amounts that would be saved in a
refinancing must be discounted to their present value
and compared with the costs of the transaction, often
referred to as the closing costs.! If the amount saved

|. The comparison is not always straightforward, as the home-
owner in many instances has a choice of either paying the transaction
costs as a lump sum at the time of the refinancing or adding the costs
to the amount being refinanced. The cost-benefit comparison is rela-
tively easy in the former case but is more complicated in the latter. To

after tax over the long run exceeds the after-tax costs
of the transaction, the homeowner stands to gain
from the transaction. In addition, homeowners some-
times refinance to raise cash rather than to obtain a
fower interest rate or to reduce uncertainty about
future payments.

This article presents estimates, based on recent
survey findings, of the incidence of refinancing, the
changes in terms and conditions of mortgages after
refinancing, the amount of funds homeowners raised
in the process, and the ways in which homeowners
used the funds. It also provides comparisons with
previous surveys of refinancing activity and a statis-
tical analysis of the relative importance of different
determinants of refinancing and the amount of home
equity liquefied during refinancing. Finally, it gives
rough estimates of the effects of recent refinancing on
the U.S. economy, including the effects on aggregate
consumption spending.

SURVEY FINDINGS ON REFINANCING ACTIVITY
For many years, refinancing activity has been the

focus of Board-sponsored surveys of households and
of articles in the Federal Reserve Bulletin.? To learn

facilitate the comparison, the after-tax present value of the financed
transaction costs must be determined. If the interest rate on the new
loan is used as the discount rate in the calculation, the pre-tax present
value of the financed transaction costs equals the lump-sum payment
today. On an after-tax basis, however, the two amounts may differ. If
the transaction costs on a refinancing are financed, the interest paid on
those borrowed funds is fully tax-deductible. In contrast, if a tump
sum payment of transaction costs is made, only the portion of those
costs that constitutes points (prepaid interest) is tax-deductible, and 1t
must be amortized over the life of the loan.

2. The Federal Reserve Board monitors refinancing activity as well
as home equity lending, another form of borrowing used to liquefy
accumulated equity in homes. Both activities can significantly affect
the finances of individual homeowners as well as overall economic
activity. See Glenn B. Canner, James T. Fergus, and Charles A.
Luckett, “Home Equity Lines of Credit,” Federal Reserve Bulletin,
vol. 74 (June 1988), pp. 361-63; Glenn B. Canner, Charles A. Luck-
ett, and Thomas A. Durkin, ““Home Equity Lending.” Federal Reserve
Bulletin, vol. 75 (May 1989), pp. 333-44; Glenn B. Canner, Charles A.
Luckett, and Thomas A. Durkin, “Mortgage Refinancing,” Federal
Reserve Bulletin, vol. 76 (August 1990), pp. 604—12; Glenn B. Canner,
Charles A, Luckett, and Thomas A. Durkin, “Home Equity Lending:
Evidence from Recent Surveys,” Federal Reserve Bulleiin, vol. 80
(July 1994), pp. 571-83; Glenn B. Canner, Thomas A. Durkin, and
Charles A. Luckett, “Recent Developments in Home Equity Lend-
ing." Federal Reserve Bulletin, vol. 84 (April 1998), pp. 241-51;
and Peter J. Brady, Glenn B. Canner, and Dean M. Maki, “The Effects
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1. Morgage status and retinancing wetivity of onweos aers

Percent except as noted

Most recent mongage
F—— Mean Mean :
inlerest rate {thousands (thousands ratio d elfl‘a
of dollars) of dollars}

Homeowners with morigages 62.8 7.33 102 110.4 54.0 106.0
Never refinaneed .............. 50.9 7.53 94.8 85.1 316 47.0
Have refinanced ............... 49.1 .08 105.8 135.7 505 528

Mzmo: Refinancers

Last refinanced in 201 orearly 2008 ......... 46.6 6.82 i28.8 110.7 61.6 308
Those who took cashoul .................., 4.8 G.85 125.9 104.8 62.9 13.6

Last refinanced at an eaclier time .............. 534 7.30 84.2 159.2 40.3 214

NoTE. All survey data in this and the following tables are bused on weighted
observations.

I. Percentages may not sum to 100 because of rounding and a small number
of missing observations.

more about recent refinancing activity, Fannie Mae
and the Federal Reserve sponsored questions con-
cerning mortgage refinancing in the monthly Surveys
of Consumers from January through June 2002; these
surveys were conducted by the Survey Research
Center of the University of Michigan (for details see
appendix A). The questions elicited information both
on the characteristics of homeowners’ current and
past mortgages and on the use of funds raised in
cash-out refinancings.

The Prevalence of Refiwancing

As of the middle of 2002, about 63 percent of U.S.
homeowners had an outstanding mortgage on their
primary residence, owing on average about $100,000
(table 1). Home mortgage debt is commonly incurred
for two reasons. Most homeowners need to borrow
funds to finance the purchase of a home. Also, home-
owners sometimes borrow against the accumulated
equity in their homes to obtain funds to buy goods
and services, to repay other debts, or to finance the
purchase of financial or nonfinancial assets.

About half of the homeowners with mortgages
refinanced at least once after buying their homes.
Mortgage refinancing has become a widespread prac-
tice in recent years because of a combination of
factors, including lower interest rates; the widespread
adoption of new technologies that have reduced
mortgage transaction costs; and gains in home values
and equity, which have increased the opportunities to
borrow additional amounts. In addition, the general
disappearance of mortgage prepayment penalties dur-
ing the late 1980s encouraged refinancing activity.

of Recent Mortgage Refinancing,” Federal Reserve Bulletin, vol. 86
(July 2000). pp. 441-50.

Souwrcl. Here and in subsequent tables (except as noted). Surveys of
Consumers, University of Michigan Survey Research Center, January 2002-
June 2002,

Refinancing activity tends to move inversely with
changes in interest rates (chart 1). Because interest
rates have fluctuated over the past decade or so and
have been low relative to the previous two decades.
homeowners have had several attractive opportuni-
ties to refinance in recent years. Relatively low long-
term interest rates in the second half of 2001 and the
first half of 2002 stimulated the most recent refinanc-
ing boom.

The close link between mortgage interest rates and
refinancing makes the time period under consider-
ation important for estimating the amount of refinanc-
ing activity (table 2). Our survey asked detailed ques-
tions about refinancing during 2001 or the first half
of 2002, a period of heavy refinancing activity. Dur-
ing this reference period, mortgage rates fluctuated
considerably. As a consequence, the incidence of
refinancing is dependent on the time frame within the

[ Retinaneing activity and moerigage rutes, (993 2001

Percxm Biltions

Thiry-year lixved rate Refinance originations

- —

1993 1993 1967 1999 2001

Notr. The data are monthly and extend through December 2001.
Sovrer. Federal Home Loan Mortgage Corporation: Home Mortgage
Disclosure Act data.
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20 Distribution ol mortgage redinancers in difierent periods

Percent
Share-of homeowners | Average FHLMC 30-year
Period with mortgage rate
who refinanced {lagged two months)

2004
hanuary ... .69 775
February ............. 43 738
March ............... 1.00 703
Aprl .......oeenll 1.81 7.05
May ..coooiiiiint il 695
Jupe ...l 148 708
Jay e 100 715
August ..., 1.26 7.16
September ........... 1.06 7.13
October ....ivenna 1.95 695
November............ 214 6.82
Decemnber ............ 1.93 6.62
2002
Jatmary ...l .32 6.66
Februacy ............. 1.82 7.07
Margh ......voivvennn 1.58 7.00
April ... 1.25 6.89
May .o .86 7.01
Jume ...l A6 6.99
Mewmo: Share of
homenwners who
re
Before 200t .......... 26.24
January—

December 2001 15.81% 7.09
January 2001

March 2002 ..... 2146 7.05
April 2001

March 2002 ..... 19.33 6.97
January 2001

June MIO2 ....... 22.87 7.4
In year preceding )

survey month?® ... 20.20 6.99

L. Percentages reflect potential number of respondents who could report they
refinanced in a given month,

2. This figure differs slightly from the sum of the percentages for the months
in 2001 shown above because some respondents did not provide the month of
refinancing.

3. Average mortgage rate for the months that constitute each twelve-month
period.

... Not applicable.

SoURCE. Federal Home Loan Mortgage Corporation.

full reference period. Between 16 percent and 23 per-
cent of homeowners with mortgages reported refi-
nancing since the beginning of 2001, depending on
which period is considered (as shown in the memo
item of the table). For the entire reference period,
the 2002 survey findings suggest that an estimated
11 million homeowners refinanced their mortgages in
2001 or early 2002.

Kefinancing and the Amount of Morisage Deln

Homeowners who have refinanced their mortgages
tend to have more mortgage debt than those who
have not. The survey found that 49 percent of mort-
gage debt holders had refinanced their loan by 2001
or early 2002 but that these refinancers accounted for
53 percent of outstanding mortgage debt. Refinancers
might account for a larger share of the debt because

many refinancing homeowners liquefy equity, adding
to their debt. Another possibility is that homeowners
who have relatively large mortgage balances have a
greater propensity to refinance because the potential
interest savings are more likely to exceed the transac-
tion costs associated with refinancing. Both of these
possibilities are considered later in the article.

Reasons for Refinancing

As noted, homeowners have various reasons for refi-
nancing their mortgages. These include obtaining a
lower interest rate, changing the other terms of their
loan (such as converting from an adjustable-rate to a
fixed-rate mortgage or shortening or lengthening the
repayment period), and liquefying equity. Survey
responses from homeowners who refinanced in 2001
and the first half of 2002 provide an opportunity to
measure the proportion of homeowners who changed
their mortgage circumstances along each of these
dimensions.

Because mortgage interest rates were relatively
low during the reference period, 96 percent of sur-
veyed homeowners who refinanced over this period
obtained a lower rate (table 3). The average interest
rate for those who refinanced declined 1.83 percent-
age points, from 8.65 percent to 6.82 percent. Virtu-
ally all homeowners who refinanced (over 99 per-
cent) and did not liquefy equity in their homes
obtained a lower mortgage rate. Among those extract-
ing equity, about 91 percent also obtained a lower
rate.

A number of refinancing homeowners shifted from
adjustable-rate mortgages to fixed-rate mortgages
when they refinanced (table 4). Nearly three-quarters
of the 14 percent of refinancers who had an
adjustable-rate mortgage before refinancing switched

300 loeerest rates on retinanced loans, 2001 and 2002

Percent
No equity | Bquity All
Ttem liquefied! | Tiguefied! | refinancecs

Mean interest rate on

old mortgage ............... 8.49 .85 3.65
Mean interest rate on

new mOr(Eage ......... R 6.80 6.35 6.82
Difference (parcentage points) .. .. 1.69 .00 1.83
Memo
Share of refinancers who lowered

their interest rte ............ 99.5 90.7 9546
Mean loan-to-value ratio ......... 04 629 61.6

1. Equity is liquefied when a homeowner refinances mortgage debt and
borrows more than is necessary to repay the balance on the existing mortgage(s)
plus closing costs on the new loan.



472  Federal Reserve Bulletin [1 December 2002

4o Tape of original and retinaneed Toans and ineidenee S0 Fltects ol canli-oul relinaue e vt Lo b inaauni
o cash-ou artwnye 2000 and 2002 yeimaneers aid size ol month s oorigage s et 24000 ] 2002
Percent Pereent
Type of original loan llem Na equity Equity Total
Type of refinanced loan Total liquetted! | liqueficd'
Adjustable rate|  Fixed rate
Mortgage holders with a
Adjustable rate . ........ 4 9 1 refmanced loan ............. 53 43 140
Fixedrate ............... m 71 &7 Effert on matarity
; Lenpthened maluney . L] o3 T4
Total .......oocvuinin 14 86 i '1(2 o Shorened maturity 20 14 i7
. . No change ........ i 6 49
Incidence of cash-out Total e 190 Ho0 $00
Adjustable rate Effect va monthly paymenr R ) -
Cagh-out ................ 62 55 37 Higher monthly psyment ......... 12 42 26
No caghout ., ... ........ 38 45 A3 Lower monthly payment ..., 73 27 52
Nochange ... i5 3l 23
Fixed rate Towad ..o 100 1) 100
Cugh=put ................ 46 44 44
Na cash-out ............. 5 36 56 1. Equity s liqueficd when a homeowner refinances mortgape debt and

to a fixed-rate loan. However, some of those who
originally had a fixed-rate loan shifted to an
adjustable-rate product.? The net result was that, after
refinancing, the overall proportion of homeowners
with an adjustable-rate mortgage changed little.

The propensity to liquefy equity during refinancing
differed between those refinancing with a fixed-rate
and those refinancing with an adjustable-rate mort-
gage. Among those taking out an adjustable-rate
mortgage, 57 percent extracted equity, whereas of
those selecting a fixed-rate mortgage, only 44 percent
borrowed additional funds. Homeowners refinancing
into an adjustable-rate mortgage spent a greater share
of the funds for home improvement, suggesting that
they chose an adjustable-rate mortgage either because
they desired a lower payment in the short-term or
because they might be fixing up their home in antici-
pation of selling.

Besides reducing their monthly debt service bur-
dens by lowering the interest rate on their loans,
refinancing households can also lower the monthly
payment by lengthening the term to maturity on their
debt. The survey found that most recent-refinancing
homeowners lengthened the maturity of their mort-
gage (table 5)4 After refinancing, about 74 per-
cent had mortgages with a longer maturity, mainly
because the refinancers chose thirty-year mortgages,

3. Because the interest rates on adjustable-rate mortgages typically
start out lower than those on comparable term fixed-rate loans,
adjustable-rate mortgages offer a particularly attractive option to those
refinancers who expect to sell their home in the near or medium term
or who expect interest rates either to remain stable or to decline in the
future.

4. A homeowner was considered to have lengthened the maturity if
the term on the new mortgage exceeded the remaining term on the
former mortgage.

borrows more than is necessary to repay the balance on the existing mortgage(s)
plus closing costs on the new loan.

and the term of their mortgage lengthened about six
years on average (not in table). In contrast, 17 percent
had mortgages with a shorter maturity, most of whom
chose fifteen-year mortgages, and shortened their
maturity by an average of 7' years (not in table).
The remainder kept their maturity roughly the same.

A significant portion (45 percent) of homeowners
who refinanced in 2001 and the first half of 2002
used the opportunity to liquefy some of their home
equity. By comparison, about 35 percent of refinanc-
ing homeowners in a similar survey in 1999 lique-
fied equity (not shown in table). The difference in the
proportion of cash-out refinancings in the two sur-
veys may have been due to differences in housing
market conditions. Home prices had generally appre-
ciated much more rapidly in the years just before the
current wave of refinancings than they had in the
early and mid-1990s, and thus homeowners had more
equity to tap. In addition, consumer credit, particu-
larly credit card debt, rose sharply in the period
between the latest two surveys, creating an incentive
to repay relatively expensive consumer debt with less
costly mortgage debt.

Changes in maturity in 2001 and 2002 refinancings
differed somewhat between those who took cash out
and those who did not, with the former group more
likely to increase the term to maturity of their loans.
Of homeowners who did not liquefy equity, 69 per-
cent lengthened the maturity of their loans, and
20 percent shortened it. Among homeowners who
liquefied equity, 80 percent lengthened the maturity
on their loans while 14 percent shortened it.

As a result of the changes in interest rates,
loan maturities, and amounts owed, 52 percent of
homeowners refinancing in 2001 and early 2002 had
a lower monthly payment after obtaining the new
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to Pises o bunads diguetied e 2000 and 2002 refnancings

Peruent eavept as noted

Memo:

Use Share af | Shareof | Average

’ Toans! dollurs doliars

spent

Repaymeni of other debls 51 26 131388

Home improvements ..., e 43 35 20530

Consumer expenditures 25 16 17.389
Stock market or other financial

investment ................... 13 11 24,198

Real estate or business investment .. 7 10 32,500

TAXES .o s 2 3 23,874

1. Percentages sunt to more than 100 because multiple uses could be cited for
a single loan.

2. Includes vehicle purchases, vacations, cducation or medical expenses,
living expenses, and other consumer purchases.

loan, and 26 percent had a higher payment. In part
because they took on additional debt, only 27 percent
of homeowners who liquefied equity had a lower
monthly payment, compared with 73 percent of
homeowners who did not liquefy equity.

Loy of Borrowed Funds

Equity liquefied in refinancings is used in various
ways, including funding home improvements or cur-
rent consumption, paying down other debts, and
changing the mix of a household’s assets. For home-
owners in the survey who refinanced in 2001 and the
first half of 2002, the most common use of funds,
reported by 51 percent of those who took out cash,
was to repay other debts (table 6). Paying for home
improvements was cited by 43 percent of those who
took out cash; and making consumer expenditures,
such as vehicle purchases, vacations, education, and
medical expenses, was cited by 25 percent. Stock
market or other financial investment was cited by
13 percent of the group; real estate or business invest-
ment, by 7 percent; and tax payments, by 2 percent.
These proportions are similar to those in the 1999
survey, although the earlier survey found that the
proportion funding consumer expenditures was some-
what higher.

Looking at the uses of funds in terms of dollars
rather than proportion of loans gives a somewhat
different picture. Refinancers taking cash out spent
35 percent of liquefied equity on home improvements
and used 26 percent to pay off other debt. They used
16 percent of the funds for consumer expenditures,
10 percent for real estate or business investments,
11 percent for stock market investments, and 2 per-
cent for taxes. That home improvements are gener-
ally large expenditures may explain why they account
for a greater share of activity when cash-out usage is
measured by dollars rather than by number.

Home coairy ligoetied anoredinaneings, 2000 and 2002

Amount liquetied N
(current dallars)! Percent
I-S959 e 18
10000-24,999 43
25,000 or more k)
Total [LLY]
Dollars
MmO
Mean . ... 26,723
Median ..ol 18,500

I. Amount borrowed through refinuncing that exceeded amount due on
existing mortgage(s) plus closing costs.
2. Includes only refinancers who liquefied cquity.

The amounts borrowed through cash-out refinanc-
ing in some cases were sizable (table 7). Nearly
40 percent of homeowners who extracted equity in
2001 and the first half of 2002 took out more than
$25,000. The mean amount liquefied was about
$26,700, and the median amount was $18,500. Both
of these amounts are substantially larger than the
corresponding figures from the 1999 survey; in that
survey, the mean amount was $18,240, and the
median amount was $10,000.

Although some refinancers added significantly to
their mortgage debt by liquefying equity, those refi-
nancers who borrowed extra funds ultimately owed,
on average, somewhat less mortgage debt than those
who did not (table 8). Those refinancers who lique-
fied equity owed an average of nearly $126,000, and
those who did not owed roughly $133,500. Both

o Cash-out sunermt owed, and losin-to-vidue rafios
wnens relinaneers. 2001 qnd 2002
Doilars ¢acept as noted

No equity | Equity

lem liquefied? | fiquefieqt | 102!
Home vulue
Mean ... 149,366 230,704 240,800
Medigh ... 175000 170,000 175,000
Cash-aur
MEAN .. vttt [ 26571 11801
Median ... 0 18,500 D
Amount owed
Mean ... o 133.484 125931 130,017*
Medinn ... 110,000 105,000 103,000
Loan-to-value raiio
Mean {percent) ... 60.4 62.9 1.6
Median tpercent) ...l 62.7 65.0 63.3

I. Equity is liquelicd when a homeowner refinances mortgage debt and
borrows morc than Is necessary to repay the balance on the existing mortgage(s)
plus closing costs on the new loan.

2. These figures differ slightly from the comparable amounlts shown in some
other tables because the estimates in this table are based on a slightly different
sample of respondents.
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groups of refinancers appear similar when measured
by remaining equity, as both groups had average final
loan-to-value ratios near 60 percent.

AN ECONOMETRIC ANALYSIS OF REFINANCING
AND CASH-OUT

The surveys sponsored by the Federal Reserve pro-
vide an opportunity to use econometric techniques to
rank the relative importance of different factors that
have influenced refinancing and cash-out activity dur-
ing the refinancing waves of the past four years. The
household’s economic and demographic characteris-
tics and its expectations about future interest rates
and economic conditions might be important determi-
nants of this activity.’

The Decision to Refinance

As noted, deciding whether and when to refinance
a home mortgage requires a balancing of costs and
benefits. Using survey data, one can statistically rank
the relative importance of various factors that may
influence a homeowner’s propensity to refinance,
including the household’s income and mortgage sta-
tus, demographic characteristics, and expectations for
the future.¢ To increase the precision of the estimated
models, we pooled responses from the current sur-
vey, which covered refinancings from the beginning
of 2001 to the middle of June 2002, and an almost
identical survey in the spring of 1999, covering refi-
nancings from the beginning of 1998 through May
1999.

As described earlier, the primary reason that most
homeowners refinance is to reduce their monthly
mortgage payment. Our statistical analysis confirms
the importance of interest rates in the decision to
refinance, showing that the higher a homeowner’s

5. Our statistical analysis of the household’s decision to refinance
is based on the literature developed since the 1980s that attempts to
explain the prepayment of mortgages due to refinancing using house-
hold demographic and financial characteristics in these decisions. See
Wayne Archer, David Ling, and Gary McGill, “Demographic versus
Option-Driven Mortgage Terminations,” Journal of Housing Econom-
ics, vol. 6 (June 1997), pp. 137-63, and John Clapp, Gerson Goldberg,
John Harding, and Michael LaCour-Little, “Movers and Shuckers:
Interdependent Prepayment Decisions,” Real Estate Economics (June
2001), pp. 411-50. Both articles include reviews of earlier literature.

6. We use a logistic regression to describe a homeowner’s pro-
pensity to refinance and a ““Tobit” regression to describe the amount
of equity, if any, extracted by refinancers. Details can be found in
appendix B.

original mortgage rate, the more likely he or she was
to refinance.”

A homeowner’s income also plays a key role in the
decision to refinance. In particular, homeowners with
relatively low incomes were less likely to refinance,
perhaps because closing costs are relatively more
onerous for such households or because their credit
histories are more likely to be impaired, reducing
their likelihood of qualifying for a new mortgage.

The size of a homeowner’s original mortgage also
bears importantly on the propensity to refinance. As
expected, homeowners with larger mortgages were
more likely to refinance because potential interest
savings were larger. According to our analysis, the
effect of mortgage size is not so strong as that associ-
ated with mortgage rates or borrower income, but it is
nonetheless important. Further analysis reveals that
homeowners with mortgages under $50,000 were
particularly less likely than others to refinance, per-
haps because the transaction costs associated with
refinancing a relatively small loan outweighed the
potential interest savings.

Board-sponsored surveys over the years have
found that, even when interest rates are stable or are
rising, refinancings continue to occur, albeit at a
much slower pace, and that a large proportion of
homeowners who refinance during these periods do
so to liquefy the accumulated equity in their homes.
However, in a time of relatively low mortgage inter-
est rates (as during the periods covered by the most
recent two surveys), a homeowner’s desire to cash-
out may have been only one of many motivations for
refinancing. We did not find the amount of available
equity, holding constant the other factors (including
the mortgage size), to be an important determinant of
refinancing, suggesting that the homeowner’s loan-to-
value ratio did not influence refinancing. Other speci-
fications of our model, including different measures
of the homeowner’s loan-to-value ratio, also indi-
cated that this ratio was not an important variable.
However, a related variable—whether the home-
owner perceived that the house value had increased
in the past year—had a positive and significant influ-
ence on the propensity to refinance.

Beyond a homeowner’s current financial circum-
stances, his or her expectations about future interest

7. A homeowner’s decision to refinance is actually driven by the
difference between his or her interest rate on the original mortgage
and the prevailing mortgage rate. Unfortunately, for the homeowners
who did not refinance, we cannot observe the mortgage rate for which
they could have qualified. Thus, we rely only on the level of the
interest rate on their original mortgage to approximate their potential
interest savings from refinancing.
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rates and the state of the economy bear on the deci-
sion to refinance. In the monthly surveys, homeown-
ers were asked whether they believed interest rates
would rise, stay the same, or fall. Those who believed
that rates would rise were more likely to refinance
their mortgage. Similarly, respondents who believed
that it was a good time to use credit or to make a
major purchase (for example, an automobile or a
refrigerator) were more likely to refinance. These
respondents might have seen refinancing as an
opportunity to borrow additional funds to make such
purchases.

When homeowners’ income growth is high or
their uncertainty about continued employment is
low, homeowners may be less likely to refinance to
obtain cash to sustain their standard of living. The
1999 survey was conducted during a robust economic
period. And even though the 2002 survey was con-
ducted during a period of reduced economic growth,
a homeowner’s assessment of the likelihood of losing
his or her job proved not to be an important determi-
nant for refinancing. During this period, income
growth had been bolstered by large tax cuts, and the
recession was considered by many to be relatively
mild; a stronger link might be observed during a
more severe downturn.

We also examined the influence of several other
factors that have been cited as significant in a home-
owner’s decision to refinance. For example, older
homeowners are supposedly less likely to refinance
because they may have less time to recoup the trans-
action costs. As another example, white homeown-
ers or those with higher education are sometimes
asserted to be more aware of, or have more access to,
refinancing opportunities, making them more likely
to refinance. Finally, homeowners with adjustable-
rate mortgages might be expected to switch to fixed-
rate mortgages during times of relatively low
mortgage rates. However, we could not identify a
statistically important effect for any of these factors.
One demographic variable that does seem to be
related to refinancing is the presence of children
under 18 years of age in the home. Homeowners with
younger children were more likely to refinance, per-
haps because they needed to obtain cash to finance
home improvements or education expenses.

Some other reasons often cited for refinancing
cannot be explored given the information in our
survey. For example, homeowners sometimes refi-
nance to change the period over which the mortgage
is to be repaid. Some homeowners replace their cur-
rent mortgage with a shorter-term loan, perhaps
intending to have their loan paid off by the time they

retire.® Other homeowners (for example, those hav-
ing difficulty making mortgage or other payment
obligations or those anticipating a reduction or dis-
ruption in income) may replace their current loan
with a longer-term loan to reduce the size of their
monthly payments; however, our efforts to proxy
tor this effect indicated that this reason was not
important.

The Decision to Cash-Out

Many homeowners desire to raise funds by lique-
fying some of the equity in their homes. In some
refinancings, the homeowner both extracts equity and
lowers the interest rate on his or her mortgage. Like
the decision to refinance, the decision to take cash out
and the amount of cash to take out during refinancing
can be statistically modeled. We again use the results
from the two surveys to construct such a model.

Not surprisingly, a primary determinant of the like-
lihood that a homeowner will extract equity is the
amount of equity in the home. Homeowners with low
loan-to-value ratios were more likely to extract equity
during a refinancing.

Beyond having equity to liquety, a few other fac-
tors were important in determining the amount of
cash to take out. Homeowners reporting that it is
a good time to use credit were more likely to take
cash out. White homeowners and homeowners with
younger children were also more likely to take cash
out. Homeowners who believed that they had a higher
chance of losing their jobs were less likely to borrow
additional money during the refinancing. However,
other factors, such as age, education, and income, did
not prove to be important in indicating which home-
owners were more likely to extract equity during
refinancing.

AGGREGATE ESTIMATES OF THE CHANGE IN
MORTGAGE PAYMENTS AND THE USES OF
FUNDS

This section lays out a framework for using the
responses from the 2002 survey to assess the possible
effects on the macroeconomy of the recent wave of

8. Of course, a homeowner can, in most cases, repay a long-term
mortgage over a period shorter than the stated term by making larger
paymeats than are required. In such a case, however, the homeowner
would not benefit from the lower interest rates typically available on
shorter-term loans.
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home mortgage refinancings. We consider separately
the two ways in which a mortgage refinancing may
affect a household’s resources: first, by changing the
stream of future mortgage payments and, second,
by providing immediate cash if the household has
chosen to liquefy some of its home equity. We also
extrapolate from the survey responses on the uses of
liquefied equity to gauge how much aggregate spend-
ing has been funded through this channel. However,
the appropriate interpretations of such calculations
are complicated by a variety of factors, as we discuss
below.

The survey results provide information about the
key determinants of mortgage payments, both before
and after refinancing. Before refinancing, the out-
standing balance on the average home mortgage that
was refinanced between the beginning of 200! and
the middle of 2002 was $118,092. In addition. the
average original contract interest rate of mortgages in
this group, weighted by dollars of outstanding bal-
ance, was 8.1 percent, and the dollar-weighted aver-
age remaining maturity was twenty-two years.

Refinancing lowered the interest rate of these mort-
gages to a dollar-weighted average of 6.8 percent. If
the maturity and outstanding balance of the average
refinanced mortgage had not changed, the decline
in the interest rate would have lowered the monthly
mortgage payment for the average refinancing home-
owner by $98, for an annual savings of $1,179.
Multiplying this annual savings by 11.145 million
(the weighted 10.4 percent of the sample that refi-
nanced over the period multiplied by an estimated
107 million households in the United States) yields
an aggregate annual decline in mortgage payments of
$13.1 billion.

The maturity of the average refinanced mortgage
(again weighted by dollars of outstanding balance)
was twenty-nine months longer than that of the
average original mortgage. All else being equal, this
lengthening of the maturity also served to lower
mortgage payments. Allowing for both the longer
maturity and the decline in the mortgage interest
rate, the implied average reduction in the mortgage
payment was $135 monthly, or $1,621 annually. This
figure suggests an aggregate annual decline in mort-
gage payments due to both factors of $18.1 billion.

Offsetting the effects of lower interest rates and
longer maturities on the mortgage payments of refi-
nancers, outstanding balances rose by a substantial
amount. The average homeowner who refinanced in
2001 and 2002 (including both those who cashed
out and those who did not) reported that the cash
received at settlement, after closing costs were paid,
was $11,754. Adding this amount to the original

mortgage balance, along with an additional 2 percent
of the balance to proxy for closing costs (an amount
commonly cited by industry analysts), the average
outstanding balance after refinancing was $132,443.9
The combined effect of the lower interest rate, the
longer remaining maturity, and the higher balance
is to lower the average refinancing homeowner’s
mortgage payments by $35 per month, or $418 per
year, and aggregate annual mortgage payments by
$4.7 billion.

Incorporating the associated change in income
taxes reduces the savings achieved through refinanc-
ing. The estimated $4.7 billion reduction in aggregate
mortgage payments represents the combination of a
$6.7 billion decline in mortgage interest payments
and a $2 billion rise in mortgage principal payments.
The decline in mortgage interest payments implies
that refinancers who itemize deductible expenses for
calculation of taxable income were eligible for appre-
ciably smaller deductions for interest payments and
therefore had higher tax liabilities. Although the Sur-
vey of Consumers does not have enough information
about the tax status of its respondents to allow for a
precise estimate of the increment to tax liabilities
associated with refinancing, we can do a rough cal-
culation using data from other sources. In 1999, the
ratio of home mortgage interest deducted by tax-
payers ($272 billion) to total mortgage interest paid
by homeowners ($328 billion) was 0.83.'° This ratio
suggests that the $6.7 billion decline in mortgage
interest payments was associated with a $5.6 billion
reduction in home mortgage holders’ annual deduc-
tions.'" In addition, federal income tax payments in
1999 were an estimated $56.9 billion lower than they

9. This number is slightly different from the number shown in
table 1 because for these estimates the survey respondent had to have
provided complete information about his or her mortgage amounts
and mortgage rates before and after refinancing.

Some of the refinancers who did not liquefy equity may have paid
down a portion of their mortgages as part of refinancing. Because our
survey results provide no information about such behavior, we assume
it does not occur. As a result, our calculation may overstate the
increase in the average outstanding balance.

10. The figure for home mortgage interest claimed as a deduction
is from David Campbell and Michael Parisi. “Individual Income Tax
Returns, 1999, Statistics of Income Bulletin (Fall 2001), pp. 9-47.
The estimate of total mortgage interest paid was computed by
multiplying the household sector's average mortgage stock of
$4.388 billion from the U.S. flow of funds accounts by the Bureau
of Economic Analysis’s average effective interest rate on the stock of
mortgage debt of 7.47 percent.

1. This figure may slightly overstate the reduction in deductions
because points paid as part of the refinancing transaction can be
deducted (after amortizing them over the lifetime of the loan). The
survey resuits do not include information about points, and our
calculation makes no allowance for them.
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would have been in the absence of the deduction
for home mortgage interest payments.'2 Dividing this
amount by mortgage interest deducted implies that
the average marginal federal income tax rate of
taxpayers deducting such interest was 21 percent in
1999.13 Assuming that this marginal federal income
tax rate applied to homeowners who refinanced their
mortgages in 2001 and the first half of 2002 and
further assuming that their marginal state income
tax rate was 5 percent, the increase in tax payments
associated with the refinancings would be $1.5 bil-
lion annually. Taking the difference between the
aggregate annual reduction in mortgage payments
associated with the refinancings and this figure
implies that the additional tax liabilities would offset
close to one-third of refinancers’ aggregate annual
savings from lower mortgage interest payments, put-
ting aggregate annual savings net of income taxes at
$3.2 billion.

Turning to the immediate increase in the cash
resources of the refinancers who liquefied home
equity in 2001 and the first half of 2002, the average
amount of equity withdrawn by these households was
$26,723 (table 7). Multiplying this figure by 4.92 mil-
lion (the weighted 4.6 percent of the sample that
refinanced and liquefied equity over the period
multiplied by an estimated 107 million households
in the United States) yields an aggregate estimate
of funds raised through cash-out refinancings of
$131.6 billion.

As described earlier, these funds were reportedly
used in different ways, and we can use the ratios
reported in the second column of table 6 to estimate
the aggregate counterparts of these uses.'* For the
nation as a whole, the survey results suggest that
$20.7 billion of the liquefied equity was used to
fund purchases that are classified in the national
accounts as personal consumption expenditures
(PCE), such as spending on vehicles, other consumer
goods, vacations, education, and medical services.
An estimated $46.3 billion was spent on home

12. See Analytical Perspectives, Budget of the United States Gov-
ernment, Fiscal Year 2001, p. 109.

13. Federal income tax rates have fallen a bit since 1999, but we
cannot do these calculations for a later year because information about
the amount of home mortgage interest deducted is available only
through 1999. However, we obtain a similar estimate for the average
marginal federal income tax rate of mortgage holders if we divide the
estimated cost of the deduction for 2001 (from the most recent Budget
of the United States Government) by the product of the average
mortgage interest paid for 2001 and the ratio of deductions to total
mortgage interest paid in 1999,

14. As noted above, the number of respondents for each reported
use of funds is quite small. As a result, the estimates in this paragraph
are not precise.

improvements; most of these expenditures probably
fall in the residential investment category of the
national income accounts, but the expenditures may
also include items such as carpeting, draperies, or
kitchen appliances that would be counted as part of
PCE. Refinancers also used an estimated $28.1 bil-
lion to pay down nonmortgage debt and $5.8 billion
to pay off second mortgages. Of the remaining lique-
fied equity, most (an estimated $27.5 billion) was
invested in financial assets, real estate, or businesses.

Estimates of the change in households’ mortgage
payments or of the amount of housing equity lique-
fied, however, are only part of the information neces-
sary to assess the effects of refinancing activity on the
macroeconomy. Another consideration is the effect of
refinancing on mortgage investors.!> The reduction in
mortgage interest payments leads to a decline in the
amount of interest income received by these inves-
tors. As a result, the propensity to consume of the
typical refinancing household must be higher than
that of the typical mortgage investor for lower mort-
gage payments to have a positive effect on aggregate
spending.

Even if one considers only the refinancers, the
amount of incremental spending—that is, the amount
above that which would have occurred in the absence
of the refinancing—is unclear. A simple model of
consumer behavior assumes that households are
rational, can borrow all they want, and know their
wealth and future income with certainty. Given these
assumptions, refinancings generate new consump-
tion because a reduction in the mortgage interest
rate increases household wealth.!¢ In particular, the
increase in wealth associated with lower mortgage
payments would be the present discounted value of
the reduction in payments over the lifetime of the
mortgage loan, holding the maturity and the outstand-
ing balance constant and assuming the household
discounts cash flows at a rate not perfectly correlated
with its current mortgage rate. In addition, the ability
to liquefy home equity through mortgage refinancing

15. Investors in mortgages include both individuals and institutions
such as pension funds and life insurance companies. Although institu-
tions do not consume directly, most of the income associated with the
mortgages they hold ultimately passes through to the household sector
through dividends and through increases in the value of the firms. The
only portion of the savings of mortgage borrowers that does not have a
negative effect on the wealth of U.S. mortgage investors is the small
amount associated with mortgage debt that is held by foreigners either
directly or indirectly through institutions.

16. The term “consumption” is used broadly in this discussion.
The arguments are meant to explain not only households’ behavior
regarding the items included in the consumer expenditures category in
table 6 but also their behavior associated with the home improvements
category.
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provides households with the opportunity to fund
desired consumption by borrowing at the mortgage
rate, which is typically lower (especially on an after-
tax basis) than the rates on other types of loans. In
this case, the gain in household wealth would be the
difference between the cost of funding consumption
by liquefying equity and the cost of an alternative
source of funds.

Other assumptions are consistent with the view
that refinancing spurs greater amounts of additional
consumption among mortgage borrowers. For exam-
ple, homeowners may be rational and unconstrained
but uncertain about the value of their homes because
of the costs associated with acquiring such informa-
tion. The appraisal that accompanies a refinancing
may raise a homeowner’s own estimate of the home’s
value, which, in turn, raises his or her perceived
wealth. The amount of home equity liquefied may
reflect this apparent windfall so that the new spend-
ing funded by the equity could be substantial.

Yet another possibility is that households may be
aware of increases in their home value but face
self-control problems. Because capital gains on hous-
ing before a refinancing are relatively illiquid, house-
holds are unlikely to consume them. However, when
the opportunity to refinance arises (because, for
example, mortgage rates have declined), households
can convert their gains to a liquid form. Again, in
this case, a large portion of liquefied equity may go
toward new consumption by refinancers.

Finally, the current consumption of some house-
holds may fall materially short of their desired con-
sumption given their expectations of future income
growth. Such a gap could arise if these households
anticipate significantly higher income than they are
currently receiving, if they have no liquid financial
assets, and if they cannot obtain unsecured debt.
After a period of rapid appreciation of house prices,
cash-out refinancing transactions may allow these
formerly liquidity-constrained households to gain
access to their accumulated capital gains and thereby
permit them to significantly increase their spending.

Distinguishing among these alternative possibili-
ties regarding the effect of refinancing on spending
is difficult. A large body of economic literature sug-
gests that, though some consumers are rational, fully
aware of their available resources, and not liquidity
constrained, other consumers are different. Observing
a high correlation between refinancing transactions
and spending does not resolve the issue, because
heightened refinancing activity may simply reflect
the means by which households are choosing to
finance spending that is induced by changes in other
factors. For example, homeowners who receive posi-

tive news about their future income prospects may
increase their consumption today and, further, may
fund that spending by extracting accumulated home
equity; in this case, mortgage refinancing is not the
cause but only the means of higher spending.

Despite these uncertainties, we attempt to put an
upper bound on the direct effect of refinancings on
aggregate demand. We first note that the average
respondent in our sample was surveyed at the end of
March 2002 and was asked for details about refinanc-
ing activity over the preceding fifteen months (that is,
since January 2001).'7 We also assume that this aver-
age refinancer experienced lower mortgage payments
for half of these fifteen months; given annual aggre-
gate mortgage payment savings (net of taxes) of
$3.2 billion, the average savings between January
2001 and March 2002 would be $2 biilion. We also
assume that refinancing households used all these
savings to pay for items classified as PCE in the
national income accounts and that mortgage investors
have no response to the reduction in interest they
receive. Finally, we assume that this spending plus
the $20.7 billion of PCE funded by liquefied equity
that we discussed earlier represents incremental
spending.

Under these extreme assumptions, the recent wave
of mortgage refinancing added $22.7 billion to PCE
between January 2001 and March 2002. On an annual
basis, the increment would be $18.1 billion. This
amount represents 4 percent of average annual PCE
($7,024 billion) over the period.’® Positing that half
the liquefied equity that reportedly funded home
improvements was spent instead on items included in
PCE would raise the estimated maximum increment
to PCE to Y2 percent.

Our estimate of an upper bound for the percent-
age contribution of refinancing activity to residen-
tial investment is larger than that for PCE, mainly
because residential investment spending is small rela-
tive to PCE. The estimated $46.3 billion of lique-
fied equity that refinancers reported using to fund
home improvements over the fifteen-month reference
period corresponds to an annual figure of $37 billion.
Comparing this amount with the $448 billion average
annual level of residential investment over the period,
an upper bound for the contribution of refinancing

17. The use of the end-of-March date will yield inaccuracies in our
estimates to the extent that refinancing activity was not distributed
evenly over the six months in which households were sampled.
However, we believe that any such error would be small, and thus our
calculations ignore it.

18. Calculating the contribution of refinancing activity to the
growth rate of PCE is not possible because we do not know how much
refinancing added to the level of PCE in earlier periods.
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activity to the level of residential investment is
8.3 percent.

The survey results also provide evidence about the
influence of refinancing activity on some key aggre-
gate financial statistics. For example, the $132 billion
of home equity liquefied in 2001 and early 2002, net
of the $5.8 billion estimated to have been used to pay
down second mortgages, can account for 20 percent
of the $616 billion growth in the home mortgage
stock between the beginning of 2001 and March
2002. Further, the actual increase in consumer (non-
mortgage) credit between the beginning of 2001 and
March 2002 was $131 billion, corresponding to an
annual rate of increase of 6.6 percent. If households
had not used an estimated $28.1 billion of liquefied
equity to pay down nonmortgage debt over the
period, consumer credit would have expanded at an
average annual rate of 8 percent.

SUMMARY

Over the past ten years, millions of homeowners have
taken advantage of lower mortgage interest rates and
higher home values and have refinanced their mort-
gage loans. For many, the decision to refinance was
motivated by a desire to reduce their monthly mort-
gage payments, either by obtaining a lower interest
rate or by extending the maturity of their mortgage.
According to the University of Michigan’s Surveys
of Consumers, most homeowners who refinanced
their mortgages in 2001 and early 2002 did lower
their mortgage rates, and a significant proportion also
borrowed additional funds by taking out a new mort-
gage that was larger than the outstanding balance
on their former mortgage plus closing costs. A large
proportion of homeowners who cashed out equity
from their homes used these funds for home improve-
ment or the repayment of other debts. This boom in
cash-out refinancing activity has likely boosted con-
sumption spending materially over the period cov-
ered by the survey, though the magnitude of the effect
of such transactions on consumption spending is
difficult to estimate.

APPLINDIX A: THE SURVEY OF CONSUMERS

To obtain information on the prevalence in the United
States of residential mortgage refinancings by home-
owners, the extent to which refinancings are used
to liquefy accumulated equity, and the uses of the
liquefied funds, the Federal Reserve Board sponsored
questions that were included in the Surveys of Con-
sumers for January 2002 through June 2002. The
Survey Research Center at the University of Michi-
gan conducted the nationwide surveys.

Interviews were conducted by telephone, with
telephone numbers drawn from a cluster sample of
residential numbers. The sample was chosen to be
broadly representative of the four main regions of
the country—Northeast, North Central, South, and
West—in proportion to their populations. Alaska and
Hawaii were not included. For each telephone num-
ber drawn, an adult in the family was randomly
selected as the respondent. The survey defines a
family as any group of persons living together who
are related by marriage, blood, or adoption or any
individual living alone or with a person or persons to
whom the individual is not related.

Together, the six surveys sampled 3,003 families,
2,240 of whom were homeowners. Among the home-
owners, 1,378 had an outstanding mortgage or land
contract, and 691 of this group reported that their
outstanding first mortgage was a refinanced loan.
Among the homeowners who had refinanced, 305
had refinanced in 2001 or the first half of 2002. The
survey data have been weighted to be representative
of the population as a whole, thereby correcting for
differences among families in the probability of their
being selected as survey respondents. All survey data
in the tables are based on weighted observations.

Estimates of population characteristics derived
from samples are subject to error, with the amount
of the error dependent on the extent to which the
sample respondents differ from the general pop-
ulation. Table A.l indicates the sampling errors for
survey results derived from samples of different
sizes.

AL Approxiiuate samphing creors Gor survey eesulis, by size ol samiple

Percentage points

Survey result o _Sam of Sample
(percont) 100 1,000 1,500 3,000
........................................ 142 5,5 3.5 29 2.0
Dor?d ........ 10.3 50 3.2 2.6 19
Wordl ... 90 5.2 23 23 1.6
100r90 e e 6.7 ERY 2.1 L7 1.2
SOF9S o e e s 4.0 2.8 LS L3 9

NoTE. 95 percent confidence level, 1.96 standard errors.
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APPENIIX B STATISTICAL ANALYSIS of
REFINANUING AND CASH-(

This appendix presents the results of our estimated
refinancing and cash-out regressions, used in the text
for the discussion of the propensity to refinance and

to extract home equity during refinancing. Table B.1
describes the logistic regression used to estimate
a homeowner’s probability of refinancing. Table B.2
describes the Tobit regression used to estimate
the expected amount of cash extracted during
refinancing. O

B.1. Lowistie regression used t estinie Boneownes s probalilivg ol relimancing

Variable Change in variable M“'(g;i’;’le ‘:gcm : S}‘I‘;‘;‘AE:L‘E‘

Original MOMEAGE FAlE ... ...oovovennnnnnnn Increase the original mortgage raic by 2.9 percentage points 23.5 yes
{one standard deviation)

Original morrgage amouat less than $30,000 .. .| From a mortgage greater than to a mortgage less than $50,000 -10.8 yes

Respondent from the Midwest ................ From not being to being from the Midwest 4.1 yes

Supveyed in 1990 From surveyed in 2002 to surveyed in 1999 ~3.8 yes

Original mortgage amount ... ... ............. Increase original mortgage amount by $92,148 (one standard 35 yes
deviation)

Interest rate expectations .................. ... From expecting rates 10 go down or stay the same 1o expecting 3.1 yes
them (o rise

Children under 18 inthe home ................ From not having to having at least one child under 18 living at 23 yes
home

Housc value change aver the Jast year ... From believing that the value of the house stayed the same or 1.9 yes
went down in the last year to betieving that it went up

[ncome greater than $40,000 ... .. ... ... From income fess than to income greater than $40,000 per year 1.4 yes

Good time o buy durables ................... From betieving it is a bad or neutral time to buy durables .1 yes
to believing it is a good time

Respoademnot white ..................... From white to nonwhite -4.0 no

Respendent frony the West ................... From not being to being from the West 2.8 no

Agegreaterthan 35 ..o From age less than to age greater than 55 2.0 no

Original mortgage had variable rate ........... From not having to having a variable rate on the original mortgage 2.0 no

Loan-to-value ratie preater than 99 percent . ...| From having ratio less than to having ratio greater than 90 percent Ni no

Education heyond hight school ................ From not having to having education beyond high school -4 no

Respondent trom the Nostheast ............... From nat being to being from the Northeast -4 no

Byuity ... Increasc equity by $156.400 (one standard deviation) -3 no

Probability of losing job in nexe year ...... ... Increase probability of losing job in the next year by 25 percent -1 no

(one standard deviation)

I. Variables arc first groupsed by whether they are statistically significant and

probability of refinancing between white and nonwhite respondents, we treat all

then ranked by the estirmated size of the marginal effect.

2. The marginal effeet is the difference between the average estimated
probability of refinancing for all respondents in the sample if a given variable is
changed and the average estimated probability of refinancing for all respondents
in the sumple without the change. For example. to calculate the difference in the

whites in the sample as if they were nonwhite, holding all other characteristics
constant, and then calculate the average estimated probability of refinancing for
all respondents given this change. We subtract the sample average without the
change from this calculated probability of refinancing to get the result shown in
the column.
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B2 Tobit regrossion gaed tocestimbate capectod coshrestiocted dureg setaneing
. . . Murginal effect? Statistivally
WYuriable Chunge in vanable tduliars) significant
Respondent not white .................... ... From white o nonwhire —5.537 yes
Supveyed I 1999 L e s From surveyed in 2002 1o surveyed in 1999 —4426 ¥es
Children under 1 inthe home .......... ... .. From not having to having at least one child under 18 living 4. 143 yes
aL hime
Good time to use credit ... From belteving it is & bad or nentral time 10 use credit 2,272 yes
to believing if is a good time
Original loan-to-value ratio ................... Incresse ratic of original moagage by 22 percent (one standard ~205 yes
deviajon)
Probability of losing job in nextyear .......... Increase probability of losing jub in the next year by 24 percent =78 yes
(one standard deviation)
Finances better one year fromnow ............ From believing finances will he worse or the same in a year ~2.003 no
to believing they will he better
Education beyond high school .......... .. .. From not having to huving education beyond high school 1.883 o
Income greater than $40.000 ... ... ... From income less than 1o income greater than $40,000 per year 1,847 no
Respandent from the West ................... From not being to being from the West ~1.557 no
House value change over the last year ......... I From believing that the value of the huuse stayed the same or -671 no
went down in the last year to believing that it went up
Respondent from the Midwest ............ ... Fromt not being to being from the Midwesi an no
Respandent from the Northeast ..., From net being to being from the Northeast =314 no
Ageolrespomslent ... Increase age of respondent by 1] years tone siandard deviation) 97 no
1. Variables are first grauped by whuther ey are Matistically signiticant and 2. The change in the expected amount of home equity extracted during

then ranked by the estirnated size of the margiwal effect, refinancing assuining kome equity is extracted.
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Announcements

FOMC DIRECTIVE

The Federal Open Market Committee decided on
November 6, 2002, to lower its target for the fed-
eral funds rate by 50 basis points to 1Y4 percent.
In a related action, the Board of Governors approved
a 50 basis point reduction in the discount rate to
¥a percent.

The Committee continues to believe that an accom-
modative stance of monetary policy, coupled with
still-robust underlying growth in productivity, is pro-
viding important ongoing support to economic activ-
ity. However, incoming economic data have tended to
confirm that greater uncertainty, in part attributable
to heightened geopolitical risks, is currently inhibit-
ing spending, production, and employment. Inflation
and inflation expectations remain well contained.

In these circumstances, the Committee believes
that today’s additional monetary easing should prove
helpful as the economy works its way through this
current soft spot. With this action, the Committee
believes that, against the background of its long-run
goals of price stability and sustainable economic
growth and of the information currently available, the
risks are balanced with respect to the prospects for
both goals in the foreseeable future.

Voting for the FOMC monetary policy action were
Alan Greenspan, Chairman; William J. McDonough,
Vice Chairman; Ben S. Bernanke; Susan S. Bies:
Roger W. Ferguson, Jr.; Edward M. Gramlich;
Jerry L. Jordan; Donald L. Kohn; Robert D. McTeer,
Jr.; Mark W. Olson; Anthony M. Santomero; and
Gary H. Stern.

In taking the discount rate action, the Federal
Reserve Board approved the requests submitted by
the boards of directors of the Federal Reserve Banks
of Dallas and New York.

Subsequently, the Federal Reserve Board approved
action by the board of directors of the Federal
Reserve Bank of San Francisco, decreasing the dis-
count rate at the bank from 14 percent to % percent,
effective immediately.

The Board also approved action by the board of
directors of the Federal Reserve Bank of St. Louis,
decreasing the discount rate at that bank from
1Y percent to ¥4 percent, effective Thursday, Novem-
ber 7, 2002.

Also on Thursday, November 7, the Federal
Reserve Board approved actions by the boards of
directors of the Federal Reserve Banks of Boston,
Philadelphia, Cleveland, Richmond, Atlanta, Chi-
cago, Minneapolis, and Kansas City, decreasing the
discount rate at the banks from 1Y4 percent to % per-
cent, effective immediately.

AMENDMENT TO REGULATION A

The Board of Governors on October 31, 2002,
approved a final rule that revises the Federal
Reserve’s discount window programs, which provide
credit to help depository institutions meet temporary
liquidity needs.

The rule amends the Board’s Regulation A (Exten-
sions of Credit by Federal Reserve Banks), effective
January 9, 2003. It is substantially similar to a pro-
posal that the Board published for a ninety-day public
comment period on May 24, 2002.

The rule does not entail a change in the stance of
monetary policy. The Federal Open Market Commit-
tee’s target for the federal funds rate will not change
as a result of the adoption of these programs, and the
level of market interest rates more generally will be
unaffected.

The rule replaces adjustment credit, which cur-
rently is extended at a below-market rate, with a new
type of discount window credit called primary credit
that will be broadly similar to credit programs offered
by many other major central banks. Primary credit
will be available for very short terms as a backup
source of liquidity to depository institutions that
are in generally sound financial condition in the judg-
ment of the lending Federal Reserve Bank. The Board
expects that most depository institutions will qualify
for primary credit.

Reserve Banks will extend primary credit at a rate
above the federal funds rate, which should eliminate
the incentive for institutions to borrow for the pur-
pose of exploiting the positive spread of money mar-
ket rates over the discount rate. The Board anticipates
that the primary credit rate will be set initially at
100 basis points above the FOMC’s target federal
funds rate.
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Reserve Banks will establish the primary credit
rate at least every two weeks, subject to review and
determination of the Board of Governors, through the
same procedure currently used to set the adjustment
credit rate. The final rule includes a provision that
could facilitate a reduction in the primary credit rate
in a financial emergency.

By employing an above-market rate and restricting
eligibility to generally sound institutions, the primary
credit program should considerably reduce the need
for the Federal Reserve to review the funding situa-
tions of borrowers and monitor the use of borrowed
funds. This reduced administration in turn should
make the discount window a more attractive funding
source for depository institutions when money mar-
kets tighten.

The Board’s final rule aiso establishes a secondary
credit program that will be available in appropriate
circumstances to depository institutions that do not
qualify for primary credit. The Board anticipates that
Reserve Banks will initially establish a secondary
credit rate at a level 50 basis points above the pri-
mary credit rate.

The Board made no substantive changes to the sea-
sonal credit program.

The Board also approved a related technical
amendment to the reserve deficiency penalty pro-
vision of Regulation D (Reserve Requirements of
Depository Institutions).

ISSUANCE OF FINAL REGULATION W

The Federal Reserve Board on October 31, 2002,
decided to issue a final Regulation W (Transactions
between Banks and Their Affiliates) that comprehen-
sively implements sections 23A and 23B of the Fed-
eral Reserve Act.

These statutory provisions and Regulation W
restrict loans by a bank to its affiliates, asset pur-
chases by a bank from its affiliates, and other transac-
tions between a bank and its affiliates. The purpose of
the statute and the rule is to limit a bank’s risk of loss
in transactions with affiliates and to limit a bank’s
ability to transfer to its affiliates the benefits arising
from its access to the federal safety net.

Regulation W unifies in one public document the
various interpretations of sections 23A and 23B that
the Board and its staff have issued over the years
as well as several new interpretations of the statute.
The Board expects to publish the rule in the Federal
Register shortly, with an effective date of April 1,
2003.

The Board also approved a final rule that rescinds
the Board’s existing interpretations of sections 23A
and 23B in part 250 of title 12 of the Code of Federal
Regulations (which have been incorporated into
Regulation W) as of April 1, 2003.

In addition, the Board decided to seek public com-
ment on a proposed rule that would prevent a bank
from using an exemption in Regulation W for the
purchase of extensions of credit from an affiliate if
purchases made under the exemption exceeded
100 percent of the bank’s capital.

Comment on the proposed rule is requested within
thirty days of publication in the Federal Register,
which is expected shortly.

APPROVAL OF FEE SCHEDULES
FOR PAYMENT SERVICES

The Federal Reserve Board on October 31, 2002,
approved fee schedules for Federal Reserve Bank
payment services, effective January 2, 2003.

Overall, the price level for Federal Reserve priced
services will increase less than 1 percent in 2003
from 2002 levels. Because of fee reductions in elec-
tronic services in recent years, the overall price level
has declined about 2 percent since 1996.

In 2003, the Reserve Banks will reduce fees for
their Fedwire funds transfer, Fedwire securities, and
FedACH automated clearinghouse (ACH) services.
These reductions will result in a 5 percent decline in
overall fees for the Reserve Banks’ electronic pay-
ment services. The lower fees reflect continued
efficiencies gained from consolidating the Federal
Reserve’s electronic payment operations. Since 1996,
prices for all electronic payment services have
declined approximately 47 percent.

Check service fees will increase, on average,
approximately 3 percent compared with current fees.
The check service continues to invest in automa-
tion and electronic check technologies, which will
improve operating efficiencies at the Reserve Banks
and result in long-run cost savings.

The 2003 fee schedule for each of the priced
services except the check service is included in
a Federal Register notice. Fee schedules for all
priced services will be available on the Federal
Reserve Banks’ Financial Services web site at
www.frbservices.org by November 5, 2002.

The Board also approved the 2003 private-sector
adjustment factor (PSAF) for Reserve Bank priced
services of $171.7 million. The PSAF is an allowance
for taxes and other imputed expenses that would have
to be paid and return on capital that would have to be
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earned if the Federal Reserve’s priced services were
provided by a private business. The Monetary Con-
trol Act of 1980 requires the Federal Reserve to
recover the costs of providing priced payment ser-
vices, including the PSAE over the long run, to
promote competition between the Reserve Banks and
private-sector service providers.

During the period from 1992 to 2001, the Reserve
Banks recovered 99.8 percent of priced services
costs, including operating costs, imputed costs, and
targeted return on equity (ROE, or net income). The
Reserve Banks estimate that they will recover
92.2 percent of all their priced services costs in 2002
and project that they will recover 94.4 percent of
these costs in 2003. The Reserve Banks project reve-
nues of $933.7 million and costs of $883.9 million,
for a net income of $49.8 million, compared with a
targeted ROE of $104.7 million.

CONFERENCE ON ‘“BANKING OPPORTUNITIES
IN INDIAN COUNTRY”’

The Federal Reserve Board, along with the Federal
Reserve Banks of Chicago, Minneapolis, Kansas
City, and San Francisco, sponsored a conference to
explore ways to encourage banking opportunities in
tribal communities. ‘“Banking Opportunities in Indian
Country” was held November 18-20 in Scottsdale,
Arizona. The conference focused on methods and
resources for encouraging initiatives and partner-
ships that increase access to credit and capital and
strengthen local economies.

Featured speakers included Federal Reserve Board
Governor Mark Olson; Rebecca Adamson (Eastern
Cherokee), founder of the First Nations Development
Institute; Robert Cheadle (Chickasaw), legislative
counsel for the Chickasaw Nation; J.D. Colbert (Mus-
cogee), president of the Native American Bankers
Association; Stephen Cornell, director of the Udall
Center for Studies in Public Policy at the University
of Arizona; Mary S. Gabler, vice president and com-
munity development manager for Wells Fargo; and
Lance Morgan (Winnebago), founder of Ho-Chunk,
Inc. of the Winnebago Tribe of Nebraska.

The conference was designed for bankers, tribal
leaders, tribal economic and housing development
specialists, attorneys, and resource staff for com-
munity development. General sessions each day
addressed issues and opportunities for financial ser-
vice providers, tribes, and tribal members. Breakout

sessions provided specific information from experts
on how to lay the groundwork for making capital and
credit available in Indian Country, build relationships
with key partners, leverage financial opportunities,
and use financial resources for community economic
development initiatives.

The conference was held at the Doubletree Para-
dise Valley Resort in Scottsdale, Arizona. For more
information call 866-226-7167 (toll free) or see
the conference web site at www .federalreserve.gov/
communityaffairs/national.

ENFORCEMENT ACTIONS

The Federal Reserve Board on October 17, 2002,
announced the execution of a Written Agreement
by and among O.A.K. Financial Corporation, Byron
Center, Michigan; the Byron Center State Bank,
Byron Center, Michigan; the Federal Reserve Bank
of Chicago; and the State of Michigan Office of
Financial and Insurance Services.

The Federal Reserve Board on October 23, 2002,
announced the issuance of an Amendment to a Cease
and Desist Order against the United Central Bank,
Garland, Texas.

CHANGES IN BOARD STAFF

The Board of Governors has approved the appoint-
ments of Billy Sauls as Assistant Director and Chief
of Security and Donald Spicer as Assistant Director.

Mr. Sauls will have oversight responsibility for the
security program for the Board’s premises and per-
sonnel. He came to the Management Division in
January 2002 as Chief of Security. Before coming to
the Board, he spent four years as Assistant Inspector
General for the U.S. Postal Service and twenty-two
years with the U.S. Secret Service. Mr. Sauls holds
a bachelor of arts degree from Atlantic Christian
College.

Mr. Spicer will have oversight responsibility for
Space Planning, Engineering and Facilities, and
General Services, including the mail, postal, supply,
motor transport, and cafeteria operations. Mr. Spicer
came to the Board in 1987. He holds a bachelor of
arts degree from the University of Virginia and an
M.B.A. from the University of Maryland. O
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Legal Developments

FINAL RULE—AMENDMENT TO REGUIATION D

The Board of Governors is amending 12 C.ER. Part 204,
its Regulation D (Reserve Requirements of Depository
Institutions), to reflect the annual indexing of the low
reserve tranche and the reserve requirement exemption for
2003, and announces the annual indexing of the deposit
reporting cutoff level that will be effective beginning in
September 2003. The amendments increase the amount of
transaction accounts subject to a reserve requirements ratio
of three percent in 2003, as required by section 19(b)(2)(C)
of the Federal Reserve Act, from $41.3 million to
$42.1 million of net transaction accounts. This adjustment
is known as the low reserve tranche adjustment. The Board
is increasing from $5.7 million to $6.0 million the amount
of reservable liabilities of each depository institution that is
subject to a reserve requirements of zero percent in 2003.
This action is required by section 19(b)(11)(B) of the
Federal Reserve Act, and the adjustment is known as the
reservable liabilities exemption adjustment. The Board is
also increasing the deposit cutoff level that is used in
conjunction with the reservable liabilities exemption to
determine the frequency of deposit reporting from
$106.9 miilion to $112.3 million for nonexempt depository
institutions. (Nonexempt institutions are those with total
reservable liabilities exceeding the amount exempted from
reserve requirements.) Thus, beginning in September 2003,
nonexempt institutions with total deposits of $112.3 mil-
lion or more will be required to report weekly while
nonexempt institutions with total deposits less than
$112.3 million may report quarterly, in both cases on form
FR 2900. Exempt institutions with at least $6.0 million in
total deposits may report annually on form FR 2910a.

For depository institutions that report weekly, the low
reserve tranche adjustment and the reservable liabilities
exemption adjustment will apply to the 14-day reserve
computation period that begins Tuesday, November 26,
2002, and the corresponding 14-day reserve maintenance
period that begins Thursday, December 25, 2002. For
institutions that report quarterly, the low reserve tranche
adjustment and the reservable liabilities exemption adjust-
ment will apply to the 7-day reserve computation period
that begins Tuesday, December 17, 2002, and the corre-
sponding 7-day reserve maintenance period that begins
Thursday, January 16, 2003. For all depository institutions,
the deposit cutoff level will be used to screen institutions in
July of 2003 to determine the reporting frequency for the
12-month period that begins in September 2003.

Effective November 7, 2002, 12 C.ER. Part 204 is
amended as follows:

Part 204—Reserve Requirements of Depository
Institutions (Regulation D)

The authority citation for Part 204 continues to read as
follows:

1. Authority: 12 U.S.C. 248(a), 248(c), 371a, 461, 601, 611,
and 3105.

2. Section 204.9 is revised to read as follows:
Section 204.9—Reserve requirement ratios.
The following reserve ratios are prescribed for all deposi-

tory institutions, Edge and Agreement corporations, and
United States branches and agencies of foreign banks:

Category Reserve requirement

Net transaction accounts:

$0 to $6.0 million

Over $6.0 million and up to
$42.1 million

Over $42.1 million

0 percent of amount.
3 percent of amount.

$1,083,000 plus 10 percent of
amount over $42.1 million.

0 percent.

0 percent.

Nonpersonal time deposits
Eurocurrency liabilities

ORDERS ISSUED UNDER BANK HOLDING COMPANY
AcCT

Orders Issued Under Section 4 of the Bank Holding
Company Act

Citigroup Inc.
New York, New York

Order Approving the Acquisition of Savings Associations

Citigroup Inc. (“Citigroup”), a financial holding company
within the meaning of the Bank Holding Company Act (“BHC
Act”), has requested the Board’s approval under sections 4(c)8)
and 4(j) of the BHC Act (12 U.S.C. §§ 1843(c)(8) and (j))
and section 225.24 of the Board’s Regulation Y (12 C.ER.
225.24) to acquire all the voting shares of California Fed-
eral Bank (“Cal Fed”), San Francisco, California, a feder-
ally chartered savings association. Citigroup proposes to
acquire Cal Fed by acquiring all the voting shares of
Golden State Bancorp Inc. (“Golden State™), which con-
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trols Cal Fed,! and to indirectly acquire Citibank (West),
FSB (in formation) (*Citibank (West)”), both in San Fran-
cisco, California.

The proposed transaction is primarily a merger of Cal
Fed and part of the branch network of Citigroup’s existing
subsidiary depository institutions in California and Nevada
into Citigroup’s newly formed subsidiary savings associa-
tion, Citibank (West). With Citibank (West) as a newly
formed subsidiary savings association and surviving entity
of the merger transaction, the transaction is subject to
review by the Office of Thrift Supervision (“OTS’") under
the Home Owners’ Loan Act (12 US.C. § 1461 er seq.)
and the Bank Merger Act (12 U.S.C. § 1828(c)). The Board
has consulted with the OTS regarding its review of Citi-
group’s proposal under these acts.?

Citigroup, with total consolidated assets of approxi-
mately $1.1 trillion and total insured domestic deposits of
$143.3 billion, is the largest commercial banking organ-
ization in the United States, controlling approximately
8.5 percent of total assets of insured commercial banks and
approximately 2.7 percent of total deposits of insured
depository institutions in the United States (“‘total U.S.
deposits™).? Citigroup operates subsidiary depository insti-
tutions in California, Connecticut, Delaware, Florida,
Georgia, Illinois, Maryland, Nevada, New Jersey, New
York, South Dakota, Texas, Utah, Virginia, the District of
Columbia, Guam, Puerto Rico, and the U.S. Virgin Islands.
Citigroup is the ninth largest commercial banking organiza-
tion in California, controlling deposits of $6.4 billion,
representing approximately 1.3 percent of total deposits in
insured depository institutions in the state (“state deposits™).4
Citigroup is the fifth largest commercial banking organiza-
tion in Nevada, controlling deposits of $1.4 billion, repre-
senting approximately 6.7 percent of state deposits.

Golden State, with total consolidated assets of $52 bil-
lion, operates depository institutions in California and
Nevada. Golden State is the fifth largest depository organi-
zation in California, controlling total deposits of
$21.9 billion, representing approximately 4.5 percent of
state deposits. In addition, Golden State is the sixth largest
depository organization in Nevada, controlling deposits of
$1 billion, representing 4.7 percent of state deposits.

On consummation of the proposal, Citigroup would re-
main the largest commercial banking organization in the
United States, with total consolidated assets of approxi-

I. Citigroup intends to acquire Golden State’s other direct and
indirect nonbanking subsidiaries, including Auto One Acceptance
Corporation, Dallas, Texas (“Auto One’"), and First Nationwide Mort-
gage Corporation, Frederick, Maryland (“First Nationwide”), pursu-
ant to section 4(k) of the BHC Act (12 US.C. § 1843(k)) and the
post-transaction notice procedures of section 225.87 of Regulation Y.

2. Citigroup also applied to the Federal Deposit Insurance Corpora-
tion (“FDIC’") for deposit insurance for Citibank (West) pursuant to
the Federal Deposit Insurance Act (12 U.S.C. § 1815(a)). The Board
has consulted with the FDIC regarding its review of the proposal
under this act.

3. Asset, deposit, and national ranking data are as of June 30, 2002.
In this context, depository institutions include commercial banks,
savings banks, and savings associations.

4. State deposit and state ranking data are as of June 30, 2001.

mately $1.1 trillion and total insured deposits of approxi-
mately $166.2 billion, representing approximately 3.2 per-
cent of total U.S. deposits. Citigroup would become the
third largest commercial banking organization in Califor-
nia, controlling deposits of $28.3 billion, representing ap-
proximately 5.8 percent of state deposits. Citigroup would
become the third largest commercial banking organization
in Nevada, controlling deposits of $2.4 billion, represent-
ing approximately 11.4 percent of state deposits.

The Board previously has determined by regulation that
the operation of a savings association by a bank holding
company is closely related to banking for purposes of
section 4(c)(8) of the BHC Act.s The Board requires that
savings associations acquired by bank holding companies
conform their direct and indirect activities to those permis-
sible for bank holding companies under section 4 of the
BHC Act. Citigroup has committed to conform all the
activities of Cal Fed to those permissible for a bank hold-
ing company under section 4 of the BHC Act and Regula-
tion Y and to conform all the other activities of Golden
State to those permissible for a financial holding company.

In reviewing the proposal, the Board is required by
section 4(j}2)(A) of the BHC Act to determine that the
acquisition of Golden State by Citigroup “can reasonably
be expected to produce benefits to the public . . . that
outweigh possible adverse effects, such as undue concen-
tration of resources. decreased or unfair competition, con-
flicts of interests, or unsound banking practices.”® As part
of its evaluation of the public interest factors, the Board
reviews the financial and managerial resources of the com-
panies involved, as well as the effect of the proposal on
competition in the relevant markets.” In acting on notices
to acquire a savings association, the Board also reviews the
records of performance of the relevant insured depository
institutions under the Community Reinvestment Act
(“CRA”) (12 US.C. § 2901 ef seq.).®

Public Comment on the Proposal

Notice of the proposal, affording interested persons an
opportunity to submit comments, has been published
(67 Federal Register 39,988 (2002)), and the time for filing
comments has expired. Because of the public interest in the
proposal, Board staff also participated in a formal meeting
held by the OTS on July 8, 2002, in Daly City, California,
which gave commenters an opportunity to present addi-
tional oral and written testimony on the various factors that
the Board must review under the BHC Act.® Representa-
tives of 15 organizations testified at the formal meeting; all

5. 12 C.ER. 225.28(b)(4).

6. 12 US.C. § 1843(j)(2)(A).

7. See 12 C.F.R. 225.26.

8. See, e.g., BancOne Corporation, 83 Federal Reserve Bulletin 602
(1997).

9. The meeting also was conducted through videoconferencing
facilities at OTS offices in Santa Ana. California; Washington, DC;
and Jersey City, New Jersey.
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the commenters who testified also submitted written com-
ments.

More than 80 organizations and individuals submitted
comments on the proposal, either through oral testimony or
written comments. Commenters included members of the
Congress, state and local government officials, community
groups, nonprofit organizations, union representatives, cus-
tomers of Citigroup, and other interested organizations and
individuals. Comments were submitted by organizations,
individuals, and representatives from several states, includ-
ing California, Georgia, New York, North Carolina, and
Ohio, and the District of Columbia.

Certain commenters supported the proposal and com-
mented favorably on Citigroup’s performance under the
CRA. These commenters commended Citigroup for its
commitment to local communities and expressed support
for Citigroup’s CRA-related products and services. Most
commenters, however, opposed the proposal, requested
that the Board approve the proposal subject to certain
conditions, or expressed concerns about the CRA perfor-
mance or consumer compliance records of Citigroup. As
discussed in more detail below, many commenters criti-
cized the lending and insurance sales practices of Citi-
group’s subprime lending subsidiaries, particularly Citi-
Financial Credit Company, Inc., Baltimore, Maryland
(“CitiFinancial”). Other commenters expressed concerns
about Citigroup’s managerial resources in light of certain
lawsuits, investigations, and settlements involving Citi-
group or its securities subsidiary, Salomon Smith Barney,
Inc., New York, New York (“SSB™).

In evaluating the statutory factors under the BHC Act,
the Board carefully considered the views and information
presented by the commenters at the formal meeting and in
writing. The Board also considered the information pre-
sented in the notices and supplemental filings by Citigroup,
various reports filed by the relevant companies, publicly
available information, and other reports. In addition, the
Board consulted with other relevant federal supervisory
agencies, including the OTS, FDIC, Department of Justice
(““DOJ”’), and Securities and Exchange Commission
(“SEC”), and reviewed confidential supervisory informa-
tion, including supervisory reports on the holding compa-
nies and their subsidiary depository institutions and other
subsidiaries, and information provided by other federal
regulatory agencies and various state regulatory agencies.

Competitive Considerations

As part of its consideration of the public interest factors
under section 4 of the BHC Act, the Board has considered
carefully the competitive effects of the proposal in light of
all the facts of record.'® Citigroup and Golden State com-
pete directly in the Los Angeles, San Francisco-Oakland-

10. See First Hawaiian, Inc., 719 Federal Reserve Bulletin 966
(1993).

San Jose, and Las Vegas banking markets.!! The Board has
reviewed carefully the competitive effects of the proposal
in each of these banking markets in light of all the facts of
record, including the number of competitors that would
remain in the markets, the relative share of total deposits in
depository institutions controlled by Citigroup and Golden
State in the markets (“market deposits”),'2 the concentra-
tion level of market deposits and the increase in this level
as measured by the Herfindahl-Hirschman Index (‘“HHI”)
under the Department of Justice Guidelines (“DOJ Guide-
lines™),!3 and other characteristics of the markets.

Consummation of the proposal would be consistent with
Board precedent and the DOJ Guidelines in each relevant
banking market. After consummation of the proposal, all
three banking markets would remain moderately concen-
trated as measured by the HHI. Based on these and all
other facts of record, the Board concludes that consumma-
tion of the proposal is not likely to result in any signifi-
cantly adverse effects on competition or on the concentra-
tion of banking resources in the three banking markets
noted above or any other relevant banking market.

Records of Performance Under the Community
Reinvestment Act

As previously noted, the Board reviews the records of
performance under the CRA of the relevant insured depos-

11. These markets are described in Appendix A. The effects of the
proposal on the concentration of banking resources in these banking
markets are described in Appendix B.

12. Deposit and market share data are based on annual branch
reports filed as of June 30, 2001, and on calculations in which the
deposits of thrift institutions are included at 50 percent. The Board has
previously indicated that thrift institutions have become, or have the
potential to become, significant competitors of commercial banks.
See, e.g., Midwest Financial Group, 15 Federal Reserve Bulletin 386
(1989); National City Corporation, 70 Federal Reserve Bulletin 743
(1984). Thus, the Board regularly has included thrift deposits in the
calculation of market share on a 50-percent weighted basis. See, e.g.,
First Hawaiian, Inc., 77 Federal Reserve Bulletin 52 (1991). Citi-
group’s deposits in the relevant banking markets are those of its
subsidiary savings association, Citibank, Federal Savings Bank,
San Francisco, California (*“Citibank FSB"). Because Citibank FSB is
affiliated with a commercial banking organization, its deposits are
included at 100 percent. See, e.g., First Banks, Inc., 76 Federal
Reserve Bulletin 669 (1990) (“First Banks Order’). Furthermore,
because the Board has analyzed the competitive factors in this case as
if Citigroup and Golden State were a combined entity, the deposits of
Cal Fed are included at 100 percent in the calculation of pro forma
market share. See Norwest Corporation, 78 Federal Reserve Bulletin
452 (1992); First Banks Order.

13. Under the DOJ Guidelines, 49 Federal Register 26,823 (1984),
a market is considered unconcentrated if the post-merger HHI is under
1000, moderately concentrated if the post-merger HHI is between
1000 and 1800, and highly concentrated if the post-merger HHI is
more than 1800. The DOJ has informed the Board that a bank merger
or acquisition generally will not be challenged (in the absence of other
factors indicating anticompetitive effects) unless the post-merger HHI
is at least 1800 and the merger increases the HHI by more than 200
points. The DOJ has stated that the higher than normal HHI thresholds
for screening bank mergers for anticompetitive effects implicitly rec-
ognize the competitive effects of limited-purpose lenders and other
nondepository financial institutions.
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itory institutions when acting on notices to acquire a sav-
ings association.'* The CRA requires the Board to assess
each institution’s record of meeting the credit needs of its
entire community, including low- and moderate-income
(“LMI”) neighborhoods. consistent with the institution’s
safe and sound operation, and to take this record into
account in evaluating bank holding company notices.'s The
Board has carefully considered the CRA performance
records of each subsidiary insured depository institution of
Golden State and Citigroup in light of all the facts of
record, including public comments on the proposal.

A. Summary of Public Comments

In response to the Board’s request for public comment on
this proposal, two of the 85 commenters supported the
proposal and praised Citigroup for the financial and techni-
cal support it provided to their community development
organizations. The other 83 commenters opposed the pro-
posal, recommended approval only if subject to conditions
suggested by the commenter, or expressed concerns about
the CRA performance or fair lending and other consumer
law compliance records of Citigroup. !¢

Many commenters expressed concern that consumma-
tion of this proposal would result in fewer financial ser-
vices choices for consumers, and that Citigroup’s corporate
decisions would not take into account California’s diver-
sity and community reinvestment needs.!” Some comment-
ers alleged that Citigroup had low levels of home mortgage
lending to LMI or minority borrowers and in LMI or
predominantly minority communities, particularly in Cali-
fornia and New York City. Other commenters asserted that
Citigroup had inadequate levels of community develop-
ment loans, investments, and grants in California. Several
commenters alleged that Citigroup’s small business lend-
ing in California and Nevada was inadequate, particularly
to businesses in LMI or predominantly minority communi-
ties.'®

14. See, e.g., Northfork Bancorporation, Inc., 86 Federal Reserve
Bulletin 767 (2000).

15. 12 U.S.C. § 2903.

16. As previously noted, many commenters also expressed concerns
about the lending and insurance sales practices of Citigroup’s
subprime lending affiliates. These matters are discussed later in a
separate section of the order.

17. The Board considered these comments in connection with its
review of the effect of the proposal on competition in the relevant
banking markets and Citigroup’s plan to make various banking prod-
ucts and services available in the communities served by Citigroup
and Cal Fed as discussed in the order.

18. A number of commenters criticized the terms of Citigroup’s ten-
year, $120 billion community reinvestment pledge for California and
Nevada as inadequate, particularly in comparison with the current
community reinvestment agreement between Cal Fed and certain
comrmunity organizations in California. Neither the CRA nor the
federal banking agencies’ CRA regulations require depository institu-
tions to make pledges or enter into agreements with any organization.
The Board, therefore, views such pledges and their enforceability as
matters outside the CRA and focuses on the existing record of a
notificant and the programs that the notificant has in place to serve the

Many commenters alleged that Citigroup provided inad-
equate and costly banking services to LMI or minority
individuals. Several commenters asserted that Citigroup
had an insufficient number of depository institution
branches in LMI communities in its California and New
York City assessment areas. In addition, some commenters
expressed concern that consummation of the proposal
would result in branch closures in LMI or predominantly
minority communities in California. Several commenters
also contended that, based on data submitted under the
Home Mortgage Disclosure Act (“HMDA”)," Citigroup
engaged in disparate treatment of minority individuals in
home mortgage lending. These commenters alleged that
Citigroup denied loan applications from minorities more
frequently than it denied applications from whites.

In addition, several commenters expressed concern about
the loss of Cal Fed as an independent organization and the
possible termination of its affordable mortgage loan and
community development programs. On the other hand, one
commenter asserted that Cal Fed was not an active partici-
pant in affordable mortgage programs for LMI borrow-
ers.?0

B. CRA Performance Evaluations

As provided in the CRA, the Board has evaluated the
proposal in light of examinations by the appropriate federal
supervisors of the CRA performance records of the rele-
vanlt insured depository institutions. An institution’s most
recent CRA performance evaluation is a particularly impor-
tant consideration in the notice process because it repre-
sents a detailed evaluation of the institution’s overall record
of performance under the CRA by its appropriate federal
supervisors.?!

The subsidiary insured depository institutions of Golden
State and Citigroup directly involved in the proposal re-
ceived *‘outstanding” ratings at their most recent CRA
performance evaluations. Cal Fed received an ‘“‘outstand-
ing” rating from the OTS, as of July 30, 2001 (“‘Cal Fed
2001 Evaluation™). Citibank FSB received an ‘“‘outstand-
ing”" rating from the OTS, as of October 15, 2001 (*“2001
CRA Evaluation™), and Citibank Nevada received an *‘out-
standing” rating from the Office of the Comptroller of the
Currency (“OCC”), as of March 29, 1999 (“1999 CRA
Evaluation™).

Citigroup’s other subsidiary depository institutions re-
ceived either “outstanding™ or “‘satisfactory” ratings at

credit needs of its community. See Fifth Third Bancorp, 80 Federal
Reserve Bulletin 838 (1994).

19. 12 US.C. § 2801 ef seq.

20. This commenter also alleged, based on HMDA data and lending
testing results. that Cal Fed engaged in disparate treatment of minori-
ties in several communities in Southern California. The commenter
stated that this allegation was referred to the Department of Housing
and Urban Development (“HUD”). The Board has consulted with
HUD on the referral.

21. See Interagencv Questions and Answers Regarding Community
Reinvestment. 66 Federal Register 36,620 and 36,639 (2001).
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their most recent CRA performance evaluations.?? Citi-
bank, N.A., New York, New York (“Citibank NA”), the
lead depository institution of Citigroup, received a “‘satis-
factory’ rating from the OCC, as of October 16, 2000
(*2000 CRA Evaluation”),

As discussed in more detail below, the Board has consid-
ered carefully the fair lending policies and procedures of
Citigroup and its affiliates. In addition, the Board has
evaluated substantial information submitted by Citigroup
about the CRA performance of its principal insured depos-
itory institutions since their most recent CRA performance
evaluations. The Board also has consulted with the appro-
priate federal supervisors of Citigroup’s insured depository
institutions.

C. CRA Performance of Citigroup

As noted above, Citigroup proposes to merge Cal Fed, the
California retail branches of Citibank FSB, and the retail
branches of Citibank Nevada into the newly formed Citi-
bank (West), with Citibank (West) as the surviving entity.
The branches and operations of Citibank (West) would be
subject to Citigroup’s CRA and fair lending policies, pro-
cedures, and oversight. The CRA assessment areas of
Citibank (West) would be the same as Cal Fed’s current
assessment areas.?? Citigroup represented that each market
or major assessment area in California and Nevada would
have a full-time CRA officer. In addition, Citigroup stated
that the community development lending and investment in
the assessment areas of Citibank (West) would be con-
ducted by Citigroup’s Center for Community Development
Enterprise (“CCDE”), and that all grants to community
organizations in California and Nevada would be con-
ducted by The Citigroup Foundation (“Foundation”). The
CCDE and Foundation conduct such activities for all Citi-
group’s subsidiary depository institutions that are subject
to the CRA.

Citibank FSB

Overview. Citibank FSB, with total assets of $30.3 billion,
is a savings association that would be involved in the
acquisition of Cal Fed by Citigroup. In the 2001 CRA
Evaluation, examiners commended Citibank FSB for dem-
onstrating a high level of responsiveness to the credit and
community needs of its combined nationwide assessment
areas during the review period.2* Citibank FSB received
“outstanding” ratings in the overall lending, investment,
and service performance tests.

22. See Appendix C for the CRA ratings of all Citigroup’s subsid-
iary depository institutions.

23. The California assessment areas of Citibank FSB and the
assessment areas of Citibank Nevada are included in Cal Fed's assess-
ment areas.

24. At the time of the 2001 CRA Evaluation, Citibank FSB had
19 assessment areas in California, Illinois, Florida, Maryland, Vir-
ginia, Connecticut, New Jersey, Texas, and the District of Columbia.
The review period was January 1, 1999, through June 30, 2001, which
was three months longer than the previous review period.

Examiners praised the lending record of Citibank FSB,
noting that it had a high volume of lending that exceeded
the loan volume ratios of its peer group in almost every
loan category. Citibank FSB and its affiliates originated
and purchased $24 billion in total HMDA-reportable loans
in the institution’s combined assessment areas during the
review period.?s Examiners noted that the level of Citibank
FSB’s total HMDA-reportable lending to LMI borrowers
during the review period was higher than that of the
aggregate of lenders (“‘aggregate lenders™) for the com-
bined assessment areas.?¢ Citibank FSB’s lending to LMI
borrowers increased by 48 percent in its assessment areas
since the previous evaluation. Examiners indicated that the
geographic distribution of Citibank FSB’s HMDA-
reportable loans in almost every assessment area was supe-
rior to the performance of the aggregate lenders and, in
particular, showed a favorable penetration of LMI areas.

Examiners commended Citibank FSB for its innovative
and flexible home mortgage loan programs designed to
meet the needs of first-time homebuyers and LMI borrow-
ers, which include the CitiAffordable Mortgage and Citi-
Affordable Assistance programs that provide assistance to
such borrowers with down payments and closing costs.
Examiners also noted favorably Citibank FSB’s Special
Loan Portfolio, which is composed of loans that do not fit
traditional underwriting criteria but are approved doring a
secondary review process. In addition, examiners reported
that Citibank FSB offered affordable mortgage products of
the Federal National Mortgage Association (“FNMA”)
and the Federal Home Loan Mortgage Corporation that
featured low down payment requirements, down payment
and closing cost assistance, and flexible underwriting crite-
ria. Examiners also reported that during the review period,
Citibank FSB announced a new affordable mortgage part-
nership between CitiMortgage and the FNMA to help
provide thousands of LMI and minority families with
below-market rate mortgages (“FNMA Program”).2” Un-
der this program, Citibank FSB agreed to originate and the

25. Citibank FSB elected to have the OTS consider loans in certain
lending categories made by affiliates in its assessment areas. The
HMDA data reviewed by examiners included data reported by: Citi-
Mortgage, Inc., St. Louis, Missouri (“CitiMortgage™); Citibank NA;
Citibank Nevada; Citibank (New York State), Pittsford, New York
(**Citibank NYS”"); Source One Mortgage Company, Inc. (1999 only);
Central Pacific Mortgage Company (1999 only); and CitiFinancial and
CitiFinancial Mortgage Company, Inc., Irving, Texas (“CitiFinancial
Mortgage”). Beginning in 2001, CitiFinancial and CitiFinancial Mort-
gage data included data from Associates First Capital Corporation
(“Associates”), also in Irving, and its afliliates after the mortgage
lenders merged. Examiners noted that the percentages of total number
of HMDA loans to LMI borrowers and in LMI census tracts by
Citibank FSB and its affiliates did not materially change by including
the lending of Citibank FSB’s subprime lending affiliates, including
CitiFinancial and CitiFinancial Mortgage.

26. The lending data of the aggregate lenders represent the cumula-
tive lending for all financial institutions that have reported HMDA
data in a given market. In the 2001 CRA Evaluation, examiners
reviewed aggregate lending data for 1999 only.

27. In this program, FNMA agreed to buy home-related loans from
Citigroup to LMI or minority borrowers or to borrowers in LMI or
majority-minority census tracts. “‘Majority-minority” census tracts
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FNMA agreed to purchase $12 billion in mortgage loans
over a five-year period.*®

The 2001 CRA Evaluation commended the small busi-
ness lending record of Citibank FSB and its affiliates in the
combined assessments areas during the review period. Ex-
aminers reported that, based on dollar volume, Citibank
FSB was the leading small business lender among savings
associations in its combined assessment areas in 1999.2°
Examiners found that the geographic distribution of small
business loans by Citibank FSB and its affiliates generally
was lower than demographic benchmarks but was reason-
ably comparable with aggregate lenders in 1999.

In the 2001 CRA Evaluation, examiners also com-
mended Citibank FSB for its strong record of community
development lending, which they characterized as exhibit-
ing an exceptional amount of innovation. Examiners re-
ported that Citibank FSB made more than 730 community
development loans totaling $674 million in its combined
assessment areas during the review period. The institu-
tion’s qualified community development investments to-
taled approximately $145 million, representing a 130 per-
cent increase since the previous CRA performance
evaluation, and its community development grants totaled
more than $18 million. The institution’s community devel-
opment investment portfolio included low-income housing
tax credits, mortgage-backed securities, equity investments
in community development organizations, equity funds
focused on low-income urban areas, investments in not-for-
profit community development organization loan funds,
and certificates of deposits in community banks and credit
unions serving LMI areas.

Examiners reported that Citibank FSB’s retail banking
services were readily accessible to all segments of its
assessment areas. Examiners found that Citibank FSB’s
distribution of branch offices in LMI census tracts was
somewhat low in comparison to the percentage of the
population living in such communities. However, they
favorably noted that Citibank FSB’s retail banking services
also were available through its alternative delivery sys-
tems, including telephone banking, on-line computer bank-
ing, ATMs, and bank-at-work and bank-by-mail programs.

In addition, examiners strongly commended Citibank
FSB for providing a superior level of community develop-
ment services during the review period. Examiners re-
ported that the number of Citibank FSB’s financial literacy
seminars more than doubled since its previous CRA perfor-
mance evaluation. Seminar topics included first- time home
buying, personal money management, and small business
financing. Examiners also noted that Citibank FSB en-

are those in which minorities comprise 50 percent or more of the
population.

28. Citigroup stated that it originated more than $3 billion in
mortgage loans nationwide under this program in 2001.

29. The small business lending performance reviewed by examiners
included data of the following affiliates of Citibank FSB: Citibank
NA; Citibank (South Dakota), N.A., Sioux Falls, South Dakota (“Citi-
bank SD”); and Universal Financial Corporation, Salt Lake City,
Utah. For purposes of this analysis, small business loans included
business loans with an original amount of $1 million or less.

gaged in educational training efforts through individual
development account programs, which establish special
savings accounts with matching features to help LMI indi-
viduals accumulate funds for specific purposes such as a
down payments for first-time home purchases and continu-
ing education tuition.

California. In the 2001 CRA Evaluation, Citibank FSB
received an “outstanding” rating under the lending test in
its California assessment areas.?® Examiners characterized
Citibank FSB’s overall loan volume as strong. During the
review period, Citibank FSB and its affiliates originated
and purchased $14 billion in HMDA-reportable loans in
the California assessment areas. Examiners reported that
the geographic distribution of Citibank FSB’s HMDA-
reportable loans compared favorably with the aggregate
lenders’ distribution. During the review period, Citibank
FSB’s total HMDA lending in the California assessment
areas increased more than 40 percent since its previous
CRA evaluation, and increased more than 133 percent in
LMI geographies.

Examiners noted that Citibank FSB’s managerial reports
indicated almost 22 percent of its total home purchase
loans were made to borrowers in LMI census tracts and
more than 18 percent to LMI borrowers, which exceeded
the percentage of the aggregate lenders in 1999. Examiners
reported that Citibank FSB had intensified its focus on
LMI mortgage lending during the review period.

Citigroup has continued to originate and purchase a
significant volume of HMDA-reportable loans in Califor-
nia.3! Based on information reported by Citigroup, it origi-
nated and purchased HMDA-reportable loans totaling
$8.3 billion in Citibank FSB’s California assessment arcas
in 2001.32 Citigroup originated and purchased HMDA-
reportable loans totaling $793 million to LMI borrowers
in the California assessment areas in 2001, including
$662 million in loans by its prime lending affiliates.** This
lending included home purchase loans to LMI borrowers
totaling $200 million, 98 percent of which were made by
Citigroup’s prime lending affiliates.

30. At the time of the 2001 CRA Evaluation, Citibank FSB’s
California assessment areas included the following Primary Metropol-
itan Statistical Areas (“PMSAs”): Los Angeles-Long Beach,
San Francisco, Oakland, San Jose, Orange County, and Ventura.

31. The data provided by Citigroup included loans originated and
purchased by Citibank FSB, Citibank NA, CitiMortgage, CitiFinancial
Mortgage, and Citicorp Trust Bank, FSB (formerly Travelers Bank &
Trust, FSB), Newark, Delaware (*‘Citicorp Trust”). These data ex-
cluded transactions between affiliates.

32. Some commenters criticized Citigroup’s practice of purchasing
rather than originating a substantial number of its prime home mort-
gage loans to LMI and minority borrowers. The commenters argued
that Citigroup should not receive CRA credit for loan purchases and
urged Citigroup to use more flexible underwriting standards to in-
crease its loan originations to LMI and minority borrowers. The
federal regulatory agencies’ regulations implementing the CRA do not
differentiate between loan originations and purchases for purposes of
evaluating an institution’s CRA lending performance. See, e.g.,
12 C.FR. 228.22.

33. For purposes of these data, Citigroup’s prime lending affiliates
include Citibank FSB, Citibank NA, and CitiMortgage.
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In the 2001 CRA Evaluation, examiners noted that the
high cost of housing in most of Citibank FSB’s California
assessment areas presented challenges in providing home
financing for LMI households. Examiners commended
Citibank FSB for using a number of innovative and flexible
lending programs to assist LMI families and first-time
homebuyers.?* During the 18-month review period, Citi-
bank FSB made 578 loans totaling almost $88 million
under its specialized affordable housing programs.

Since the 2001 CRA Evaluation, Citibank FSB’s use of
these specialized affordable housing programs has de-
clined. In 2001, Citibank FSB made 147 loans totaling
almost $26 million under these programs in California.
Citigroup represented, however, that it made home mort-
gage loans totaling more than $1.5 billion through the
FNMA Program.

In the 2001 CRA Evaluation, examiners characterized
Citibank FSB as a leader in lending to small businesses in
California. Examiners noted that Citibank FSB’s volume
of small business lending increased significantly during the
review period, particularly to businesses in LMI census
tracts. This increase in Citibank FSB’s small business
lending was due primarily to the introduction of small
business credit cards by affiliates in 1999.35 During the
review period, Citibank FSB’s and its affiliates’ small
business loans totaled more than $789 million in the Cali-
fornia assessment areas, including $202 million in loans to
business in LMI census tracts. Examiners also noted that
more than 98 percent of the number of small business loans
by Citibank FSB and its affiliates were in amounts of
$100,000 or less, which compared favorably with the ag-
gregate lenders. In addition. examiners noted that Citibank
FSB increased its emphasis on Small Business Administra-
tion ("SBA™") lending during the review period through the
development of a seminar to help generate applicants for
SBA loans.3°

Citigroup stated that its small business lending in Citi-
bank FSB’s assessment areas has continued to increase
significantly since the 2001 CRA Evaluation. Citigroup
represented that its small business lending more than tri-
pled in California, increasing from more than 30,000 loans
to almost 92,000 loans in 2001. In addition, Citigroup
stated that the percentage of its small business lending in
LMI census tracts in California increased from approxi-
mately 24 percent to 29 percent in 2001.

In the 2001 CRA Evaluation, examiners reported that
Citibank FSB’s community development lending perfor-
mance in California was very strong and exhibited an

34. Several commenters argued that Citigroup’s volume of lending
under its group of affordable mortgage loan products was low in
California.

35. Commenters criticized small business lending through credit
cards for having lower limits and being more expensive to borrowers
than traditional small business loan products.

36. Commenters urged Citigroup to become an active participant in
SBA loan programs. Citigroup stated that it was working to increase
its SBA lending volume in California by conducting a direct market-
ing campaign, employing a dedicated SBA loan sales staff. and
conducting SBA-related seminars and events.

exceptional amount of innovativeness and complexity. Citi-
bank FSB originated 94 community development loans
totaling almost $122 million in the California assessment
areas during the review period. Examiners indicated that
the majority of Citibank FSB’s community development
lending supported affordable multifamily housing loans.
During the review period, Citibank FSB also issued letters
of credit totaling approximately $141 million to enhance
bond funding of large public works projects in addition to
its direct community development lending.

Citigroup represented that, in 2001, it more than doubled
the dollar volume of community development lending in
Citibank FSB’s California assessment areas during the
previous year from $153.1 million to $320.2 million. In
2001, the CCDE provided a financing package, which
included a $6 million letter of credit and a $400,000
construction loan to support the purchase and rehabilitation
of a 34-unit HUD Section 8 affordable apartment building
for seniors in a San Francisco neighborhood. In addition,
Citigroup provided an extensive financing package to Cali-
fornia State University (**CSU”) to provide 900 new af-
fordable housing units for the faculty and staff of CSU’s
new Channel Islands campus in Ventura County, a high
cost-of-living area of California.

Citibank FSB received an “outstanding” rating under
the investment test for the California assessment areas.
Examiners commended Citibank FSB for its overall com-
munity development investment pertormance in California
and for taking a leadership role in its investments. Citibank
FSB made 34 qualified investments totaling almost
$41 million during the review period. Examiners reported
that Citibank FSB made investments totaling $13.8 million
in low-income housing tax credits, $4.4 million in
mortgage-backed securities, and $22.7 million in various
community development organizations, credit unions, eq-
uity funds, and community development project subsidies.
In addition, examiners noted that Citibank FSB donated
$2.5 million to a variety of organizations that provided
housing assistance or community development support in
California.

Citigroup represented that it has made additional com-
munity development investments in California totaling
almost $12 million since the 2001 CRA Evaluation. These
investments included a $100,000 certificate of deposit in
the People’s Community Partnership, the only financial
institution in a low-income area of Qakland, and $4 million
investment in Quad Ventures, a private equity fund focused
on segments of the education industry. In addition, Citi-
group stated that the Foundation has awarded community
development grants totaling more than $1.5 million to
organizations in California to increase financial literacy,
improve educational opportunities for children, and help
low-income individuals develop assets.

37. The majority of community development investments were
purchased by affiliates of Citibank FSB, and all community develop-
ment grants were provided by the Foundation. Qualified investment
balances are as of October 11, 2001, and grant balances are as of
June 30, 2001.
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In the 2001 CRA Evaluation, Citibank FSB received an
“outstanding” rating under the service test in the Califor-
nia assessment areas.*® Examiners reported that Citibank
FSB’s banking services were readily accessible to all seg-
ments of its California assessment areas.?® Examiners noted
that more than 17 percent of its branches, and almost
22 percent of its ATMs, were in LMI census tracts.+°
Examiners found that, although Citibank FSB’s distribu-
tion of branch offices in low-income census tracts was
reasonable in comparison to the percentage of the popula-
tion in these geographies, the institution’s presence in
moderate-income census tracts was not significant based
on local demographic characteristics. Currently, 19 percent
of Citibank FSB’s branch offices are in LMI census tracts.

Examiners commended Citibank FSB for its community
development services during the review period, noting that
the institution had held consumer education seminars for
more than 20,000 individuals. Seminar topics included
first-time homebuying, small business financing, consumer
financial education, investments, and insurance.

Citibank Nevada. As previously noted, Citibank Nevada
received an “outstanding” CRA performance rating from
the OCC in the 1999 CRA Evaluation.#! Citibank Nevada
received a “high satisfactory” rating under the lending test
in the 1999 CRA Evaluation.*> Examiners reported that
Citibank Nevada made home mortgage loans totaling more
than $172 million, including home purchase loans totaling
more than $61 million.#* Citibank Nevada was particularly
commended for its excellent distribution of home mortgage
loans in LMI geographies and to LMI borrowers. Examin-
ers considered Citibank Nevada’s level of home mortgage
lending in low- income census tracts and to LMI borrowers

38. Commenters alleged that Citigroup has not demonstrated a
commitment to providing meaningful services to LMI and predomi-
nantly minority communities in California, such as free checking
accounts and money transmission services.

39. One commenter expressed concern that Citigroup’s subsidiary
bank in Mexico was marketing loan products in the United States
without being subject to the CRA. Citigroup stated that it launched
that marketing program in 2002 through Banamex USA Bancorp and
its subsidiary bank, California Commerce Bank (“CCB”’), both in
Century City, California, which is subject to the CRA. Under this
program, customers of CCB could purchase consumer goods offered
by an unaffiliated third party through a catalog, and the goods would
be delivered in Mexico. Citigroup represented that it discontinued this
program because of limited customer response.

40. Commenters criticized Citigroup’s performance as the contrac-
tual provider of California’s Electronic Benefits Transfer (“EBT”)
program for not providing a sufficient number of ATMs or other free
access points in LMI communities where the majority of welfare
recipients reside.

41. At the time of the 1999 CRA Evaluation, Citibank Nevada's
assessment area included most of the Las Vegas MSA. The review
period for the lending test was from January 1, 1997, through Decem-
ber 31, 1998; the review period for the service and investment tests
was from May 7, 1997, through March 29, 1999.

42. Examiners noted that Citibank Nevada was a unique hybrid
institution that consisted of a large credit card center and a smaller
retail banking branch network.

43. In the 1999 CRA Evaluation, the review of Citibank Nevada's
home mortgage lending included the lending activities of Citibank
FSB and CitiMortgage in the bank’s assessment area.

very favorably in light of demographic data, the level of
comprable lending by aggregate lenders, and the bank’s
overall market share. For example, Citibank Nevada made
51 percent of its home purchase loans to LMI borrowers,
which significantly exceeded the aggregate lenders’ per-
centage of 29 percent.

Citigroup stated that Citibank Nevada’s volume of total
HMDA -reportable loans declined slightly from 2000 to
2001, but that its lending in LM] census tracts as a percent-
age of total HMDA lending increased during this time
period. Citigroup represented that Citibank Nevada’s vol-
ume of total HMDA -reportable lending to LMI households
also declined slightly from 2000 to 2001, which was consis-
tent with an overall decline in lending by other creditors
because of the rising housing prices in Nevada. The vol-
ume of home refinance loans, however, increased dramati-
cally from 2000 to 2001. Citigroup stated that the number
and dollar volume of Citibank Nevada’s home refinance
loans in LMI census tracts tripled, and the volume of such
loans to LMI borrowers doubled, in 2001.

In the 1999 CRA Evaluation, examiners found that Citi-
bank Nevada offered a variety of proprietary home mort-
gage loan programs and participated in first-time home
buyer programs sponsored by state and municipal agen-
cies. These programs included a program that provided
pre-approved credit and loan commitments before home
selection and four special mortgage assistance programs
specific to the southern Nevada area. During the two-year
review period Citibank Nevada made 90 loans totaling
$8 million under these special programs. Citigroup stated
that Citibank Nevada made home mortgage loans totaling
$295 million under its proprietary home mortgage pro-
grams in 2001.

In the 1999 CRA Evaluation, examiners determined that
Citibank Nevada’s small business lending compared satis-
factorily with that of its competitors.** Examiners reported
that Citibank Nevada’s small business lending totaled
$20.6 million and that 34 percent of its total business
lending was to small businesses.*> They also noted that the
majority of the bank’s small business loans were small,
with an average loan amount of $82,000.

Since the 1999 CRA Evaluation, the volume of Citibank
Nevada’s small businesses lending has significantly in-
creased. Citigroup represented that Citibank Nevada’s
small business loan volume increased from almost 1,300
loans in 2000 to 6,700 loans in 2001, primarily through the
issuance of small business credit cards by affiliates. In
addition, Citigroup represented that Citibank Nevada in-
creased the percentage of its small business lending to
businesses in LMI census tracts, in 2001, to a level that

44. Examiners indicated that Citibank Nevada held only a small
portfolio of small business loans and chose instead to focus on
residential lending to alleviate unmet home mortgage lending needs in
the community. During the review period, Citibank Nevada offered
small business loans only as an accommodation to the bank’s retail
customers.

45. For purposes of this analysis, small businesses include busi-
nesses with gross annual revenues of $1 million or less.
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exceeded that of the aggregate lenders’ percentage. Citi-
group also represented that almost all its small business
loans in 2001 were in amounts of less than $100,000.

In the 1999 CRA Evaluation, examiners reported that the
level of Citibank Nevada’s community development lend-
ing significantly exceeded the amount of such lending by
similarly situated banks in the community. Examiners re-
ported that Citibank Nevada made community develop-
ment loans totaling more than $2 million during the review
period, and that these loans helped finance affordable hous-
ing developments for low-income families.

Examiners commended Citibank Nevada for establish-
ing its Community Lending Center in North Las Vegas
(“CLC”) in 1998 to facilitate community development
lending in LMI areas.* Examiners reported that the CLC,
which is in a low-income community, made almost
100 loans during its first six months of operation, including
loans totaling almost $2 million that promoted affordable
housing development.

Citigroup stated that, during the two-year period since
the 1999 CRA Evaluation, the CCDE made community
development loans totaling more than $9 million in Citi-
bank Nevada’s assessment area. This community develop-
ment lending included loans to several multifamily afford-
able housing projects.

In the 1999 CRA Evaluation, Citibank Nevada received
an “outstanding” rating under the investment test. Examin-
ers commended Citibank Nevada for an excellent level of
community development investments. Examiners reported
that Citibank Nevada made $41 million in qualified com-
munity development investments during the review period,
mostly targeted mortgage-backed securities, Nevada hous-
ing bonds, low-income housing tax credits, and invest-
ments in community development intermediaries. In addi-
tion, examiners noted that Citibank Nevada made
investments in and grants to a number of civic and commu-
nity economic development organizations to benefit LMI
individuals or communities.

Citigroup represented that it made more than $19 million
in community development investments in Citibank Neva-
da’s assessment area in 2000 and 2001. These included
investments totaling $9.8 million in low-income housing
tax credits, $6.2 million in community development inter-
mediaries, and $500,000 in qualified equity funds. In addi-
tion, Citigroup stated that the Citigroup Foundation has
awarded more than $341,000 in grants to organizations in
Nevada, primarily to community development or
education-related organizations to revitalize neighborhoods
or increase financial literacy.

Citibank Nevada received an “outstanding” rating under
the service test in its 1999 CRA Evaluation. Examiners
reported that Citibank Nevada provided a retail delivery

46. Examiners noted that the CLC’s loan products were tailored to
meet the needs of the surrounding community and included small
personal loans, secured and unsecured home improvement loans, and
special-purpose mortgage loans. They also reported that the bank’s
CRA officer managed the CLC and spent a substantial amount of time
meeting with local community groups.

system through traditional branches and state-of-the-art
technology, which was accessible to individuals of differ-
ent income levels in the assessment area. During the re-
view period, Citibank Nevada staff also offered qualified
community development services through the CLC and
provided financial and technical support to humerous com-
munity organizations.

Since the 1999 CRA Evaluation, Citigroup has contin-
ued to expand its community development services. Citi-
group stated that it has provided community development
services in Nevada in partnership with programs sponsored
by its Community Development Institute, including the
Community Development Capacity Building Program that
provides credit training and project development assistance
to nonprofit practitioners engaged in neighborhood revital-
ization. In addition, Citigroup represented that it partici-
pated with a local government agency in providing home-
buyer education and loan applications to LMI first-time
homebuyers and held a series of free seminars on various
topics, including homebuying, investments, and SBA lend-
ing.

Citibank NA

New York City. As previously noted, Citibank NA received
a “satisfactory” rating in its 2000 CRA performance eval-
uation (2000 CRA Evaluation™).4” Citibank NA received
a “high satisfactory” rating under the lending test.*® Exam-
iners particularly commended Citibank NA’s significant
level of community development lending in the New York
assessment area during the review period and noted that
Citibank NA extended more than 53,000 home mortgage
and small business loans totaling $3.3 billion.*® Examiners
found that Citibank NA was among the leading home
purchase lenders to LMI borrowers in the New York as-
sessment area and that the bank’s distribution of HMDA-
reportable loans to LMI borrowers and in LMI geographies
was good. In addition, examiners commended Citibank NA
for the excellent geographic distribution of its home im-
provement loans, particularly in LMI geographies where

47. Citibank NA’s assessment areas in New York included the New
York Metropolitan Statistical Area (“MSA”), excluding Putnam
County, and the Nassau-Suffolk MSA (“New York assessment area”).
The evaluation period for the lending test generally was October 1,
1998, through June 30, 2000. For community development loans
under the lending test, the investment test, and the service test, the
evaluation period was October 27, 1998, through October 16, 2000,

48. The lending data includes HMDA-reportable loans originated
and purchased by Citibank FSB, Citibank NYS, CitiMortgage, and
CitiFinancial, and small business loans originated and purchased by
Citibank FSB, Citibank SD, and Universal Bank, N.A., Columbus,
Georgia (subsequently merged into Citibank SD).

49, Examiners noted that the New York assessment area was one of
the highest cost-of-living areas in the United States and, despite the
extended period of economic prosperity, income disparity had in-
creased and LMI families had limited opportunities for home owner-
ship because the amount of owner-occupied housing in New York
City remained relatively scarce.



494  Federal Reserve Bulletin [ December 2002

its market share substantially exceeded that of its overall
home improvement lending in the assessment area.>®

In the 2000 CRA Evaluation, examiners reported that
Citibank NA made more than 19,000 affordable mortgage
loans during the review period. Examiners particularly
commended Citibank NA for its home loan product’s inno-
vation and flexibility. In 1997, Citibank NA established the
Special Loan Portfolio for borrowers with credit weak-
nesses who would not otherwise qualify for the bank’s
standardized affordable mortgage products. Examiners
noted that Citibank NA expanded its commitment to this
Special Loan Portfolio in 1999 and that the bank made
almost 340 of these loans totaling $20.5 million during the
review period.

The 2001 HMDA data indicate that Citigroup has contin-
ued to provide a significant volume of HMDA-reportable
lending in Citibank NA’s New York assessment area. In
2001, Citigroup originated and purchased HMDA-
reportable loans totaling $3.6 billion, of which more than
$387 million of were in LMI census tracts, and almost
$320 million were to LMI borrowers in the New York
assessment area.>!

Examiners determined that Citibank NA’s community
development lending volume was excellent and had a
positive impact on the bank’s overall lending activity.
During the review period, the CCDE made community
development loans totaling almost $240 million in the New
York assessment area. Examiners noted that this amount
included more than $110 million in community develop-
ment loans for affordable housing, including $30 miltion in
loans to two community-based corporations under New
York City’s Neighborhood Entrepreneur Program to pro-
vide financing for housing projects in the Bronx and
Brooklyn.>?

Citigroup represented that it had increased its commu-
nity development lending since the 2000 CRA Evaluation.
Citigroup stated that it made community development
loans totaling more than $325 million in the New York
assessment area from July 2000 through May 2002. This
community development lending included $13 million in
loans to a community-based organization in 2000 for the

50. In the 2000 CRA Evaluation, examiners noted that the prepon-
derance of home improvement loans reflected the bank’s strategy of
using this product as an initial marketing method to strengthen home
mortgage lending and deposit relationships with LMI customers and
communities. Examiners also noted that the volume of these loans
peaked in 1999, and that the bank’s home purchase lending subse-
quently increased in 1999 and 2000. exceeding its overall market
share of such loans to all borrowers.

51. These data are for Citibank NA and CitiMortgage and may
include transactions with affiliates.

52. Commenters alleged that Citibank NA failed to meet the credit
needs of minorities and LMI individuals in New York City. These
commenters argued that Citibank NA controlied more than 25 percent
of all deposits in New York City, but made less than 1 percent of all
direct HMDA-reportable loans for multifamily housing in the city. As
previously noted, examiners commended Citibank NA for an excellent
level of community development lending in the New York assessment
area and noted that almost half of its community development loans
were for affordable housing.

rehabilitation of affordable residential units and commer-
cial spaces in the Bronx, and $33 million in loans in 2001
to rehabilitate an office building in Harlem that was part of
an Upper Manhattan redevelopment and revitalization plan.

Citigroup NA also received an “‘outstanding” rating
under the investment test in the 2000 CRA Evaluation.
Examiners reported that Citibank NA was a leader in
community development investments and effectively lever-
aged its investments through strategic partnerships with
nonprofits and community development corporations. Dur-
ing the review period, Citibank NA's community develop-
ment investments increased from $56 million to
$121 million. Almost half the banks qualified investments
supported affordable housing, including a $40 million in-
vestment in equity partnerships whose funds were used to
create affordable rental projects in the New York Metropol-
itan area and a $1.3 million investment in a limited partner-
ship equity fund that acquires and develops properties in
inner city and LMI areas to promote revitalization. Citi-
bank NA’s other community development investments pro-
moted community services for LMI individuals and small
business financing in LMI neighborhoods.

Since the 2000 CRA Evaluation, Citigroup has contin-
ued to increase its level of qualified investments. Citigroup
represented that it made $145.5 million in community
development investments from July 2000 through June
2002, to promote affordable housing, economic develop-
ment, and other community development projects, such as
providing computer software for large school districts.

In the 2000 CRA Evaluation, Citibank NA received a
“high satisfactory” rating under the service test. Examin-
ers reported that Citibank NA’s delivery systems were
accessible to individuals and geographies of different in-
come levels in the New York assessment area.’* In addi-
tion, examiners commended Citibank NA for its excellent
level of community development services, which focused
on financial literacy and increasing the access of LMI
individuals to banking services, particularly credit.5*

D. CRA Performance of Cal Fed

As previously noted, Cal Fed received an overall “out-
standing” rating for CRA performance from the OTS in
the Cal Fed CRA Evaluation, with “outstanding” ratings
for each of the lending, investment, and service tests in
California and Nevada.5* Examiners particularly com-

53. Commenters alleged that Citibank NA lacked a sufficient num-
ber of branches in low-income neighborhoods in New York City.

54. Commenters expressed concern about Citigroup’s role as the
contractual provider of EBT services in New York because Citigroup
allegedly did not have enough ATMs and other access points of
services in LMI areas, which caused welfare recipients to incur fees to
access their welfare benefits. In 2000, Citicorp Electronic Financial
Services, Inc., the subsidiary of Citigroup that received the EBT
contract, reached an agreement with the New York State Attorney
General to provide 150 ATMs with no user surcharge in low-income
neighborhoods in Manhattan, Queens, Brooklyn, and the Bronx.

55. The review period was July 1, 1998, through March 31, 2001.
Examiners included the loans originated and purchased by Cal Fed’s
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mended Cal Fed for its distribution of HMDA-reportable
loans among customers of different income levels and for
its extensive use of innovative and flexible lending pro-
grams to help finance home purchases by LMI persons. In
particular, examiners reported that Cal Fed’s lending to
low-income borrowers or in low-income census tracts re-
flected an excellent record of serving the credit needs of
the most economically disadvantaged areas, individuals,
and businesses. Citigroup represented that it expects to
continue a number of Cal Fed’s specialized mortgage lend-
ing programs designed to assist LMI individuals, small
business programs, and community development lending
and service programs.

Examiners commended Cal Fed for excellent responsive-
ness to home mortgage credit needs in its combined assess-
ment areas. During the review period, Cal Fed funded
residential mortgage loans totaling more than $34 billion in
its combined assessment areas, including more than
$34 billion in California and $594 million in Nevada. In the
Cal Fed CRA Evaluation, examiners found that the percent-
ages of Cal Fed’s total HMDA -reportable loans in LMI cen-
sus tracts and to LMI borrowers in California during the
review period exceeded that of the aggregate lenders in 1999.

Examiners indicated that Cal Fed’s small business lend-
ing in its combined assessment areas also reflected excel-
lent responsiveness to area credit needs. Cal Fed made
small business loans totaling more than $410 million dur-
ing the review period, including $404 million in California
and $7.6 million in Nevada. In the Cal Fed CRA Evalua-
tion, examiners reported that almost 30 percent of
Cal Fed’s small business loans were to businesses in LMI
census tracts during the review period.

Examiners characterized Cal Fed as a leader in commu-
nity development lending. They noted that Cal Fed’s com-
munity development lending focused on providing shelter
to very low-income persons and those with special needs.
During the review period, Cal Fed originated more than
$62 million in community development loans, including
$52.6 million in California and $7.5 million in Nevada.
Examiners noted that Cal Fed’s community development
lending resulted in the creation or rehabilitation of more
than 1,900 units of affordable housing.

In addition, examiners commended Cal Fed for its di-
verse community development investments.® Examiners
reported that Cal Fed made qualified investments totaling
more than $645 million, most of which were in California.
They indicated that the majority of Cal Fed’s community
development investments were mortgage-backed securities
and collateralized mortgage obligations secured by proper-
ties in its combined assessment areas.

In the Cal Fed CRA Evaluation, examiners noted that
Cal Fed provided a high level of retail services through

two principal lending subsidiaries, First Nationwide (mortgage loans)
and Auto One (auto loans).

56. Citigroup represented that, on consummation of the proposal,
Cal Fed’s community development investment portfolio would be
managed by the CCDE, and the Foundation would evaluate Cal Fed’s
grants and determine whether to extend additional funds to recipients.

branch offices, ATMs, and telephone banking and provided
customers throughout its assessment areas with an array of
affordable banking products. Examiners found that its
banking offices were readily accessible to all segments of
the community, including LMI areas. In addition, examin-
ers reported that Cal Fed provided a high level of commu-
nity development services in its assessment areas, includ-
ing a broad array of financial literacy training,
homeownership counseling, and technical assistance and
training for small business owners.

E. HMDA Data and Fair Lending Record

The Board also has carefully considered Citigroup’s lend-
ing record in light of comments on HMDA data reported
by its subsidiaries.’” The 2001 HMDA data indicate that
Citigroup’s denial disparity ratios for African-American
and Hispanic applicants generally were higher than the
denial disparity ratios for the aggregate lenders for the total
HMDA -reportable loans in the markets reviewed.>® In ad-
dition, Citigroup’s housing-related loan originations to
African-American and Hispanic individuals, as a percent-
age of its total HMDA-reportable lending, generally were
below that of the aggregate lenders in some of the mar-
kets.>® Citigroup’s percentage of housing-related loan orig-
inations to borrowers in minority census tracts, however,
was comparable with or exceeded that of the aggregate
lenders in a number of the markets.5°

Although the HMDA data reflect certain disparities in
the rates of loan applications, originations, and denials
among members of different racial groups and persons at
different income levels generally and in certain local areas,
the data generally do not indicate that Citigroup is exclud-
ing any race or income segment of the population or
geographic areas on a prohibited basis. The Board never-
theless is concerned when the record of an institution

57. Several commenters alleged that Citigroup’s 2000 or 2001
HMDA data in various MSAs indicated that Citigroup is proportion-
ately denied African-American and Hispanic applicants for home
purchase or home refinance loans. The commenters noted that Citi-
group’s denial ratios for minority applicants were higher than the
denial ratios for nonminority applicants and that these denial disparity
ratios compared unfavorably with those of the aggregate lenders in the
MSAs. The denial disparity ratio compares the denial rate for minority
loan applicants with that for nonminority applicants. A commenter
also alleged that the percentages of Citigroup’s home purchase and
refinance loans to African-American and Hispanic borrowers in sev-
eral MSAs compared unfavorably with the percentages for the aggre-
gate lenders.

58. The Board analyzed 2000 and 2001 HMDA data for Citigroup’s
lending affiliates in their assessment areas in California, New York,
and other assessment areas discussed by commenters. The Board’s
review included the HMDA data for Citibank FSB, Citibank NA,
Citibank NYS, and CitiMortgage.

59. In addition to loan originations, Citigroup purchases a substan-
tial volume of HMDA-reportable loans. Combining Citigroup’s origi-
nations and purchases in the markets reviewed generally results in
higher percentages of Citigroup’s HMDA-reportable loans in minority
census tracts and to minority borrowers.

60. For purposes of this HMDA analysis, minority census tract
means a census tract with a minority population of 80 percent or more.
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indicates disparities in lending and believes that all banks
are obligated to ensure that their lending practices are
based on criteria that ensure not only safe and sound
lending, but also equal access to credit by creditworthy
applicants regardless of their race, gender, or national
origin. The Board recognizes, however, that HMDA data
alone provide an incomplete measure of an institution’s
lending in its community because these data cover only a
few categories of housing-related lending. HMDA data,
moreover, provide only limited information about the cov-
ered loans.¢! HMDA data, therefore, have limitations that
make them an inadequate basis, absent other information,
for concluding that an institution has not assisted ade-
quately in meeting its community’s credit needs or has
engaged in illegal lending discrimination.

Because of the limitations of HMDA data, the Board has
considered these data carefully in light of other informa-
tion, including examination reports that provide an on-site
evaluation of compliance with fair lending laws by Citi-
group’s subsidiary depository institutions. Examiners
found no evidence of prohibited discrimination or other
illegal credit practices or any substantive violations of fair
lending laws at any of the current depository institutions
controlled by Citigroup.¢?

The record also indicates that Citigroup has taken a
number of affirmative steps to ensure compliance with fair
lending laws. Citigroup has instituted corporatewide com-
pliance policies and procedures to help ensure compliance
with all fair lending and other consumer protection laws
and regulations, employed compliance officers and staff
responsible for monitoring compliance, and conducted reg-
ular audits of compliance. Citigroup’s subsidiary deposi-
tory institutions have established detailed fair lending pro-
cedures in addition to Citigroup’s corporate policies and
procedures, including extensive fair lending training pro-
grams for employees and fair lending self-assessments
using matched-pair testing and statistical analyses. In addi-
tion, all declined applications are independently reviewed
by two underwriters, the second of whom must be a Senior
Underwriter or Risk Management Expert. Declined appli-
cations go through a third level of review if the applicant is
a LMI borrower, is applying for a community lending
product, or lives in a minority or LMI census tract.®> The

61. The data, for example, do not account for the possibility that an
institution’s outreach efforts may attract a larger proportion of margin-
ally qualified applications than other institutions attract and do not
provide a basis for an independent assessment of whether an applicant
who was denied credit was, in fact. creditworthy. Credit history
problems and excessive debt levels relative to income (reasons most
frequently cited for a credit denial) are not available from HMDA
data.

62. In connection with the 2001 CRA Evaluation, OTS and OCC
examiners conducted a joint fair lending review of Citibank FSB,
CitiMortgage, and Citibank NA. During this review, examiners evalu-
ated the denied and approved home purchase applications from minor-
ities and nonminorities, and no violations of the substantive provisions
of the antidiscrimination laws or regulations were identified.

63. Some commenters alleged that Citigroup provides minority
homebuyers with a disproportionate number of mortgage loans spon-
sored by the Federal Housing Administration and the Department of

Board also has considered the HMDA data in light of
Citigroup’s overall lending and community development
activities discussed above, which show that Citigroup’s
subsidiary depository institutions significantly assist in
helping to meet the credit needs of their entire communi-
ties, including LMI areas. The Board believes that, viewed
in light of the entire record, the HMDA data indicate that
Citigroup’s record of performance in helping to serve the
needs of its communities is consistent with approval of the
proposal.

F. Branch Closings

Several commenters expressed concern about the possible
effect of branch closings in the California assessment areas
of Citibank FSB and Cal Fed that might result from this
proposal. The Board has carefully considered the com-
ments on potential branch closings in light of all the facts
of record. The Board has reviewed Citigroup’s branch
closing policies, preliminary review of potential closures
and consolidations, and record of opening and closing
depository institution branches.5*

Citigroup has represented that it would follow its exist-
ing branch closure policy before closing or consolidating
any branches. Under this policy, Citibank must review a
number of factors before closing or consolidating a branch,
including a profile of the branch, the marketplace demo-
graphics, a profile of the community where the branch is
located, and the effect on customers. The most recent CRA
examinations of Citigroup’s subsidiary depository institu-
tions indicated that they had satisfactory records of open-
ing and closing branches.

The Board also has considered that federal banking law
provides a specific mechanism for addressing branch clos-
ings.o> Federal law requires an insured depository institu-
tion to provide notice to the public and to the appropriate

Veterans’ Affairs compared with the number of such loans it provides
to nonminority homebuyers. The Board notes that such mortgage loan
products provide many homebuyers with lower iending-cost opportu-
nities and that the CRA does not require banks to provide any
particular types of loan products or programs to meet the credit needs
of their communities. As previously noted, examiners found no evi-
dence of prohibited discrimination or other illegal credit practices at
any of Citigroup’s subsidiary depository institutions or any violations
of substantive provisions of the fair lending laws.

64. One commenter alleged that Citigroup has closed branches in
LMI and predominantly minority communities in the past. The Board
considered substantially identical comments when it approved the
acquisition of European American Bank by Citigroup in 2001 and the
acquisition of Citicorp by Travelers Group Inc. in 1998. See Citigroup
Inc., 87 Federal Reserve Bulletin 600, 611 (2001) (“Citigroup/EAB
Order”); Travelers Group Inc., 84 Federal Reserve Bulletin 985, 999
(1998).

65. Section 42 of the Federal Deposit Insurance Act (12 U.S.C.
§ 1831r-1), as implemented by the Joint Policy Statement Regarding
Branch Closings (64 Federal Register 34,844 (1999)), requires that a
bank provide the public with at least 30-days’ notice and the appropri-
ate federal supervisory agency with at least 90-days’ notice before the
date of the proposed branch closing. The bank also is required to
provide reasons and other supporting data for the closure, consistent
with the institution’s written policy for branch closings.
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federal supervisory agency before closing a branch. In
addition, the Board notes that the OTS, as the appropriate
federal supervisor of Citibank FSB, will continue to review
Citibank FSB’s branch closing record in the course of
conducting CRA performance examinations.

G. Conclusion on CRA Performance Records

The Board has carefully considered all the facts of record,
including reports of examination of CRA records of the
institutions involved, information provided by Citigroup,
all comments received and responses to the comments, and
confidential supervisory information. Based on a review of
the entire record, and for the reasons discussed above, the
Board concludes that the CRA performance records of the
institutions involved are consistent with approval.

Subprime Lending of Citigroup

In its order approving the acquisition by Citigroup of EAB,
the Board announced that it would conduct a thorough
examination to assess Citigroup’s effectiveness in imple-
menting various initiatives proposed by Citigroup (“Initia-
tives”’) to help ensure compliance with the fair lending
laws and to prevent abusive lending practices by Citi-
group’s subprime lending subsidiaries, CitiFinancial and
CitiFinancial Mortgage.5¢ The Board explained in the order
that, in addition to monitoring implementation of the Initi-
atives, the Board had broad supervisory authority under the
banking laws to require Citigroup to take any other steps
necessary to address deficiencies that might be identified in
the examination. The Board also indicated that it would
consider the information gathered in its examination and
supervisory reports in reviewing future proposals by Citi-
group as relevant and appropriate.

The Board is in the midst of conducting its examination
of CitiFinancial and CitiFinancial Mortgage. The examina-
tion is being conducted jointly by the Board and the
Federal Reserve Bank of New York, in close cooperation
with the NYSBD. Because of the number and scope of the
offices and activities of CitiFinancial and CitiFinancial
Mortgage, the examination is not yet complete. Moreover,
the Board has determined to expand the scope of the
examination to encompass the insurance sales activities of
CitiFinancial.

Some commenters have taken the opportunity provided
by this notice to give the Board information and comments
about the subprime lending and insurance sales activities
of Citigroup’s subprime lending affiliates. A number of
commenters asserted or expressed concern that Citigroup’s
nondepository subprime lending affiliates engage in vari-
ous lending practices that the commenters argue are abu-
sive, unfair, or deceptive, particularly in connection with
the subprime lending and related insurance sales practices

66. Citigroup/EAB Order at 609. Citigroup proposed the Initiatives
to the OCC, FDIC, and New York State Banking Department
(“NYSBD”), and adopted them in connection with its acquisition of
Associates in November 2000.

of CitiFinancial involving LLMI and minority borrowers.¢’
For example, several commenters expressed concern that
CitiFinancial prices its loans without considering a custom-
er’s credit risk profile, does not provide customers that
have excellent credit ratings with access to Citigroup’s
prime rate products, and engages in aggressive loan collec-
tion and foreclosure practices.5® In addition, several com-
menters alleged that Citigroup has indirectly supported
predatory lending through its business relationships with
unaffiliated third parties engaged in subprime lending.®®
Commenters also argued that the Board should deny this
notice or impose conditions requested by the commenters
in light of the concerns expressed about Citigroup’s
subprime lending and related activities.

Several commenters challenged the adequacy of the
Initiatives, including those designed to address fair lending
compliance, and asserted that Citigroup had not imple-
mented them effectively.” In particular, a number of com-
menters questioned the effectiveness and implementation
of the programs to refer qualified customers of Citigroup’s

67. Several commenters also expressed concerns about the sale by a
Citigroup affiliate, Primerica Financial Services (and its agents), of
loan products of Citicorp Trust (previously called Travelers Bank and
Trust, FSB) and insurance products of other affiliates. The Board has
consulted with the OTS, the appropriate federal supervisor of Citicorp
Trust, and relevant state regulatory agencies and forwarded the com-
ments to those agencies.

68. Some commenters also contended, based in part on HMDA
data, that Citigroup engages in violations of the fair lending laws, and
improperly markets higher-cost subprime loan products to minority,
LMI, and rural communities while it markets lower-cost prime loan
products to nonminority and more affluent communities. As noted
above, the Board recognizes, as with disparities in denial ratios, that
HMDA data alone provide an incomplete measure of an institution’s
lending in its community. Because of the limitations of HMDA data,
the Board has considered these data carefully in light of other informa-
tion, including examination reports and other confidential supervisory
material.

69. Several commenters alleged that Citigroup has indirectly sup-
ported predatory lending by unaffiliated consumer lenders through the
warehouse lending and securitization activities of its subsidiary, SSB.
Citigroup indicated that SSB engages in underwriting securities
backed by subprime mortgage loans and provides warehouse loans to
some mortgage banking customers for which it underwrites securities.
Citigroup stated that SSB does not control the origination of subprime
loans from its unaffiliated mortgage banking customers. but that it
reviews each lender’s policies and procedures and sets eligibility
criteria for the loans it will finance through its warehouse lending and
securitization arrangements. In addition, SSB, or an outside firm hired
and supervised by SSB, reviews a sample of any loan pool to be
securitized for compliance with consumer protection laws and its loan
eligibility criteria before making any warehouse loan advance. More-
over. the Board notes that the Federal Trade Commission (“FTC”),
HUD, and DOJ have responsibility for enforcing the compliance with
fair lending laws by nondepository institutions.

70. For example, several commenters alleged that Citigroup under-
mined the effectiveness of the “mystery shopper” program (whereby
minority and nonminority individuals pose as CitiFinancial customers
to evaluate branch compliance practices) by providing advance notice
of the tests to certain CitiFinancial districts and branches. Although
Citigroup noted that some CitiFinancial offices were notified of the
approximate dates of the initial “mystery shopper™ test to encourage
compliance efforts, it stated that CitiFinancial offices were not notified
of the subsequent tests.
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subprime lenders to its prime mortgage lenders (the
“Referral Programs™).7!

The Board continues to expect all bank holding compa-
nies and their affiliates to conduct their subprime lending
operations free of any abusive lending practices and in
compliance with the fair lending laws. Subprime lending is
a permissible activity and provides needed credit to con-
sumers who have difficulty meeting conventional under-
writing criteria. On the other hand, the Board recognizes
that the development of the subprime market has been
marred with reports of abusive and deceptive practices that
can deny the market’s beneficial aspects to borrowers.
Borrowers do not benefit from expanded access to credit if
the credit involves abusive lending practices. The Board
believes that bank holding companies should be conscious
of and avoid abusive or deceptive lending practices.

The Board has carefully considered all the comments
submitted on these matters, many of which concerned the
effectiveness of the Initiatives or their implementation. The
Board has considered Citigroup’s implementation of the
Initiatives in light of the entire record. These matters are
the subject of the ongoing examination, and the Board
believes that effective implementation of these Initiatives
and the related comments can best be addressed through
the examination of CitiFinancial and CitiFinancial Mort-
gage. The Board will review the information made avail-
able by commenters in its examination as relevant and
appropriate.

Based on the reports and information gathered to date in
the examination process, the Board believes that, although
the Initiatives have not yét fully achieved the goals ex-
pected, Citigroup has made substantial progress in imple-
menting the Initiatives and continues its efforts to imple-
ment them. Importantly, Citigroup has also begun
implementing a variety of changes designed to improve the
effectiveness of the Initiatives. For example, Citigroup has
committed to revise the Initiatives, particularly the Referral
Programs, because experience in implementing the Initia-
tives has indicated weaknesses in the original plan.”2 In
addition, Citigroup has committed to make comprehensive
changes in its insurance sales practices (the “Enhance-
ments”’) to address concerns regarding the completeness of
its disclosures and the potential for coercive sales prac-

71. Some commenters expressed concern that, in California and
North Carolina, Citigroup disproportionately located offices of its
subprime lending subsidiaries in minority areas. The Board’s review
of the locations of CitiFinancial’s branch offices does not support
these allegations.

72. For example, Citigroup has implemented and will continue to
implement certain changes and adjustments to the Referral Programs.
Citigroup has hired full-time program managers and assigned special-
ized Citibank staff to administer and process the Referral Programs. In
addition, Citigroup has expanded its customer service efforts to reach
Referral Programs candidates by extending loan application hours and
increasing the number of times CitiFinancial employees call those
candidates to inform them about the program. Citigroup also has
changed certain criteria for the Referral Programs to better match
criteria used at Citigroup’s prime lenders.

tices.”® Under the Enhancements, CitiFinancial will inform
its customers that the purchase of insurance and related
products is entirely optional, and that the purchase of such
products has no bearing on the approval, amount, or terms
of the loan requested. CitiFinancial also will provide fur-
ther oral and written disclosures to purchasers of insurance
and related products about the cost, coverage, terms, and
cancellation policies of the insurance products offered.”
Moreover, as part of the Enhancements, Citigroup also is
reviewing and will make revisions to the compensation
system of CitiFinancial, as necessary to help ensure the
effective implementation of these changes to the insurance
sales practices and the Initiatives.

The Board will thoroughly examine and monitor the
implementation by Citigroup of its proposed revisions to
the Initiatives and all aspects of the Enhancements. In
addition, the Board will carefully review CitiFinancial’s
compliance system, including changes to the system, as
part of the compliance portion of the Board’s ongoing
examinations of Citigroup. The Board also will take any
necessary supervisory action, including requiring Citi-
group to take appropriate additional steps, if the Initiatives
and Enhancements are not implemented effectively or the
compliance systems are not adequate.

Other commenters criticized specific practices that were
not addressed directly by the Initiatives, such as certain
aspects of the insurance sales practices. Although these
comments expressed strong concerns, they generally pro-
vided little direct information or provided anecdotal infor-
mation concerning isolated situations among the numerous
transactions conducted by Citigroup. Some of the com-
ments require additional investigation. The application pro-
cess is not well suited for this type of investigation, and the
provisions of the BHC Act do not anticipate this type of
investigation in the applications process. Instead, the exam-
ination process and the related supervisory authority con-
ferred on the Board provide the most effective and appro-
priate methods for investigating and resolving these issues.
As noted above, the Board has determined to expand the
examination process to review in particular the insurance
sales practices of CitiFinancial.

73. Some commenters expressed concerns about the adequacy of
the Enhancements.

74. After a customer has been approved for a loan, CitiFinancial
will initially present the costs and terms of the requested loan without
any optional insurance or similar products. CitiFinancial will then
provide the customer with written materials on insurance and optional
products and review such products with the customer. CitiFinancial
also will prepare and review with a customer pre- closing documents
that inform the customer of the price and terms of the loan and
monthly payments both without and with the purchase of insurance
and optional products. Under the Enhancements, CitiFinancial will
not prepare or present final loan documents and insurance or optional
products documents until the customer affirmatively states a desire to
purchase or decline the insurance and optional products. After the loan
has been closed, CitiFinancial will provide customers with additional
materials instructing them on how to cancel their purchase of the
insurance and other optional products. Citigroup has committed to
implement the Enhancements by the end of 2003.
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A number of comments also urged that the Board delay
action until the completion of the examination. The Board
believes that a completed examination is a particularly
important consideration because it represents a detailed
evaluation of an institution’s actual performance. As a
matter of practice and policy, the Board has not, however,
tied consideration of an application or notice to the sched-
uling or completion of an examination if the applicant has
an overall satisfactory record of performance and the issues
being examined may be resolved in the examination and
supervisory process.”> Importantly, this policy maintains
the integrity of the examination process by allowing exam-
iners to complete their examination without regard to the
statutory and regulatory time limits imposed on the applica-
tion process. To be effective and useful, an examination
that is underway during the application process must be
allowed to proceed at the pace required to complete an
informed review of all issues encountered in the process. In
addition, the scheduling, conduct, and completion of an
examination is determined by the availability of resources
of the banking agencies and is not related to the timing of
acquisition proposals.

As the Board has indicated previously, it has broad
supervisory authority under the banking laws to address
matters that are found in the examination process, includ-
g authority to enforce compliance with the fair lending
and other applicable laws. Moreover, many issues are more
appropriately and adequately addressed in the examination
process, where particular matters and violations of law
may be identified and addressed specifically, than in the
application process, which requires a weighing of the over-
all record of the companies involved.

In reviewing this proposal, the Board has assembled and
considered a broad and detailed record. The record in-
cludes substantial confidential and public information pro-
vided by Citigroup and the commenters. It also includes
the results of completed examinations of the institutions
involved; information from the current examinations un-
derway; consultations with other federal and state banking
authorities; and consultations with the FTC, DOJ, HUD,
and other relevant regulators. Based on a careful review of
this record, the Board believes that Citigroup has, on
balance, a satisfactory overall record of compliance.

The Board notes the recent settlement agreement be-
tween Citigroup and the FTC in connection with the law-
suit filed by the FTC against Associates and Citigroup as
the successor owner of Associates.’d The Board also has

75. As the Board has previously noted, ‘“‘the application/notice
process should focus on an analysis of the effects of the specific
proposal and should not become a vehicle for comprehensively evalu-
ating and addressing supervisory and compliance issues that can more
effectively be addressed in the supervisory process.” See 62 Federal
Register 9290 (1997) (Preamble to the Board’s Regulation Y).

76. The consumer protection claims in the FTC’s lawsuit alleged
that Associates, before its acquisition by Citigroup, engaged in abu-
sive lending and insurance sales practices and lending law violations.
Under the terms of the settlement, Citigroup will provide $215 million
to consumers who bought credit insurance in connection with loans
made by Associates between December 1995 and November 2000. In

taken into account that Citigroup has shown a willingness to
address issues regarding its subprime lending activities. For
example, Citigroup has committed to make comprehensive
enhancements to its insurance sales practices, as noted above.

In addition, the Board has considered the nature of the
proposal in relation to Citigroup’s subprime lending activi-
ties. In particular, the Board has taken into account the fact
that the current proposed acquisition of Golden State and its
subsidiaries, including Cal Fed, would not result in a signifi-
cant expansion of Citigroup’s subprime lending activities.”

For all the foregoing reasons, the Board does not believe
that the Board’s examination of the subprime lending activ-
ities of Citigroup warrants further delay or denial of this
proposal. The Board continues to believe that the effective
implementation of the Initiatives, the Enhancements, and
other consumer protection measures proposed or adopted
by Citigroup are particularly important for addressing
subprime lending concerns. The Board expects Citigroup
to continue enhancing its implementation of these mea-
sures, including those related to insurance sales practices
and to providing creditworthy borrowers with access to
prime rate loan products, as methods for helping to ensure
the success of Citigroup’s original Initiatives and protect-
ing against abusive lending practices.

As noted in this order, the Board will continue to exam-
ine the activities of CitiFinancial and CitiFinancial Mort-
gage and Citigroup’s implementation of the Initiatives and
Enhancements, including CitiFinancial’s compensation and
compliance systems. To assist the Board in monitoring and
reviewing these matters, Citigroup must submit to the
Board quarterly reports on the status and effectiveness of
its efforts to successfully complete implementation of the
Initiatives and Enhancements. Beginning January 1, 2003,
Citigroup must submit these quarterly reports for two
years, or such longer time period as the Board, in its
discretion, determines is necessary. The Board will take
appropriate supervisory action, if any, that is necessary to
address deficiencies identified in the examinations and
reports, including requiring additional revisions to the Initi-
atives and Enhancements if warranted.

Financial, Managerial, and Other Supervisory Factors
In connection with its review of the public interest factors

under section 4 of the BHC Act, the Board has carefully
considered the financial and managerial resources of Citi-

a related matter, Citigroup has agreed to proved an additional
$25 million to settle claims of certain refinance customers of Associ-
ates brought in a separate class action suit. There has been no
adjudication of wrongdoing or injunctive action taken against Citi-
group or any of its affiliates in connection with the FTC settlement or
the class action settlement. Some commenters expressed concerns
about these settlements. The Board has forwarded these comments to
the FTC.

77. Several commenters expressed concern that consummation of
this proposal would expand Citigroup’s subprime lending activities in
LMI and minority communities in California. Cal Fed does not
engage in subprime lending other than a limited amount of subprime
auto lending.
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group and Golden State and their respective subsidiaries.
The Board also has reviewed the effect the transaction would
have on those resources in light of all the facts of record.”®

In reviewing these factors, the Board has considered,
among other things, confidential reports of examination
and other supervisory information received from the pri-
mary federal supervisors of the organizations involved and
the Federal Reserve System’s confidential supervisory in-
formation. In addition, the Board has consulted with the
relevant supervisory agencies, including the OCC, OTS,
FDIC, FTC, and SEC. The Board also has considered
publicly available financial and other information on the
organizations and their subsidiaries, all the information
submitted on the financial and managerial aspects of the
proposal by Citigroup, and information provided by com-
menters about the financial and managerial resources of
Citigroup.”

In evaluating financial factors in expansion proposals by
banking organizations, the Board consistently has consid-
ered capital adequacy to be especially important. The pro-
posed acquisition is structured as a partial cash purchase
and partial stock exchange of Golden State’s common
stock. Citigroup would not directly or indirectly incur any
debt to finance the proposed transaction. The Board notes
that Citigroup and its subsidiary depository institutions and
Cal Fed are well capitalized and would remain well capital-
ized on consummation of the proposal.s°

The Board also has considered the managerial resources
of Citigroup and Golden State. In this regard, the Board
has considered the supervisory experience and assessments
of management by the various bank supervisory agencies
and the organizations’ records of compliance with applica-
ble banking law. The Board has carefully reviewed the
examination records of Citigroup and its subsidiary depos-
itory institutions, including assessments of their risk man-
agement systems and other policies. The Board also has
considered Citigroup’s plans to implement the proposed
acquisition, including its available managerial resources,
and Citigroup’s record of successfully integrating recently
acquired institutions into its existing operations.

The Board received several comments on the proposal
criticizing the managerial resources of Citigroup and its
subsidiaries.’! Several commenters asserted that Citi-

78. See 12 C.F.R. 225.26.

79. The Board received a comment criticizing the adequacy of
Citigroup’s management based on the manner in which its subsidiar-
ies handled loan or financial service transactions in individual cases.
The Board also has considered these comments in reviewing Citi-
group’s CRA performance record in this case.

80. Several commenters alleged that Citigroup underreports delin-
quencies in its subprime loan portfolio and urged the Board to require
an independent audit of Citigroup’s subprime loan portfolio as a
condition of approval of this transaction. The Board has reviewed
Citigroup’s policies and procedures on reporting delinquencies and
losses in its subprime lending portfolios, Citigroup’s related credit
procedures, and data on these portfolios and will continue to review
such data in connection with its supervisory examinations of Citi-
group.

81. Some commenters cited press reports about the structured
financing transactions and other securities-related matters. The Board

group’s management has failed to implement effective
policies and programs to address allegations of abusive
sales and lending practices of Citigroup’s subsidiaries,
including those engaged in subprime lending and related
insurance activities.®? As previously discussed, the Board
is conducting a thorough examination of Citigroup’s
subprime lending activities at CitiFinancial and CitiFinan-
cial Mortgage. In addition, some commenters asserted that
the Board should postpone consideration of the proposal in
light of investigations by Congress, federal and state agen-
cies, and self- regulatory organizations into certain invest-
ment banking, investment advisory, foreign asset control,
currency trading, and corporate finance practices of Citi-
group and its affiliates, and conduct its own inquiry into
these matters.5?

In addition, the Board has reviewed carefully Citi-
group’s role in the development of allegedly deceptive

also received comments asserting that Citibank NA and other subsid-
iartes of Citigroup lack sufficient policies and procedures and other
resources to protect against money laundering. The Board has re-
viewed confidential supervisory information on the policies, proce-
dures, and practices of Citigroup to comply with the Bank Secrecy
Act and has consulted with the OCC, the appropriate federal financial
supervisory agency of Citibank NA.

82. Some commenters asserted that adverse managerial resources
considerations are evidenced by the pending FTC lawsuit against
Associates and Citigroup, as its successor owner. As discussed above,
Citigroup has entered into a settlement agreement with the FTC to
resolve the FTC’s lawsuit and announced important changes to CitiFi-
nancial’s insurance sales practices.

83. Commenters also expressed concern about the following mat-
ters:

(1) Allegations of gender discrimination at Citigroup’s securities

affiliates,

(2) The number of minorities represented in Citigroup’s senior

management,

(3) Allegations of wrongful termination of CitiFinancial employees,

(4) Citigroup’s financing of various activities and projects world-

wide that might damage the environment or cause other social

harm, and

(5) Citigroup’s alleged opposition to legislation addressing credit

card disclosures and predatory lending.

These contentions and concerns are outside the limited statutory
factors that the Board is authorized to consider when reviewing a
notice under the BHC Act. See Western Bancshares, Inc. v. Board of
Governors, 480 F.2d 749 (10th Cir. 1973). The Board also notes that
the Equal Employment Opportunity Commission has jurisdiction to
determine whether banking organizations like Citigroup are in compli-
ance with federal equal employment opportunity statutes under the
regulations of the Department of Labor. In addition, matters related to
private employment are governed by state law. Moreover, the conten-
tions about alleged environmental or social harm resuiting from
projects financed by Citigroup and Citigroup’s opposition to new
legislation contain no allegations of illegality or actions that would
affect the safety and soundness of the institutions involved in the
proposal.

A commenter also cited press reports that numerous financial insti-
tutions, including Citigroup, had settled claims alleging violations of
consumer protection laws related to their arrangements with telemar-
keting organizations for marketing nonfinancial products to consum-
ers, including a claim brought by the California Attorney General.
Citigroup has settled the various lawsuits, and there has been no
adjudication of any violation of law by Citigroup in connection with
these consumer law claims. Moreover, Citigroup has discontinued or
altered the marketing arrangements at issue and implemented various
changes in its consumer banking practices.
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structured finance facilities. The Board also has reviewed
the alleged securities law violations stemming from poten-
tial conflicts of interests that could arise from the activities
of Citigroup and its subsidiaries as investment banker,
equity researcher, and investment advisor. Moreover, the
Board has considered Citigroup’s efforts to address these
matters as they relate to the operation and management of
the organization.

The Board is monitoring the various federal and state
investigations of Citigroup's securities-related activities
that are being conducted by agencies and other authorities
with jurisdiction over these matters and is consulting with
the SEC and other relevant authorities. The Board notes
that Citigroup has demonstrated a willingness and ability
to take actions to address concerns raised in these investi-
gations, including increasing corporate governance capa-
bilities, restructuring its investment banking operations,
and providing more stringent disclosure requirements for
structured finance clients.

The Board has broad supervisory authority under the
banking laws to require Citigroup to take steps necessary
to address deficiencies identified in these investigations
and examinations of Citigroup’s securities-related and
other activities after these reviews have been completed.3?
Based on these and all the facts of record, the Board
concludes that the financial and managerial resources of
the organizations involved in the proposal are consistent
with approval under section 4 of the BHC Act.

Other Considerations

As part of its evaluation of the public interest factors, the
Board also has carefully reviewed the other public benefits
and possible adverse effects of the proposal.?> The record
indicates that consummation of the proposal would result
in benefits to consumers and businesses. The proposal
would enable Citigroup to provide customers of Golden
State with access to a broader array of products and ser-
vices, including commercial and investment banking prod-
ucts, in an expanded service area. Among the Citigroup
products that would become available to customers of Cal
Fed are products specifically designed for small- and
medium-sized businesses, trust and asset management ser-
vices, and programs tailored to the Hispanic community,
including additional international wire transfer and money
remittance services. Customers of Cal Fed would have

84. A commenter asserted that. in light of allegations about the
subprime lending activities, securities-related activities, and other
banking services, the Board should find that Citigroup is not in
compliance with the BHC Act’s requirements for financial holding
companies. The Board notes that the requirements for financial hold-
ing company status are prescribed by statute and are met in this case.
See 12 U.S.C. § 1843()}(1)(B).

85. A commenter claimed that, in light of allegations about Citi-
group’s financial and managerial resources and the CRA performance
records of Citigroup’s affiliates, the Board should deny Citigroup’s
proposal because the proposed transaction cannot reasonably be ex-
pected to produce public benefits that would outweigh any likely
adverse effects.

access to an expanded branch and global ATM network and
internet banking services, including branches in numerous
states where Cal Fed has no branches. Citigroup customers, in
turn, would be able to take advantage of Cal Fed’s extensive
branch network in Southern California, where Citigroup has a
limited number of branches. Based on all the facts of record,
the Board has determined that consummation of the proposal
can reasonably be expected to produce public benefits that
would outweigh any likely adverse effects under the standard
of section 4(j)(2) of the BHC Act.

Conclusion

Based on the foregoing and all the facts of record, the
Board has determined that the notice should be, and hereby
is, approved.8¢

In reaching its conclusion, the Board has considered all
the facts of record in light of the factors that it is required
to consider under the BHC Act and other applicable stat-
utes.?” The Board’s approval is specifically conditioned on
compliance by Citigroup with all the commitments made
in connection with the notice and all the conditions in this

86. Several commenters requested that the Board hold public meet-
ings or hearings on the proposal. Section 4 of the BHC Act and the
Board’s rules thereunder provide for a hearing on a notice to acquire
nonbanking companies if there are disputed issues of material fact that
cannot be resolved in some other manner. 12 C.ER. 225.25(a)(2).
Under its rules, the Board also may, in its discretion, hold a public
meeting or hearing if appropriate to allow interested persons an
opportunity to provide relevant testimony when written comments
would not adequately present the persons’ views. The Board has
considered carefully these commenters’ requests in light of all the
facts of record. As explained above, Board staff attended a formal
meeting held by the OTS to clarify issues related to the notice and to
provide the public an opportunity to testify. Fifteen commenters
appeared and provided oral testimony at the formal meeting, including
elected representatives, municipal agencies, and members of commu-
nity groups from California, New York. and North Carolina. In
addition. the public comment period provided more than 45 days for
interested persons to submit written comments on the proposal, and
the Board received and considered written comments from approxi-
mately 70 persons who did not testify at the formal meeting. In the
Board’s view, the public has had ample opportunity to submit com-
ments on the proposal and, in fact, the commenters have submitted
extensive written comments and testimony that the Board has consid-
ered carefully in acting on the proposal. Commenters requesting
public meetings failed to identify disputed issues of fact that are
material to the Board’s decision that would be clarified by a public
meeting or hearing. In addition, commenters failed to demonstrate
why their written comments did not adequately present their views,
evidence, and allegations. They also have not shown why the formal
meeting and 45-day public comment period did not provide an ade-
quate opportunity for all interested parties to present their views and
concerns. For these reasons and based on all the facts of record, the
Board has determined that a public meeting or hearing is not required
or warranted in this case. Accordingly, the requests for public meet-
ings or hearings on the proposal are denied.

87. A number of commenters requested that the Board delay action
or extend the comment period on the proposal. Moreover, several
commenters who participated at the meeting requested that the Board
extend the public comment period on the proposal until after certain
requested documents were publicly released. Several commenters also
requested the Board to reconsider the decision by the Secretary of the
Board, acting under delegated authority, not to extend the comment
period.
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order. The Board’s determination also is subject to all the
conditions set forth in Regulation Y, including those in
sections 225.7 and 225.25(c) (12 C.FR. 225.7 and
225.25(c)), and to the Board’s authority to require such
modification or termination of the activities of a bank
holding company or any of its subsidiaries as the Board
finds necessary to ensure compliance with, and to prevent
evasion of, the provisions of the BHC Act and the Board’s
regulations and orders thereunder. For purposes of this
action, the commitments and conditions relied on by the
Board in reaching its decision are deemed to be conditions
imposed in writing by the Board in connection with its
findings and decision and, as such, may be enforced in
proceedings under applicable law.

The transaction shall not be consummated later than
three months after the effective date of this order, unless
such period is extended for good cause by the Board or by
the Federal Reserve Bank of New York, acting pursuant to
delegated authority.

By order of the Board of Governors, effective October
28, 2002.

Voting for this action: Chairman Greenspan, Vice Chairman Fergu-
son, and Governors Gramlich, Bies, Olson, Bernanke, and Kohn.

ROBERT DEV. FRIERSON
Deputy Secretary of the Board

Appendix A
Banking Markets in which Citigroup Competes Directly with
Golden State

California Banking
Markets

Los Angeles Los Angeles Ranally Metro Area (“RMA™) and the
towns of Acton, Rancho Santa Margarita, and

Rosamond.

San Francisco-Oakland-San Jose RMA and the towns
of Byron, Hollister, San Juan Bautista, Pescadero, and
Point Reyes Station.

San Francisco-
Oakland-San Jose

Nevada Banking
Markets

Las Vegas Las Vegas RMA.

The Board has accumulated a significant record in this case, includ-
ing reports of examination, confidential supervisory information, pub-
lic reports and information, and considerable public comment. As
noted above, Board staff participated in a formal meeting on July 8
and extended the initial 30-day comment period to 45 days for
participants at the meeting. During this comment period, a substantial
number of commenters provided timely information and views to the
Board. In the Board’s view, for the reasons discussed above, com-
menters have had ample opportunity to submit their views and, in fact,
have provided substantial written submissions that the Board has
considered carefully in acting on the proposal. Moreover, the BHC
Act and Regulation Y require the Board to act on proposals submitted
under their provisions within certain time periods. Based on a review
of all the facts of record, the Board has concluded that the record in
this case is sufficient to warrant action at this time, and that a further
delay in considering the proposal, a further extension of the comment
period, or a denial of the proposal on the grounds discussed above or
on the basis of informational insufficiency is not warranted.

Appendix B
Market Data

California

Los Angeles Citigroup operates the tenth largest depository
institution in the market, controlling deposits of
approximately $3 billion, representing approximately
1.9 percent of market deposits. Golden State operates
the eighth largest depository institution in the market,
controlling deposits of approximately $9.7 biilion,
representing approximately 3 percent of market
deposits. On consummation of the proposal, Citigroup
would operate the fourth largest depository institution
in the market, controlling deposits of $12.8 billion,
representing approximately 7.6 percent of market
deposits. One-hundred and forty-one depository
institutions would remain in the market. The HHI
would not increase.

San Francisco-
Oakland-San Jose

Citigroup operates the sixth largest depository
institution in the market, controlling deposits of
approximately $4.7 billion, representing approximately
3.5 percent of market deposits. Golden State operates
the twelfth largest depository institution in the market,
controlling deposits of approximately $6.3 billion,
representing approximately 2.3 percent of market
deposits. On consummation, Citigroup would operate
the third largest depository institution in the market,
controlling deposits of $10.9 billion, representing
approximately 7.9 percent of the market deposits.
Ninety depository institutions would remain in the
banking market. The HHI would not increase.

Nevada

Las Vegas Citigroup operates the third largest depository
institution in the market, controlling deposits of
approximately $1.4 billion, representing approximately
9.8 percent of market deposits. Golden State operates
the tenth largest depository institution in the market,
controlling deposits of approximately $504.6 million,
representing approximately 1.8 percent of market
deposits. On consummation of the proposal, Citigroup
would continue to operate the third largest depository
institution in the market, controlling deposits of
approximately $1.9 billion, representing approximately
13.1 percent of market deposits. Thirty-four depository
institutions would remain in market. The HHI would
increase by 23 points to 1548.

Appendix C
CRA Performance Evaluations of Citigroup

Subsidiary Depository CRA

Institution Rating Date Agency

Outstanding ~ October 15, 2001 OTS

1. Citibank Federal
Savings Bank, San
Francisco, California

. Citicorp Trust Bank,
FSB (formerly Travelers
Bank & Trust, FSB),
Newark, Delaware
3. Citibank, N.A., New

York, New York
4. Citibank Delaware, New  Satisfactory
Castle, Delaware
5. Citibank (New York
State). Pittsford, New
York
6. California Commerce
Bank, Century City,
California
7. Associates Capital Bank Outstanding September 27. 1999 FDIC
Inc., Salt Lake City,
Utah
8. Citibank (South Dakota), Outstanding May 24, 1999 OCC
N.A., Sioux Falls, South
Dakota
9. Citibank USA, N.A.
(formerly Hurley State
Bank), Sioux Falls,
South Dakota
10. Universal Financial
Corporation, Salt Lake
City, Utah
11. Citibank (Nevada).
N.A,, Las Vegas,
Nevada

w

Outstanding  February 5, 2001 OTS

Satisfactory  October 16, 2000 occC

May 15. 2000 FDIC
Outstanding  March 6, 2000 FDIC

Outstanding May 15, 2002 FDIC

Satisfactory ~ April 19, 2002 FDIC

Outstanding  July 2, 2002 FDIC

Outstanding  March 29, 1999 OCC
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ORDERS ISSUED UNDER INTERNATIONAL BANKING
AcT

China Merchants Bank
Shenzhen, People’s Republic of China

Order Approving Establishment of a Representative
Office

China Merchants Bank (“Bank’’), Shenzhen, People’s Re-
public of China, a foreign bank within the meaning of the
International Banking Act (“IBA”), has applied under sec-
tion 10(a) of the IBA (12 U.S.C. § 3107(a)) to establish a
representative office in New York, New York. The Foreign
Bank Supervision Enhancement Act of 1991, which
amended the IBA, provides that a foreign bank must obtain
the approval of the Board to establish a representative
office in the United States.

Notice of the application, affording interested persons an
opportunity to submit comments, has been published in a
newspaper of general circulation in New York, New York
(The New York Post, August 16, 2002). The time for filing
comments has expired, and all comments have been con-
sidered.

Bank, with total consolidated assets of approximately
$38.1 billion,! is a commercial bank offering retail and
wholesale banking services throughout China. China Steam
Navigation Co., Ltd., Beijing, People’s Republic of China,
which owns approximately 23.7 percent of Bank, is Bank’s
largest shareholder. No other shareholder directly or indi-
rectly owns 10 percent or more of Bank’s shares. Bank
currently conducts no activities in the United States.

The proposed representative oftice is intended to pro-
mote Bank’s products and services to existing and poten-
tial customers in the United States. It would conduct re-
search, act as a liaison with customers and correspondents
of Bank, solicit loans, execute loan documents, and solicit
purchasers of loans and parties to contract for the servicing
of loans. All decisions on credit extended by Bank would
be made at the head office.

In acting on an application to establish a representative
office, the IBA and Regulation K provide that the Board
shall take into account whether the foreign bank engages
directly in the business of banking outside of the United
States and has furnished to the Board the information it
needs to assess the application adequately. The Board also
shall take into account whether the foreign bank and any
foreign bank parent is subject to comprehensive supervi-
sion or regulation on a consolidated basis by its home
country supervisor (12 U.S.C. § 3107(a)(2)).2 In this re-

1. Unless otherwise indicated, data are as of June 30, 2002.

2. In assessing this standard, the Board considers, among other
factors, the extent to which the home country supervisors:

(i) Ensure that the bank has adequate procedures for monitoring

and controlling its activities worldwide;

(i) Obtain information on the condition of the bank and its subsid-

iaries and offices through regular examination reports, audit reports,

or otherwise:

gard, in the case of an application to establish a representa-
tive office, the standard with respect to home country
supervision would be met if the applicant bank is subject to
a supervisory framework that is consistent with the activi-
ties of the proposed office, taking into account the nature of
the activities and the operating record of the applicant.
(12 C.ER. 211.24(d)(2)). The Board may take into account
additional standards set forth in the IBA and Regulation K
12 US.C. § 3105(d)(3)-(4); 12 C.ER. 211.24(c)(2)).

As noted above, Bank engages directly in the business of
banking outside the United States. Bank also has provided
the Board with information necessary to assess the applica-
tion through submissions that address the relevant issues.

With respect to supervision by home country authorities,
the Board has considered the following information. The
People’s Bank of China (“PBOC”) is the licensing, regula-
tory, and supervisory authority for banks and all other
financial institutions in China, and, as such, is the home
country supervisor of Bank. The PBOC has pursued a
program of reforms intended to enhance bank supervision,
strengthen management of banks, reduce accumulation of
nonperforming loans, further tighten risk management, and
promote use of international accounting standards. The
PBOC authorizes the establishment of offices of banks
outside China, regulates these offices, and has taken steps
to implement annual on-site examinations of all foreign
offices of Chinese banks.

The Board previously has determined, in connection
with applications involving other banks from China, that
those banks were subject to a significant degree of supervi-
sion by the PBOC.? Bank is supervised by the PBOC on
substantially the same terms and conditions as those other
Chinese banks. Based on all the facts of record, it has been
determined that factors relating to the supervision of Bank
by its home country supervisor are consistent with ap-
proval of the proposed representative office.

The additional standards set forth in section 7 of the IBA
and Regulation K (see 12 U.S.C. § 3105(d)(3)-(4); 12 C.FR.
211.24(c)(2)) have also been taken into account. The PBOC
has no objection to the establishment of the proposed
representative office.

With respect to the financial and managerial resources of
Bank, taking into consideration Bank’s record of opera-
tions in its home country, its overall financial resources,
and its standing with its home country supervisor, financial
and managerial factors are consistent with approval of the

(iii) Obtain information on the dealings with and relationship be-

tween the bank and its affiliates, both foreign and domestic;

(iv) Receive from the bank financial reports that are consolidated

on a worldwide basis or comparable information that permits analy-

sis of the bank’s financial condition on a worldwide consolidated

basis;

(v) Evalvate prudential standards, such as capital adequacy and

risk asset exposure, on a worldwide basis. These are indicia of

comprehensive, consolidated supervision. No single factor is essen-

tial, and other elements may inform the Board’s determination.

3. See Agricultural Bank of China, 83 Federal Reserve Bulletin 617
(1997); Industrial and Commercial Bank of China, 83 Federal Re-
serve Bulletin 212 (1997).
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proposed representative office. Bank appears to have the
experience and capacity to support the proposed represen-
tative office and has established controls and procedures
for the proposed representative office to ensure compliance
with U.S. law.

Money laundering is a criminal offense in China and
banks are required to establish internal policies and proce-
dures for the detection and prevention of money launder-
ing. PBOC regulations require banks to adopt know-your-
customer policies, report suspicious transactions, and main-
tain an effective recordkeeping system. Additionally, the
PBOC has established an Anti-Money Laundering Office,
which is responsible for coordinating the anti-money laun-
dering efforts of banks and law enforcement. This office
may also coordinate and communicate with foreign agen-
cies established to prevent money laundering.

With respect to access to information on Bank’s opera-
tions, the restrictions on disclosure in relevant jurisdictions
in which Bank operates have been reviewed and relevant
government authorities have been communicated with re-
garding access to information. Bank has committed to
make available to the Board such information on the oper-
ations of Bank and any of its affiliates that the Board deems
necessary to determine and enforce compliance with the
IBA, the Bank Holding Company Act of 1956, as amended,
and other applicable federal law. To the extent that the
provision of such information to the Board may be prohib-
ited by law or otherwise, Bank has committed to cooperate
with the Board to obtain any necessary consents or waivers
that might be required from third parties for disclosure of
such information. In addition, subject to certain conditions,
the PBOC may share information on Bank’s operations
with other supervisors, including the Board. In light of
these commitments and other facts of record, and subject to
the condition described below, it has been determined that
Bank has provided adequate assurances of access to any
necessary information that the Board may request.

On the basis of all the facts of record, and subject to the
commitments made by Bank and the terms and conditions
set forth in this order, Bank’s application to establish the
representative office is hereby approved.* Should any re-
strictions on access to information on the operations or
activities of Bank or any of its affiliates subsequently
interfere with the Board’s ability to obtain information to
determine and enforce compliance by Bank or its affiliates
with applicable federal statutes, the Board may require or
recommend termination of any of Bank’s direct and indi-
rect activities in the United States. Approval of this appli-
cation also is specifically conditioned on compliance by
Bank with the commitments made in connection with this
application and with the conditions in this order.5 The

4. Approved by the Director of the Division of Banking Supervision
and Regulation, with the concurrence of the General Counsel, pursu-
ant to authority delegated by the Board. See 12 C.ER. 265.7(d)(12).

5. The Board’s authority to approve the establishment of the pro-
posed representative office parallels the continuing authority of the
State of New York to license offices of a foreign bank. The Board’s
approval of this application does not supplant the authority of the

commitments and conditions referred to above are condi-
tions imposed in writing by the Board in connection with
its decision and may be enforced in proceedings against
Bank and its affiliates under 12 U.S.C. § 1818.

By order, approved pursuant to authority delegated by
the Board, effective October 22, 2002.

ROBERT DEV. FRIERSON
Deputy Secretary of the Board

Eurohypo Aktiengesellschaft
Frankfurt, Germany

Order Approving Establishment of a Branch and
Representative Offices

Eurohypo Aktiengesellschaft (“Bank”), Frankfurt, Ger-
many, a foreign bank within the meaning of the Interna-
tional Banking Act (“IBA”), has applied under sections 7(d)
and 10(a) of the IBA (respectively, 12 U.S.C. §§ 3105(d) and
3107(a)) to establish a branch in New York, New York, and
representative offices in Chicago, Illinois, and Los Angeles,
California. The Foreign Bank Supervision Enhancement Act
of 1991, which amended the IBA, provides that a foreign
bank must obtain the approval of the Board to establish a
branch or representative office in the United States.

Notice of the application, affording interested persons an
opportunity to submit comments, has been published in
newspapers of general circulation in New York, New York
(New York Times, July 1, 2002); Chicago, Illinois (Chicago
Tribune, July 1, 2002); and Los Angeles, California
(Los Angeles Times, July 1, 2002). The time for filing com-
ments has expired, and all comments have been considered.

Bank, with total consolidated assets of approximately
$242 billion,! is the largest mortgage bank and the ninth
largest bank in Germany.?2 Bank primarily engages in real
estate and public sector financing activities. It also offers a
range of commercial banking services. Bank operates ten
offices in Germany, as well as offices in other countries in
Europe. On establishment of the proposed branch, Bank
would be a qualifying foreign banking organization within
the meaning of Regulation K (12 C.ER. 211.23(b)).

The proposed branch would offer a range of real estate
finance products and advice. The proposed representative
offices would market the products and services of the
proposed branch and otherwise support its activities.

In order to approve an application by a foreign bank to
establish a branch or representative office in the United

State of New York or its agent, the New York State Banking Depart-
ment (“Department”), to license the proposed office of Bank in
accordance with any terms or conditions that the Department may
impose.

1. Unless otherwise indicated, data are as of June 30, 2002.

2. Bank was formed in mid-2002 through the merger of the German
mortgage bank subsidiaries of Deutsche Bank AG, Dresdner Bank
AG, and Commerzbank AG, all foreign banks with significant U.S.
operations. Deutsche Bank, Dresdner Bank, and Commerzbank re-
spectively own 35.9, 29.1, and 35 percent of Bank’s voting shares.
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States, the IBA and Regulation K require the Board to
determine that the foreign bank applicant engages directly
in the business of banking outside of the United States, and
has furnished to the Board the information it needs to
assess the application adequately. The Board also shall take
into account whether the foreign bank and any foreign
bank parent is subject to comprehensive supervision or
regulation on a consolidated basis by its home country super-
visor (12 US.C. §§ 3105(d)(2) & 3107(a)2); 12 (a)(2);
12 C.FR. 211.24). 3 The Board may also take into account
additional standards as set forth in the IBA and Regulation
K (12 US.C. § 3105(d)(3)-(4); 12 C.ER. 211.24(c)(2)-(3)).

As noted above, Bank engages directly in the business of
banking outside the United States. Bank also has provided
the Board with information necessary to assess the applica-
tion through submissions that address the relevant issues.

With respect to supervision by home country authorities,
the Board previously has determined, in connection with
applications involving other German banks, including
Deutsche Hyp (one of Bank’s predecessors), Deutsche
Bank, Dresdner Bank, and Commerzbank, that those banks
were subject to home country supervision on a consoli-
dated basis.* Bank is supervised by the German Financial
Supervisory Agency on substantially the same terms and
conditions as those other German banks.> Based on all the
facts of record, it has been determined that Bank is, and
Bank’s foreign bank parents continue to be, subject to
comprehensive supervision and regulation on a consoli-
dated basis by their home country supervisor.

The additional standards set forth in section 7 of the IBA
and Regulation K (see 12 US.C. § 3105(d)(3)-(4);

3. In assessing this standard, the Board considers, among other
factors, the extent to which the home country supervisors:

(i) Ensure that the bank has adequate procedures for monitoring

and controlling its activities worldwide:

(ii) Obtain information on the condition of the bank and its subsid-

iaries and offices through regular examination reports, audit reports,

or otherwise;

(iii) Obtain information on the dealings with and relationship be-

tween the bank and its affiliates, both foreign and domestic;

(iv) Receive from the bank financial reports that are consolidated on a

worldwide basis or comparable information that permits analysis of the

bank’s financial condition on a worldwide consolidated basis;

(v) Evaluate prudential standards, such as capital adequacy and

risk asset exposure, on a worldwide basis. These are indicia of

comprehensive, consolidated supervision. No single factor is essen-
tial, and other elements may inform the Board’s determination.

4. See Landesbank Schleswig-Holstein Girozentrale, 88 Federal
Reserve Bulletin 399 (2002); Hamburgische Landesbank Girozen-
trale, 88 Federal Reserve Bulletin 397 (2002); Allgemeine Hypothek-
enBank Rheinboden AG, 88 Federal Reserve Bulletin 196 (2002);
DePfa Bank AG, 87 Federal Reserve Bulletin 710 (2001): RHEINHYP
Rheinische Hypothekenbank AG, 87 Federal Reserve Bulletin 558
(2001); Deutsche Hyp Deutsche Hypothekenbank, 86 Federal Reserve
Bulletin 658 (2000); Deutsche Bank AG, 85 Federal Reserve Bulletin
509 (1999); Westdeutsche ImmobilienBank, 85 Federal Reserve Bulle-
tin 346 (1999); Commerzbank AG, 85 Federal Reserve Bulletin 336
(1999); West Merchant Bank Limited, 81 Federal Reserve Bulletin 519
(1995).

5. On May 1, 2002, the German Federal Banking Supervisory Office
merged with the Federal Insurance Supervisory Office and the Securi-
ties Supervisory Office to create a single cross-sector structure for
financial supervision.

12 C.FR. 211.24(c)(2)) have also been taken into account.
The German Financial Supervisory Agency has no objec-
tion to the establishment of the proposed offices.

Germany’s risk-based capital standards are consistent
with those established by the Basel Capital Accord. Bank’s
capital is in excess of the minimum levels that would be
required by the Basel Capital Accord and is considered
equivalent to capital that would be required of a U.S.
banking organization. Managerial and other financial re-
sources of Bank also are considered consistent with approval,
and Bank appears to have the experience and capacity to
support the proposed branch. In addition, Bank has estab-
lished controls and procedures for the proposed branch to
ensure compliance with U.S. law, as well as controls and
procedures for its worldwide operations generally.

Germany is a member of the Financial Action Task
Force and subscribes to its recommendations regarding
measures to combat money laundering. In accordance with
these recommendations, Germany has enacted laws and
created legislative and regulatory standards to deter money
laundering. Money laundering is a criminal offense in Ger-
many, and credit institutions are required to establish internal
policies and procedures for the detection and prevention of
money laundering. Bank has established policies and pro-
cedures to ensure compliance with these requirements.

With respect to access to information on Bank’s opera-
tions, the restrictions on disclosure in relevant jurisdictions
in which Bank operates have been reviewed and relevant
government authorities have been communicated with re-
garding access to information. Bank and its parents have
committed to make available to the Board such informa-
tion on the operations of Bank and any of their affiliates
that the Board deems necessary to determine and enforce
compliance with the IBA, the Bank Holding Company Act
of 1956, as amended, and other applicable federal law. To
the extent that the provision of such information to the
Board may be prohibited by law or otherwise, Bank and its
parents have committed to cooperate with the Board to
obtain any necessary consents or waivers that might be
required from third parties for disclosure of such informa-
tion. In addition, subject to certain conditions, the German
Financial Supervisory Agency may share information on
Bank’s operations with other supervisors, including the
Board. In light of these commitments and other facts of
record, and subject to the condition described below, it has
been determined that Bank has provided adequate assur-
ances of access to any necessary information that the
Board may request.

On the basis of all the facts of record, and subject to the
commitments made by Bank and its parents, and the terms
and conditions set forth in this order, Bank’s application to
establish the branch and representative offices is hereby
approved.6 If any restrictions on access to information on
the operations or activities of Bank or any of its affiliates

6. Approved by the Director of the Division of Banking Supervision
and Regulation, with the concurrence of the General Counsel, pursu-
ant to authority delegated by the Board. See 12 C.FR. 265.7(d)(12).
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subsequently interfere with the Board’s ability to obtain
information to determine and enforce compliance by Bank
or its affiliates with applicable federal statutes, the Board
may require or recommend termination of any of Bank’s
direct and indirect activities in the United States. Approval
of this application also is specifically conditioned on com-
pliance by Bank and its parents with the commitments
made in connection with this application and with the
conditions in this order.” The commitments and conditions
referred to above are conditions imposed in writing by the
Board in connection with its decision and may be enforced
in proceedings against Bank and its affiliates under
12 US.C. § 1818.

By order, approved pursuant to authority delegated by
the Board, effective October 8, 2002.

ROBERT DEV. FRIERSON
Deputy Secretary of the Board

Fortis Bank S.A./N.V.
Brussels, Belgium

Order Approving Establishment of Branches

Fortis Bank S.A/N.V. (“Bank”), Brussels, Belgium, a
foreign bank within the meaning of the International Bank-
ing Act (“IBA”), has applied under section 7(d) of the IBA
(12 U.S.C. § 3105(d)) to establish branches in New York,
New York, and Stamford, Connecticut. The Foreign Bank
Supervision Enhancement Act of 1991, which amended the
IBA, provides that a foreign bank must obtain the approval
of the Board to establish a branch in the United States.
Notice of the application, affording interested persons an
opportunity to comment, has been published in newspapers
of general circulation in New York, New York (Daily
News, April 24, 2002), and Stamford, Connecticut (The
Advocate, April 24, 2002). The time for filing comments
has expired, and all comments have been considered.
Bank, with total assets of $329 billion, is the largest
bank in Belgium.! Bank is a subsidiary of Fortis Brussels
S.A/N.V. (“Fortis Brussels’), Brussels, Belgium, which
holds 99.7 percent of Bank’s shares. Fortis Brussels is
50-percent-owned by Fortis S.A./N.V., Brussels, Belgium,
and 50-percent-owned by Fortis N.V., Utrecht, Nether-
lands. The Fortis Group, which consists of Fortis S.A./N.V.
and Fortis N.V. and the group of companies owned and/or
controlled by them, is primarily engaged in banking, insur-
ance, and investment and has operations throughout the
world. Virtually all of the banking operations of the group
are conducted by Bank and its direct and indirect subsidiar-
ies. Bank provides a wide range of financial products and

7. The authority to approve the establishment of the branch and
representative offices parallels the authority of the States of New
York, Illinois, and California to license offices of a foreign bank. The
approval of this application does not supplant the authority of those
states or their agents to license the offices of Bank in accordance with
any terms or conditions that they may impose.

L. Asset data are as of December 31, 2001.

services, including retail, merchant, and private banking as
well as asset management.

The Fortis Group currently has no banking operations in
the United States, but engages through nonbank subsidiar-
ies in a broad range of financial activities, including insur-
ance activities.?

The proposed New York branch would engage in deposit
taking, lending, foreign exchange activities, certain deriva-
tives transactions, and securities investment activities. The
proposed Connecticut branch would engage in lending and
other financing activities and would not take any deposits
other than those permitted for a corporation organized
under section 25A of the Federal Reserve Act.

In order to approve an application by a foreign bank to
establish a branch in the United States, the IBA and Regu-
lation K require the Board to determine that the foreign
bank applicant engages directly in the business of banking
outside of the United States, and has furnished to the Board
the information it needs to assess the application ade-
quately. The Board also shall take into account whether the
foreign bank and any foreign bank parent is subject to
comprehensive supervision or regulation on a consolidated
basis by its home country supervisor (12 U.S.C.

§ 3105(d)(2) § 3107(a)(2); 12 C.FR. 211.24).3 The Board
may also take into account additional standards as set forth
in the IBA and Regulation K (12 U.S.C. § 3105(d)(3)-(4);
12 C.ER. 211.24(c)(2)-(3)).

As noted above, Bank engages directly in the business of
banking outside the United States. Bank also has provided
the Board with information necessary to assess the applica-
tion through submissions that address the relevant issues.

With respect to supervision by home country authorities,
the Board previously has determined, in connection with
applications involving other banks in Belgium, that those
banks were subject to home country supervision on a
consolidated basis.4 Bank is supervised by the Belgian

2. Bank and its parent companies have elected to be treated as
financial holding companies by filing a declaration in connection with
Bank’s application to establish banking offices in the United States.

3. In assessing this standard, the Board considers, among other
factors, the extent to which the home country supervisors:

(i) Ensure that the bank has adequate procedures for monitoring

and controlling its activities worldwide;

(i1} Obtain information on the condition of the bank and its subsid-

iaries and offices through regular examination reports, audit reports,

or otherwise;

(iii) Obtain information on the dealings with and relationship be-

tween the bank and its affiliates, both foreign and domestic;

(iv) Receive from the bank financial reports that are consolidated

on a worldwide basts or comparable information that permits analy-

sis of the bank’s financial condition on a worldwide consolidated
basis;

(v) Evaluate prudential standards, such as capital adequacy and

risk asset exposure, on a worldwide basis. These are indicia of

comprehensive, consolidated supervision. No single factor is essen-
tial, and other elements may inform the Board’s determination.

4. See Artesia Banking Corporation, 88 Federal Reserve Bulletin
253 (2002); Dexia Project and Public Finance International Bank, 86
Federal Reserve Bulletin 289 (2000); KBC Bank, N.V., 85 Federal
Reserve Bulletin 832 (1999); Credit Communal de Belgique, 82 Fed-
eral Reserve Bulletin 104 (1996). See also footnote 5.
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Banking and Finance Commission on substantially the
same terms and conditions as those other banks. Based on
all the facts of record, it has been determined that Bank is
subject to comprehensive supervision on a consolidated
basis by its home country supervisor.

The Board has also taken into account the additional
standards set forth in section 7 of the IBA and Regulation K
(see 12US.C. § 3105(d)(3)-(4); 12 C.ER. 211.24(c)(2)-(3)).
The Belgian Banking and Finance Commission has no
objection to the establishment of the proposed branches.

Belgium’s risk-based capital standards conform to the
European Union capital standards, which are consistent
with those established by the Basel Capital Accord. Bank’s
capital is in excess of the minimum levels that would be
required by the Basel Capital Accord and is considered
equivalent to capital that would be required of a U.S.
banking organization. Managerial and other financial re-
sources of Bank also are considered consistent with ap-
proval, and Bank appears to have the experience and
capacity to support the proposed branches. In addition,
Bank has established controls and procedures for the pro-
posed branches to ensure compliance with U.S. law, as well
as controls and procedures for its worldwide operations
generally.

Belgium is a member of the Financial Action Task Force
and subscribes to its recommendations on measures to
combat money laundering. In accordance with these rec-
ommendations, Belgium has enacted laws and created leg-
islative and regulatory standards to deter money launder-
ing. Money laundering is a criminal offense in Belgium,
and financial institutions are required to establish internal
policies, procedures, and systems for the detection and
prevention of money laundering throughout their world-
wide operations. Bank has policies and procedures to com-
ply with these laws and regulations. Bank’s compliance
with applicable laws and regulations is monitored by the
Belgian Banking and Finance Commission and Bank’s
internal and external auditors.

With respect to access to information about Bank’s
operations, the Board has reviewed the restrictions on
disclosure in relevant jurisdictions in which Bank operates
and has communicated with relevant government authori-

5. In reaching this view, the oversight of the Fortis Group as a
whole has been considered. Under an agreement to coordinate the
exercise of their respective supervisory powers, the banking and
insurance supervisory authorities in Belgium and the Netherlands
have designated the Belgian Banking and Finance Commission as the
supervisory coordination authority for the entire Fortis Group. The
banking regulators in Belgium, the Netherlands, and Luxembourg
have also entered into a memorandum of understanding to cooperate
with each other in the consolidated supervision of the banking activi-
ties of the Fortis Group.

ties regarding access to information. Bank and its ultimate
parents have committed to make available to the Board
such information on the operations of Bank and any of its
affiliates that the Board deems necessary to determine and
enforce compliance with the IBA, the Bank Holding Com-
pany Act, and other applicable federal law. To the extent
that the provision of such information to the Board may be
prohibited by law or otherwise, Bank and its ultimate
parents have committed to cooperate with the Board to
obtain any necessary consents or waivers that might be
required from third parties for disclosure of such informa-
tion. In addition, subject to certain conditions, the Belgian
Banking and Finance Commission may share information
on Bank’s operations with other supervisors, including the
Board. In light of these commitments and other facts of
record, and subject to the condition described below, it has
been determined that Bank has provided adequate assur-
ances of access to any necessary information that the
Board may request.

On the basis of all the facts of record, and subject to the
commitments made by Bank, as well as the terms and
conditions set forth in this order, Bank’s application to
establish branches is hereby approved.® Should any restric-
tions on access to information on the operations or activi-
ties of Bank and its affiliates subsequently interfere with
the Board’s ability to obtain information to determine and
enforce compliance by Bank or its affiliates with applicable
federal statutes, the Board may require termination of any
of Bank’s direct or indirect activities in the United States.
Approval of this application also is specifically conditioned
on compliance by Bank with the commitments made in
connection with this application and with the conditions in
this order.” The commitments and conditions referred to
above are conditions imposed in writing by the Board in
connection with its decision and may be enforced in pro-
ceedings under 12 U.S.C. § 1818 against Bank and its affil-
iates.

By order, approved pursuant to authority delegated by
the Board, effective October 8, 2002.

ROBERT DEV. FRIERSON
Deputy Secretary of the Board

6. Approved by the Director of the Division of Banking Supervision
and Regulation, with the concurrence of the General Counsel, pursu-
ant to authority delegated by the Board.

7. The Board’s authority to approve the establishment of the pro-
posed branches parallels the continuing authority of the States of
Connecticut and New York to license offices of a foreign bank. The
Board’s approval of this application does not supplant the authority of
the State of Connecticut Department of Banking and the New York
State Banking Department to license the proposed offices of Bank in
accordance with any terms or conditions that they may impose.
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APPLICATIONS APPROVED UNDER BANK HOLDING COMPANY ACT

By Federal Reserve Banks

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies are available upon request to

the Reserve Banks.

Section 3

Applicant(s)

Bank(s)

Reserve Bank

Effective Date

Allegheny Bancshares, Inc.,
Franklin, West Virginia

Banknorth Group, Inc.,
Portland, Maine

Beltline Bancshares, Inc.,
Garland, Texas
Security Bank Holding Company,
Wilmington, Delaware
Capital Bank Corporation,
Raleigh, North Carolina
Commerce Bancshares, Inc.,
White Castle, Louisiana
Commerce Holding Corporation,
Corinth, Mississippi
Cypress Bankshares, Inc.,
Palm Coast, Florida
Fidelity Company,
Dyersville, lowa

Financial Corporation of Louisiana,
Crowley, Louisiana

Franklin Bancorp, Inc.,
Southfield, Michigan
Greater Sacramento Bancorp,
Sacramento, California
IB Bancshares, Inc.,
McKinney, Texas
VB Bancshares, Inc.,
Wilmington, Delaware
JCO Ventures, LLC,
Union, South Carolina
JCO Partners, L.P,
Union, South Carolina
JCO Partners I, L.P,
Union, South Carolina
HAO Partners, L.P,
Union, South Carolina
HAO Partners II, L.P,
Union, South Carolina
HAO Management Company, LLC,
Union, South Carolina
FOJ Partners, L.P,,
Union, South Carolina
FOI Partners, I, L.P.,
Union, South Carolina

Pendleton County Bank,
Franklin, West Virginia

Warren Bancorp, Inc.,

Warren Five Cents Savings Bank,
Peabody, Massachusetts

Security Bank, National Association,
Garland, Texas

High Street Corporation,
Asheville, North Carolina
The Bank of Commerce,
White Castle, Louisiana
Commerce National Bank,
Corinth, Mississippi
Cypress Bank,
Palm Coast, Florida
Worthington Bancorporation,
Worthington, lowa
State Bank,
Worthington, lowa
Security Acadia Bancshares, Inc.,
Rayne, Louisiana

Rayne State Bank and Trust Company,

Rayne, Louisiana
Franklin Bank, National Association,
Southfield, Michigan
Bank of Sacramento,
Sacramento, California
Independent Bank,
McKinney, Texas

Richmond

Boston

Dallas

Richmond
Atlanta
St. Louis
Atlanta

Chicago

Atlanta

Chicago

San Francisco

Dallas

Richmond

October 10, 2002

September 19, 2002

October 22, 2002

September 27, 2002
October 21, 2002
October 25, 2002
October 3, 2002

October 22, 2002

Qctober 11, 2002

October 8, 2002

October 10, 2002

Qctober 29, 2002

October 22, 2002
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Section 3—Continued

Applicant(s) Bank(s) Reserve Bank Effective Date

FOJ Management Company, LLC,
Union, South Carolina

Frances W. Arthur Irrevocable Trust
No. 2 for the Benefit of Frances

Oxner Jorgenson,
Union, South Carolina
Arthur State Bancshares, Inc.,
Union, South Carolina
Chesnee State Bancshares, Inc.,
Chesnee, South Carolina
Woodruff State Bancshares, Inc.,
Woodruff, South Carolina

Kilmichael Bancorp., Inc., Bank of Kilmichael, St. Louis October 8, 2002
Kilmichael, Mississippi Kilmichael, Mississippi
Linn Holding Company, South Gasconade Investment St. Louis September 27, 2002
Linn, Missouri Corporation,
Owensville, Missouri
Chester 1 Bank,
Owensville, Missouri
Local Financial Corporation, Citizens Financial Corp., Kansas City October 25, 2002
Oklahoma City, Oklahoma Midwest City, Oklahoma
Local Oklahoma Bank, N.A., U.S. National Bank,
Oklahoma City, Oklahoma Midwest City, Oklahoma
Marquette Financial Companies, CBA Bancshares, Inc., Minneapolis September 26, 2002
Minneapolis, Minnesota Minneapolis, Minnesota
Community Bank of Arizona, N.A.,
Wickenburg, Arizona
Merchants and Manufacturers Fortress Bancshares, Inc., Chicago October 7, 2002
Bancorporation Inc., Westby, Wisconsin
New Berlin, Wisconsin Fortress Holdings, Inc.,
Merchants Merger Corp., Westby, Wisconsin
New Berlin, Wisconsin Fortress Bank of Westby,
Westby, Wisconsin
Fortress Bank of Cresco,
Cresco, lowa
Fortress, Bank, NA,
Houston, Minnesota
Putnam-Greene Financial The Citizens Bank of Cochran, Atlanta October 28, 2002
Corporation, Cochran, Georgia
Eatonton, Georgia
Resource Bankshares, Inc., Resource Bank, Atlanta September 30, 2002
Mandeville, Louisiana Mandeville, Louisiana
SCB Bancorp, Inc., Summit Community Bank, Chicago October 18, 2002

East Lansing, Michigan

Summit Bancshares, Inc.,
Prescott, Arizona

Texas Regional Bancshares, Inc.,
McAllen, Texas

Texas Regional Delaware, Inc.,
Wilmington, Delaware

East Lansing, Michigan
Summit Bank,
Prescott, Arizona
San Juan Bancshares, Inc.,
San Juan, Texas
San Juan Delaware Financial
Corporation,
Dover, Delaware
Texas Country Bank,
San Juan, Texas

Kansas City

Dallas

October 11, 2002

October 10, 2002
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Section 3—Continued

Applicant(s)

Bank(s)

Reserve Bank

Effective Date

Valley Commerce Bancorp,
Visalia, California

Section 4

Bank of Visalia,
Visalia, California

San Francisco

September 30, 2002

Applicant(s)

Nonbanking Activity/Company

Reserve Bank

Effective Date

CIB Marine Bancshares, Inc.,
Pewaukee, Wisconsin

Crystal Valley Financial
Corporation,
Middlebury, Indiana

First Banks, Inc.,
St. Louis, Missouri

Four Qaks Fincorp, Inc.,
Four Oaks, North Carolina

Gold Banc Corporation, Inc.,
Leawood, Kansas

Salin Bancshares, Inc.,
Indianapolis, Indiana

Sections 3 and 4

ComCor Mortgage Corporation,
Waukesha, Wisconsin

Mortgage Services, Inc.,
Bloomington, Illinois

Pedcor Investments-2001-L1 L.P,
Middlebury, Indiana

Allegiant Bancorp, Inc.,
St. Louis, Missouri

Four Oaks Mortgage Services, L.L.C,,
Four QOaks, North Carolina

George K. Baum Trust Company,
Kansas City, Missouri

Blue River Federal Savings Bank,
Edinburgh, Indiana

Chicago

Chicago

St. Louis
Richmond
Kansas City

Chicago

October 30, 2002

October 30, 2002

October 22, 2002
October 30, 2002
October 22, 2002

October 18, 2002

Applicant(s)

Nonbanking Activity/Company

Reserve Bank

Effective Date

Sumitomo Mitsui Financial Group,
Inc.,
Tokyo, Japan

Sumitomo Mitsui Banking Corporation,
Tokyo, Japan

Manufacturers Bank,
Los Angeles, California

APPLICATIONS APPROVED UNDER BANK MERGER ACT

By Federal Reserve Banks

San Francisco

Qctober 9, 2002

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies are available upon request to

the Reserve Banks.

Applicant(s)

Bank(s)

Reserve Bank

Effective Date

Blue River Federal Savings Bank,
Edinburgh, Indiana

CornerStone State Bank,
Le Sueur, Minnesota

First Bank of Medicine Lodge,
Medicine Lodge, Kansas

The Fuji Bank and Trust Company,
New York, New York

Heritage Bank of Commerce,
San Jose, California

Salin Bank and Trust Company,
Indianapolis, Indiana
First National Bank of the North,
Sandstone, Minnesota
INTRUST Bank, NA,
Wichita, Kansas
Industrial Bank of Japan Trust
Company,
New York, New York
Bank of Los Altos,
Los Altos, California

Chicago
Minneapolis
Kansas City

New York

San Francisco

October 18, 2002
September 30, 2002
September 27, 2002

October 11, 2002

October 7, 2002
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Applications Approved Under Bank Merger Act—Continued

Applicant(s) Bank(s)

Reserve Bank Effective Date

Heritage Bank of Commerce,
San Jose, California
Sand Ridge Bank,
Highland, Indiana
Sand Ridge Bank,
Highland, Indiana
Texas State Bank,
McAllen, Texas

Flora, Indiana

San Juan, Texas

PENDING CASES INVOLVING THE BOARD OF GOVERNORS

This list of pending cases does not include suits against the
Federal Reserve Banks in which the Board of Governors is not
named a party.

Albrecht v. Board of Governors, No. 02-5325 (D.C. Cir,, filed
October 18, 2002). Appeal of district court order dismissing
challenge to the method of funding of the retirement plan
for certain Board employees.

Sedgwick v. United States, No. 02-1083 (ESH) (D.D.C., filed
June 4, 2002). Complaint for declaratory judgment under
the Federal Tort Claims Act and the constitution. On Octo-
ber 15, 2002, the district court dismissed the action.

Caesar v. United States, No. 02-0612 (EGS) (D.D.C.), re-
moved on April 1, 2002 from No. 02-1502 (D.C. Superior
Court, originally filed March 1, 2002). Action seeking dam-
ages for personal injury.

Heritage Bank East Bay,
Fremont, California
The Bright National Bank,

The National Bank of Hastings,
Hastings, Michigan
Texas Country Bank,

San Francisco October 3, 2002

Cleveland Qctober 22, 2002
Cleveland October 22, 2002
Dallas October 10, 2002

Community Bank & Trust v. United States, No. 01-571C (Ct.
Fed. Cl., filed October 3, 2001). Action challenging on
constitutional grounds the failure to pay interest on reserve
accounts held at Federal Reserve Banks.

Radfar v. United States, No. 1:01CV1292 (PLF) (D.D.C.,
complaint filed June 11, 2001). Action under the Federal
Tort Claims Act for injury on Board premises. On October
3, 2002, the parties dismissed the action by stipulation.

Artis v. Greenspan, No. 01-CV-0400(ESG) (D.D.C., complaint
filed February 22, 2001). Employment discrimination ac-
tion. On August 15, 2001, the district court consolidated the
action with Artis v. Greenspan, No. 99-CV-2073 (EGS)
(D.D.C., filed August 3, 1999), also an employment dis-
crimination action.

Fraternal Order of Police v. Board of Governors, No.
1:98CV03116 (WBB)(D.D.C,, filed December 22, 1998). De-
claratory judgment action challenging Board labor practices.
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A4
A5

A6

A7
A8
A9

Al0
All

Al2

Al5
Al6
Al7
Al9
A20

A23
A24

GUIDE TO TABLES

DOMESTIC FINANCIAL STATISTICS

Money Stock and Bank Credit

Reserves and money stock measures

Reserves of depository institutions and Reserve Bank
credit

Reserves and borrowings—Depository

institutions

Policy Instruments

Federal Reserve Bank interest rates
Reserve requirements of depository institutions
Federal Reserve open market transactions

Federal Reserve Banks

Condition and Federal Reserve note statements
Maturity distribution of loan and security
holding

Monetary and Credit Aggregates

Aggregate reserves of depository institutions
and monetary base

3 Money stock measures

Commercial Banking Institutions—
Assets and Liabilities

All commercial banks in the United States
Domestically chartered commercial banks
Large domestically chartered commercial banks
Small domestically chartered commercial banks
Foreign-related institutions

Financial Markets

Commercial paper outstanding

Prime rate charged by banks on short-term
business loans

Interest rates—Money and capital markets
Stock market—Selected statistics

A25
A25

A27

A28

A29

A30

A30
A3l

A32
A33

A34
A34

A35
A37
A38
A39

A40
A42

Federal Finance

Federal debt subject to statutory limitation
Gross public debt of U.S. Treasury—
Types and ownership

U.S. government securities
dealers—Transactions

U.S. government securities dealers—
Positions and financing

Federal and federally sponsored credit
agencies—Debt outstanding

Securities Markets and Corporate Finance

New security issues—Tax-exempt state and local
governments and corporations

Open-end investment companies—Net sales

and assets

Domestic finance companies—Assets and liabilities
Domestic finance companies—Owned and managed
receivables

Real Estate

Mortgage markets—New homes
Mortgage debt outstanding

Consumer Credit

Total outstanding
Terms

Flow of Funds

Funds raised in U.S. credit markets
Summary of financial transactions
Summary of credit market debt outstanding
Summary of financial assets and liabilities

DOMESTIC NONFINANCIAL STATISTICS

Selected Measures

Output, capacity, and capacity utilization
Industrial production—Indexes and gross value
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Discontinuation of Certain Statistical Tables in the Federal Reserve Bulletin

The following ten tables have been discontinued in the Financial and Business Statistics section of the Federal Reserve
Bulletin. Information on the sources of data in these tables appears in the Announcements section of the June 2002 issue of
the Bulletin, page 290.

Discontinued tables:

1.38 1.39 1.48 2.10 2.11

2.14 2.15 2.16 2.17 in

Page numbers of the tables in the Financial and Business Statistics section have been revised.
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Guide to Tables

SYMBOLS AND ABBREVIATIONS

c Corrected

e Estimated

na. Not available

n.e.c. Not elsewhere classified

p Preliminary

r Revised (Notation appears in column heading
when about half the figures in the column have
been revised from the most recently published
table.)

* Amount insignificant in terms of the last decimal
place shown in the table (for example, less than
500.000 when the smallest unit given is in millions)

0 Calculated to be zero

. Cell not applicable

ABS Asset-backed security

ATS Automatic transfer service

BIF Bank insurance fund

CD Certificate of deposit

CMO Collateralized mortgage obligation

CRA Community Reinvestment Act of 1977

FAMC Federal Agriculture Mortgage Corporation

FFB Federal Financing Bank

FHA Federal Housing Administration

FHLBB Federal Home Loan Bank Board

FHLMC Federal Home Loan Mortgage Corporation

FmHA Farmers Home Administration

FNMA Federal National Mortgage Association

FSA Farm Service Agency

FSLIC Federal Savings and Loan Insurance Corporation

G-7 Group of Seven

GENERAL INFORMATION

In many of the tables, components do not sum to totals because of

rounding.

Minus signs are used to indicate (1) a decrease, (2) a negative
figure, or (3) an outflow.

“U.S. government securities” may include guaranteed issues
of U.S. government agencies (the flow of funds figures also

G-10
GDP
GNMA
GSE
HUD

IMF
10s
IPCs
IRA
MMDA
MSA
NAICS
NOW
OCDs
OPEC
OTS
PMI
POs
REIT
REMICs
RHS

RTC
SCO
SDR
SIC
TIIS
VA

Group of Ten

Gross domestic product

Government National Mortgage Association

Government-sponsored enterprise

Department of Housing and Urban
Development

International Monetary Fund

Interest only, stripped, mortgage-backed securities

Individuals, partnerships, and corporations

Individual retirement account

Money market deposit account

Metropolitan statistical area

North American Industry Classification System

Negotiable order of withdrawal

Other checkable deposits

Organization of Petroleum Exporting Countries

Office of Thrift Supervision

Private mortgage insurance

Principal only, stripped, mortgage-backed securities

Real estate investment trust

Real estate mortgage investment conduits

Rural Housing Service

Repurchase agreement

Resolution Trust Corporation

Securitized credit obligation

Special drawing right

Standard Industrial Classification

Treasury inflation-indexed securities

Department of Veterans Affairs

include not fully guaranteed issues) as well as direct obliga-
tions of the U.S. Treasury.

“State and local government” also includes municipalities,
special districts, and other political subdivisions.



A4  Domestic Financial Statistics [] December 2002

1.10 RESERVES AND MONEY STOCK MEASURES

Percent annual rate of change, seasonally adjusted!

2001 2002 2002
Monetary or credit aggregate
4 Q1 Q2 Q3 May June July Aug. Sept.
Reserves of depository institutions?
TTotal oo -31.2 -9.7 -16.3 -4 —48.4 4.6 12.0 12.17 -23.1
2 Required . .. 22.1 -9.3 -154 -3.1 -519 5.7 83 4.2 -19.1
3 Nonborrowed . -21.4 94 -16.9 -19 —49.8 37 10.6 78 —-20.1
4 Monetary base® .. ...t 6.4 9.1 8.1 71 73 11.2 85 4.1 .6
Concepts of money*
5 M1 2.1 5.8 -6 2.8 6.6 72 8.0 -13.8 84
6 9.5 58 34 10.2 14.1 74 12.8 9.4 51
7 123 5.0 3.3 83 11.8" 5.9° 8.3 10.7 39
Nontransaction components
8 I M2S e 11.5 5.8 4.5 12.2 16.1 74 142 15.7 42
9 In M3 only® 185 35 33 4.1 6.9 2.8" -1.3 1357 1.2
Time and savings deposits
Commercial banks
10 Savings, including MMDAs ..................... .ol 23.2 204 13.3 21.0 256 13.6" 17.0 32.6 16.9
11 Small time’ -12.1 -15.3 -4.9 5.7 9.0 -6 -8.0 ~10.8° —-14.0
12 Large time®d .. .o e -9.3 4.8 11.3 45 19.5 -3.1 7.5" 2.9 -1.4
Thrift institutions
13 Savings, including MMDAs .............. .. ... .. . 273 25.6 221 21.0 14.9 16.2¢ 22.7 24.5° 213
14 Small time’ -11.0 ~15.7 -14.8° -84 -29.0° -10.8 ~4.3 -3.1r -6.3
15  Large time® 2.6 -8 -8.4 -23 -29.3 -16.1 i1 16.3 64
Money market mutual funds
16 Retail ..o 79 -94 -10.1 17 18.6 9 23.1 -7 -18.6
17 Institution-only . . 495 -3 28 .1 10.6 10.7 —4.8 =15 -13.8
Repurchase agreements and eurodollars
18 Repurchase agreements'® .. ......... ... ... ... ... oo N 9.6 -5.6 24.7 0 5.8 -35 80.2 574
19 Eurodollars'® .. ... e —4.8 2.1 2.5 -7.0 =21.1" =17.1 ~7.8 14.6 -133

1. Unless otherwise noted, rates of change are calculated from average amounts outstand-
ing during preceding month or quarter.

2. Figures incorporate adjustments for discontinuities, or “breaks,” associated with regula-
tory changes in reserve requirements (See also table 1.20.)

3. The seasonally adjusted, break-adjusted monetary base consists of (1) seasonally
adjusted, break-adjusted total reserves (line 1), plus (2) the seasonally adjusted currency
component of the money stock, plus (3) (for all quarterly reporters on the “Report of
Transaction Accounts, Other Deposits and Vault Cash” and for all weekly reporters whose
vault cash exceeds their required reserves) the seasonally adjusted, break-adjusted difference
between current vault cash and the amount applied to satisfy current reserve requirements.

4. Composition of the money stock measures is as follows:

MI: (1) currency outside the U.S. Treasury, Federal Reserve Banks, and the vaults of
depository institutions, (2) travelers checks of nonbank issuers, (3) demand deposits at all
commercial banks other than those owed to depository institutions, the U.S. government, and
foreign banks and official institutions, less cash items in the process of collection and Federal
Reserve float, and (4) other checkable deposits (OCDs), consisting of negotiable order of
withdrawal (NOW) and automatic transfer service (ATS) accounts at depository institutions,
credit union share draft accounts, and demand deposits at thrift institutions. Seasonally
adjusted M1 is computed by summing currency, travelers checks, demand deposits, and
OCDs, each seasonally adjusted separately.

M2: M1 plus (1) savings (including MMDAs), (2) small-denomination time deposits (time
deposits—including retail RPs—in amounts of less than $100,000), and (3) balances in retail
money market mutual funds. Excludes individual retirement accounts (IRAs) and Keogh
balances at depository institutions and money market funds.

Seasonally adjusted M2 is calculated by summing savings deposits, small-denomination

time deposits, and retail money fund balances, each seasonally adjusted separately, and
adding this result to seasonally adjusted M1.

M3: M2 plus (1) large-denomination time deposits (in amounts of $100,000 or more), (2)
balances in institutional money funds, (3) RP liabilities (overnight and term) issued by all
depository institutions, and (4) eurodollars (overnight and term) held by U.S. residents at
foreign branches of U.S. banks worldwide and at all banking offices in the United Kingdom
and Canada. Excludes amounts held by depository institutions, the U.S. government, money
market funds, and foreign banks and official institutions. Seasonally adjusted M3 is calculated
by summing large time deposits, institutional money fund balances, RP liabilities, and
eurodollars, each seasonally adjusted separately, and adding this result to seasonally adjusted
M2.

5. Sum of (1) savings deposits (including MMDAs), (2) small time deposits, and (3) retail
money fund balances, each seasonally adjusted separately.

6. Sum of (1) large time deposits, (2) institutional money fund balances, (3) RP liabilities
(overnight and term) issued by depository institutions, and (4) eurodollars (overnight and
term) of U.S. addressees, each seasonally adjusted separately.

7. Small time deposits—including retail RPs—are those issued in amounts of less than
$100,000. All IRA and Keogh account balances at commercial banks and thrift institutions
are subtracted from small time deposits.

8. Large time deposits are those issued in amounts of $100,000 or more, excluding those
booked at international banking facilities.

9. Large time deposits at commercial banks less those held by money market funds,
depository institutions, the U.S. government, and foreign banks and official institutions,

10. Includes both overnight and term.
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1.11 RESERVES OF DEPOSITORY INSTITUTIONS AND RESERVE BANK CREDIT!

Miilions of dollars

dlz;lli'raﬁggi?:s Average of daily figures for week ending on date indicated
Factor 2002 2002
July Aug. Sept. Aug, 14 Aug. 21 Aug. 28 Sept. 4 Sept. 11 Sept. 18 Sept. 25
SUPPLYING RESERVE FUNDs
1 Reserve Bank credit outstanding . ............... 657,336 656,967 659,221 653,460 658,633 655,623 665,111 658,197 657,910 655,922
U.S. government securities?
2 Bought outright—System account® .......... 595,271 601,681 604,667 600,217 602,139 603,770 603,083 604,092 605,114 605,242
3 Held under repurchase agreements .......... 0 0 0 0 0 0 0 0 0 0
Federal agency obligations
4 Boughtoutright ......................... 10 10 10 10 10 10 i0 10 10 10
5 Held under repurchase agreemems . 0 0 0 0 0 0 0 0 0 0
6  Repurchase agreeements—mpany .. 22,363 16,532 16,617 13,321 19,500 13,464 23,821 16,857 15,500 12,214
T ACCEptances ..........................o.. 0 0 0 0 0 o 0 0 0 0
Loans to depository i
8 Adjustment credit . 19 191 14 15 2 783 93 i 7 1
9 Seasonal credit . 176 187 168 181 191 198 177 164 162 168
10 Special Liquidity Facnllly credit . . 0 0 0 0 0 0 0 0 0 0
11 Extended credit ............ .. .. 0 0 0 0 0 0 0 0 0 0
12 Float .................... .. -171 =31 —-262 =714 -308 ~48 111 —643 ~762 47
13 Other Federal Reserve assets ................. 39,668 38,676 38,008 40,429 37,099 37,447 37,816 37,717 37,880 38,239
14 Goldstock ................ ... ..ol 11,044 11,042 11,042 11,042 11,042 11,042 11,042 11,042 11,042 11,042
15 Special drawing rights certificate account . . .. 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200
16 Treasury currency outstanding ................. 33,996 34,1347 34,276 34,096" 34,147" 34197 34,247 34,261 34,275 34,289
ABSORBING RESERVE FUNDS
17 Currency in circulation ...................... B 660,865" 661,577 660,893 660,401" 660,018’ 664,329 663,557 661,147 659,704
18 Reverse repurchase agreements—triparty* .. 0 0 0 0 0 0 0 0 0 0
19 Treasury cash holdings ...................... 373 367 381 371 369 361 361 364 372
Deposits, other than reserve balances,
with Federal Reserve Banks
200 Treasury ...........o.iiiiiiiiiiiii 5279 5.068 5.838 4,896 4,387 6,013 4,795 5,009 5,773 6,832
21 Foreign ............. ... ... 91 95 101 76 129 78 94 130 106 80
22 Service-related balances and adjustments . 10,171 10,168 10,178 10,155 10,161 10.144 10.184 10,177 10,117 10,245
23 Other 229 210 22} 201 211 203 205 223 218 234
24 Other Federal Reserve li capi 19,645 19,428 19,399 19472 19,701 19,294 19,557 19,437 19,174 19,423
25 Reserve balances with Federal Reserve Banks® 7419 8,135 9,056 4,725 10,661 6,943 13,076 6,806 8,529 6,563
End-of-month figures Wednesday figures
July Aug. Sept. Aug. 14 Aug. 21 Aug. 28 Sept. 4 Sept. 11 Sept. 18 Sept. 25
SUPPLYING RESERVE FUNDS
1 Reserve Bank credit outstanding . ............... 659,024 663,956 664,726 656,604 665,411 657.472 668,040 659,916 660,975 660,189
U.S. government securities:
2 Bought outright—System account® .......... 600,455 602,825 604,191 600,372 602,919 604,401 603,687 604.520 606,272 606,248
3 Held under repurchase agreements ......... 0 o 0 0 0 0 0 0 0 0
Federal agency obligations
4 Bought outright ................ 10 10 10 10 10 10 10 10 10 10
5 Held under repurchase agreements . 0 0 0 0 0 0 0 0 0 0
6  Repurchase agreeements—triparty® . . . .. 19,500 23,000 21,750 16,000 25.250 16,000 25,000 18,000 16,750 15,500
T ACCEPLANCES . ... \v vt 0 0 0 0 0 0 0 0 0 0
Loans to depository institutions
8 Adjustmentcredit . .......... .o 4 150 1 93 2 0 45 1 0 2
9 Seasonal credit ........ . ... ..o 182 179 176 192 202 189 166 161 167 174
10 Special Liquidity Facility credit  ........... 0 0 0 0 0 0 0 0 0 0
11 Extended credit .. 0 0 0 0 0 0 0 0 0 0
12 Float ............. .. -953 -92 396 —1,001 -303 —906 1,475 —506 -372 —-185
13 Other Federal Reserve assets ................. 39.826 37.882 38,202 40,939 37,330 37,778 37,657 37,730 38,148 38,441
14 Goldstock ............. ... . ...l 11,042 11,042 11,042 11,042 11,042 11,042 11,042 11,042 11,042 11,042
15 Special drawing rights certificate account .. 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200
16 Treasury currency outstanding ................ 33,995 34,247° 34,303 34.096" 34,147 34,197 34,247 34,261 34,275 34,289
ABSORBING RESERVE FUNDS
17 Currency in circulation ...................... 661,144 664,116 660,071 661,832 660,951" 662,551 665.859 663,837 661,603 660,751
18 Reverse repurchase agreement: .. 0 0 0 0 0 0 0 0 0 0
19 Treasury cash holdings ....................... 377 361 380 371 370 361 360 362 370 380
Deposits, other than reserve balances, with
Federal Reserve Banks
20 Treasury 6,242 4,874 7.879 5,191 4,629 5,091 4,601 4.516 7,175 7,209
21  Foreign 164 86 150 79 89 77 128 75 139 75
22 Service-related balances and adjustments . 10,220 10,184 10,170 10,155 10,161 10,144 10,184 10,177 10,117 10,245
23 Other .......... ...l 236 194 221 192 202 199 223 215 215 232
24 Other Federal Reserve liabilities and capital .. .. ... 18,940 19,526 19,719 19,710 19,205 19,365 19,378 19,018 19,260 19,276
25 Reserve balances with Federal Reserve Banks® .. .. 8,940 12,104 13,682 6,413 17,193 7,123 14,796 9,219 9,614 9,552
1. Amounts of cash held as reserves are shown in table 1.12, line 2. 4. Cash value of agreements arranged through third-party custodial banks. These agree-
2. Includes securities loaned—fully guaranteed by U.S. government securities pledged ments are collateralized by U.S. government and federal agency securities.
with Federal Reserve Banks—and excludes securities sold and scheduled to be bought back 5. Excludes required clearing balances and adjustments to compensate for float.

under matched sale~purchase transactions.
3. Includes compensation that adjusts for the effects of inflation on the principal of
inflation-indexed securities.
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1.12 RESERVES AND BORROWINGS Depository Institutions!

Millions of dollars

Prorated monthly averages of biweekly averages

Reserve classification 1999 2000 2001 2002
Dec Dec. Dec Mar. Apr. May June July Aug’ Sept.
1 Reserve balances with Reserve Banks? .............. 5,262 7.022 9,054 9,146 9,740 9,209 7,929 8,096 8,520 8,736
42,631 42,013 41,819 41,662 42,723 42,886 42,227

2 Total vaultcash® .................. .| 60,620 45,245 43,935
Applied vault cash® . ..l 36,392 31,451 32,024
Surplus vault cash® . .

Total reserves® . ....
Required reserves .................

3

4 24,228 13,794 11,911
5

6

7  Excess reserve balances at Reserve Banks

8

9

10

"

41654 | 38473 | arom
40357 | 37046 | 39433

.. 1,297 1,427 1,645

Total borrowing at Reserve Banks . ... .. .. .. 320 210 67

Adjustment ................. .. 179 99 34

Seasonal .......... .. 67 111 33
Special Liquidit&' Facility® .. 74 0 .

12 Extendedcredit’ ...................... ... ... 0 0 0

31,151 31,156 31,033 30,642 31,296 31,338 30,185
11,480 10,857 10,786 11,021 11,427 11,547 12,042
40,297 40,896 40,242 38,571 39,392 39,859 38,922
38,883 39,688 38,969 37,329 38,020 38,220 37,441

1414 1,208 1,273 1,242 1,373 1,638 1,481
79 1 112 142 191 333 229
59 21 7 6 16 148 60
20 50 105 136 176 185 169
o o o i A SN o

Biweekly averages of daily figures for two-week periods ending on dates indicated

2002

May 29 June 12 June 26

July 10 July 24 Aug. 7 Aug. 21 Sept. 4 Sept. 18 Oct, 2

1 Reserve balances with Reserve Banks? . . .. 10,011 7,878 7,979
2 Total vaultcash® . ................. .| 41954 40,682 42,130

Applied vault cash® . .| 31,858 29,441 31,444
10,096 11,241 10,686
41,869 37,319 39423
40,491 36,174 38,177

3

4 Surplus vault cash® . .

5 Tota! reserves® . ... ...

6 Requiredreserves....................
7

8

Excess reserve balances at Reserve Banks’ 1,378 1,145 1,246

Total borrowing at Reserve Banks . 127 116 151

9 Adjustment 10 3 4

10 Seasonal .......... 117 113 147
11 Special Liquid.lt;' Facility' .. N P .

12 Extendedcredit” ............ . ... ... ... [ 0 0

7,909 8,266 8,024 7,697 10,021 7,668 9,555
42,968 42,170 43,479 43,488 41,628 41,577 43,186
31,438 30,738 32,213 31,3517 30,709 28,538 31,933
11,531 11,433 11,266 12,137 10,919 13,039 11,252
39,347 39,004 40,236 39,048 40,730 36,206 41,488
37,828 37,709 38,916 37,712 38,446 35233 39,682

1,518 1294 1320 1.336" 2284 972 1,806
194 189 194 195 626 167 170
27 9 14 9 438 4 1
168 180 180 186 188 163 170

o o e o o o o

1. Data in this table also appear in the Board’s H.3 (502) weekly statistical release. For
ordering address, see inside front cover. Data are not break-adjusted or seasonally adjusted.

2. Excludes required clearing bal and adj to comp for float and
includes other off-balance-sheet “as-of” adjustments.

3. Vault cash eligible to satisfy reserve requirements. It includes only vault cash held by
those banks and thrift institutions that are not exempt from reserve requirements. Dates refer
to the maintenance periods in which the vault cash can be used to satisfy reserve require-
ments.

4. All vault cash held during the lagged computation period by “bound” institutions (that
is, those whose required reserves exceed their vault cash) plus the amount of vault cash
applied during the maintenance period by “nonbound” institutions (that is, those whose vault
cash exceeds their required reserves) to satisfy current reserve requirements.

5. Total vault cash (line 2) less applied vault cash (line 3).

6. Reserve balances with Federal Reserve Banks (line 1) plus applied vault cash (line 3).

7. Total reserves (line 5) less required reserves (line 6).

8. Borrowing at the discount window under the terms and conditions established for the
Century Date Change Special Liquidity Facility in effect from October 1, 1999, through
April 7, 2000.

9. Consists of borrowing at the discount window under the terms and conditions estab-
lished for the extended credit program to help depository institutions deal with sustained
liquidity pressures. Because there is not the same need to repay such borrowing promptly as
with traditional short-term adjustment credit, the money market effect of extended credit is
similar to that of nonborrowed reserves.



1.14 FEDERAL RESERVE BANK INTEREST RATES

Percent per year

Policy Instruments A7

Current and previous levels

Adjustment credit' Seasonal credit? Extended credit®
Federal Reserve
Bank On Bffective date | Previ On Effective d Previ On Effecti i
11/15/02 ective date revious rate 11/15/02 ective date evious rate 11715002 ective date Previous rate
Boston .......... 0.75 11/7/02 1.25 1.45 11/14/02 1.75 1.95 11/14/02 2.25
New York ........ 11/6/02
Philadelphia 1177/02
Cleveland ... 11/7/02
Richmond . AN 11/7/02
Atlanta .......... 1177102
Chicago ......... 177102
St.Lonis ......... 11/7/02
Minneapolis . .. 11/7/02
Kansas City .. 11/7/02
Dallas ........ . 11/6/02
San Francisco ... .. 0.75 11/6/02 125 1.45 11/14/02 1.75 1.95 11/14/02 225
Range of rates for adjustment credit in recent years*
Range (or | FR. Bank Range (or | F.R. Bank Range (or | ER. Bank
Effective date level)—All of Effective date level)—All of Effective date level}—All of
F.R. Banks N.Y. ER. Banks N.Y. FR. Banks N.Y.
In effect Dec. 31, 1981 . ....... 12 12 5-5.5 5 2001—May 15 3.50-4.00 3.50
5 5 17 .. 3.50 3.50
1982—July 20 11.5-12 11.5 45-5 45 June 27 .. 3.25-3.50 3.25
23 . 11.5 115 45 45 29 3.25 3.25
Aug. 2 .. 11-11.5 11 3545 35 Aug. 21 3.00-3.25 3.00
3. 11 11 3.5 35 23 .. R 3.00
16 . 10.5 10.5 Sept. 17 .. 2.50-3.00 2.50
27 . 10-10.5 10 1992—July 2 ... ... ... 3-35 3 18 .. 2.50 2.50
30 . 10 10 T o 3 3 Oct. 2 .. 2.00-2.50 2.00
Oct. 12 . 9.5-10 9.5 4 . .00 2.00
13 9.5 9.5 1994—May 17 ............ 3-35 35 Nov. 6 . 1.50-2.00 1.50
Nov. 22 . 9-9.5 9 1 35 35 8 . 0 1.50
26 9 9 3.5-4 4 Dec. 11 1.25-1.50 1.25
Dec. 14 . 8.5-9 9 4 4 13 5 1.25
15 . 8.5-9 8.5 4-4.75 4.75
17 85 85 4.75 4.75 0.75-1.25 0.75
0.75 0.75
8.5-9 9 1995—Feb. 1 ............. 4.75-5.25 525
9 9 9 5.25 525 0.75 0.75
8.5-9 85
8.5 8.5 1996—Jan. 31 ... .. .. 5.00-5.25 5.00
8 8 Feb. 3............. 5.00 5.00
1985-—May 75-8 7.5 1998—0ct. 4.75-5.00 4.75
2 75 15 1 4.75 4.75
Nov. 4.50-4.75 4.50
1986—Mar. 7 ............... 7-15 7 4.50 4.50
1 . N 7 7
Apr. 6.5-7 6.5 1999—Aug. 4.504.75 4.75
6.5 6.5 2 4.75 4.75
July 6 6 Nov. 4.75-5.00 4.75
Aug. 5.5-6 55 5.00 5.00
2 55 55
2000—Feb. 5.25
1987—Sept. 4 ... ... 556 6 525
3 6 6 Mar. 5.50
5.50
1988—Aug. 9 .............. 6-6.5 6.5 May 5.50
3 6.5 6.5 1 6.00
1989—Feb. 24 ............... 6.5-7 7 2001—1Jan. . i 5.5
27 7 7 . B 5.50
. 5.50
1990—Dec. 19 .............. 6.5 6.5 X . 5.00
Feb. 5.00 5.00
1991—Feb. 6-6.5 6 Mar. 4.50-5.00 4.50
6 6 4.50 4.50
Apr. 5.5-6 55 Apr. 4.004.50 4.00
May 55 55 4.00 4.00

1. Available on a short-term basis to help depository institutions meet temporary needs for
funds that cannot be met through reasonable alternative sources. The highest rate established
for loans to depository institutions may be charged on adjustment credit loans of unusual size
that result from a major operating problem at the borrower’s facility.

2. Available to help relatively small depository institutions meet regular seasonal needs for
funds that arise from a clear pattern of intrayearly movements in their deposits and loans and
that cannot be met through special industry lenders. The discount rate on seasonal credit takes
into account rates charged by market sources of funds and ordinarily is reestablished on the
first business day of each two-week reserve maintenance period; however, it is never less than
the discount rate applicable to adjustment credit.

May be made available to depository institutions when similar assistance is not
reasonably available from other sources, including special industry lenders. Such credit may
be provided when exceptional circumstances (including sustained deposit drains, impaired
access to money market funds, or sudden deterioration in loan repayment performance) or

practices involve only a particular institution, or to meet the needs of institutions experiencing
difficulties adjusting to changing market conditions over a longer period (particularly at times
of deposit disintermediation). The discount rate applicable to adjustment credit ordinarily is
charged on extended-credit loans outstanding less than thirty days; however, at the discretion
of the Federal Reserve Bank, this time period may be shortened. Beyond this initial period, a
flexible rate somewhat above rates charged on market sources of funds is charged. The rate
ordinarily is reestablished on the first business day of each two-week reserve maintenance
period. but it is never less than the discount rate applicable to adjustment credit plus 50 basis
points.

4. For earlier data, see the following publications of the Board of Governors: Banking and
Monetary Statistics, 1914-1941, and 1941-1970; and the Annual Statistical Digest, 1970
1979, and 1980-1989; and Statistical Digest, 1996-2000. See also the Board’s Statistics:
Releases and Historical Data web pages (http://www.federalreserve.gov/releases/H15/
data.htm).
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1.15 RESERVE REQUIREMENTS OF DEPOSITORY INSTITUTIONS!

Requirement
Type of deposit
Pen"jcemage of Effective date
eposits
Net transaction accounts®
1 $0 million-$42.1 million® 3 12/26/02
2 More than $42.1 million* 10 12/26/02
3 Nonpersonal time deposits® . ... ... ...ttt e 0 12/27/90
4 Eurocurrency Habilities® .. ... . . s 0 12127190

I. Required reserves must be held in the form of deposits with Federal Reserve Banks or
vault cash. Nonmember institutions may maintain reserve balances with a Federal Reserve
Bank indirectly, on a pass-through basis, with certain approved institutions. For previous
reserve requirements. see earlier editions of the Annual Report or the Federal Reserve
Bulleiin. Under the Monetary Control Act of 1980, depository institutions include commercial
banks, savings banks, savings and loan associations, credit unions, agencies and branches of
foreign banks, and Edge Act corporations.

2. Transaction accounts include all deposits against which the account holder is permitted
to make withdrawals by negotiable or transferable instruments, payment orders of with-
drawal, or telephone or preauthorized transfers for the purpose of making payments to third
persons or others. However, accounts subject to the rules that permit no more than six
preauthorized, automatic, or other transfers per month (of which no more than three may be
by check, draft, debit card, or similar order payable directly to third parties) are savings
deposits, not transaction accounts.

3. The Monetary Control Act of 1980 requires that the amount of transaction accounts
against which the 3 percent reserve requirement applies be modified annually by 80 percent of
the percentage change in transaction accounts held by all depository institutions, determined
as of June 30 of each year. Effective with the reserve i period b i
December 26, 2002, for depository institutions that report weekly, and with the period
beginning January 16, 2003, for institutions that report quarterly, the amount was increased
from $41.3 million to $42.1 million.

Under the Garn-St Germain Depository Institutions Act of 1982, the Board adjusts the
amount of reservable liabilities subject to a zero percent reserve requirement each year for the

succeeding calendar year by 80 percent of the percentage increase in the total reservable
liabilities of all depository institutions, measured on an annual basis as of June 30. No
corresponding adjustment is made in the event of a decrease. The exemption applies only to
accounts that would be subject to a 3 percent reserve requirement. Effective with the reserve
maintenance period beginning December 26, 2002, for depository institutions that report
weekly, and with the period beginning January 16, 2003, for institutions that report quarterly,
the exemption was raised from $5.7 million to $6.0 million.

4, The reserve requirement was reduced from 12 percent to 10 percent on April 2, 1992,
for institutions that report weekly, and on April 16, 1992, for institutions that report quarterly.

5. For institutions that report weekly, the reserve requirement on nonpersonal time deposits
with an original maturity of less than 1.5 years was reduced from 3 percent to 1.5 percent for
the maintenance period that began December 13, 1990, and to zero for the maintenance
period that began December 27, 1990. For institutions that report quarterly, the reserve
requirement on nonpersonal time deposits with an original maturity of less than 1.5 years was
reduced from 3 percent to zero on January 17, 1991.

The reserve requirement on nonpersonal time deposits with an original maturity of 1.5
years or more has been zero since October 6, 1983.

6. The reserve requirement on eurocurrency liabilities was reduced from 3 percent to zero
in the same manner and on the same dates as the reserve requirement on nonpersonal time
deposits with an original maturity of less than 1.5 years (see note 5).
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1.17 FEDERAL RESERVE OPEN MARKET TRANSACTIONS!

Millions of dollars

T ¢ X 2002
'ype of transaction
and maturity 1999 2000 2001
Feb. Mar. Apr. May June July Aug.
U.S. TREASURY SECURITIES?
Outright transactions (excluding matched
transactions)
Treasury bills
1 Gross purchases ................oiv o ciiian. 0 8,676 15,503 1,042 3,013 1,047 3,524 3,656 4838 529
2 Grosssales ........ ...l . 0 0 0 ¢ 0 0 0 0 0 0
3  Exchanges .......... | 464218 477,904 542,736 54,619 48.483 45,376 70,978 53,015 45,828 63,083
4 For new bills .. | 464218 477,904 542,736 54,619 48.483 45376 70,978 53,015 45,828 63,083
5 Redemptions .............. ... . ..l 0 24,522 10,095 (] 0 0 ] o 0 0
Others within one year
6 Grosspurchases ............ ............ii.... 11,895 8,809 15,663 2,894 1,455 2,709 2,826 0 1,104 445
7 Grosssales . ... R . 0 0 0 0 0 ] 0 0 0 0
8 Mawrityshafts ... L s 50,590 62,025 70,336 7.537 0 14,515 6,714 0 11.052 8,987
9 Exchanges .................. ...l -53,315 -54,656 -72,004 —8,432 0 -15,522 -9,031 0 -14.183 =5,040
10 Redemptions .......................... . 1,429 3,779 16,802 0 0 0 0 0 0 0
One to five years
11 Grosspurchases .............................. 19,731 14,482 22,814 1,101 2,181 1,142 1,439 0 1,755 1,921
12 Grosssales . ... .. 0 0 0 0 0 0 0 0 0 0
13 Maturity shifts . . .| 44,032 —-52,068 —45,211 -6,283 0 -14,515 -1,620 0 -11,052 ~629
14 Exchanges ............... .. ..iiiieen 42,604 46,177 64,519 7,679 0 15,522 8,639 0 13,283 3,396
Five to ten years
15 Grosspurchases ............... .o i 4,303 5.871 6,003 334 637 1,670 259 542 577 690
16  Grosssales .... . 0 ] 0 0 0 0 0 0 0 0
17 Maturity shifts . .. 5,841 —6,801 ~21,063 -501 0 0 5,094 0 0 -6,714
18 Exchanges ...................coiiiiiiiiiain 7,578 6,585 6,063 753 0 0 391 0 900 1,645
More than ten years
19 Gross purchases .. 9,428 5,833 8,531 1,054 291 210 0 ) 63 80
20  Grosssales ...... 0 0 0 0 0 0 0 0 0 0
21 Maturity shifts . . =717 3,155 —4,062 =753 0 0 0 0 0 —-1.645
22 Exchanges ............ ... 3,133 1,894 1,423 0 a 0 0 0 0 0
All maturities
23 Gross purchases 45.357 43,670 68,513 6,425 1577 6,777 8,048 4,198 8336 3.665
24 Gross sales . ... .. L. 0 0 0 0 0 0 0 0 0 0
25  Redemptions .................. ... 1,429 28,301 26,897 0 0 0 0 0 0 0
Muarched transactions
26 Grosspurchases ...................... . ....... 4,413,430 | 4,415,905 | 4,722,667 | 367,906 393,273 436,936 466,807 447,555 513.400 495,729
27 Grosssales ... ...l 4,431,685 | 4,397,835 | 4,724,743 | 368,060 393,151 437,881 469,046 448,330 511.902 497,031
Repurchase agreements
28 Gross purchases . . 281,599 0 0 0 0 0 0 0 0 0
29 Grosssales ......... i 301,273 0 0 0 0 0 0 0 0 0
30 Net change in U.S. Treasury securities .............. 5,999 33,439 39,540 6,271 7,699 5,833 5,810 3,423 9.834 2,363
FEDERAL AGENCY OBLIGATIONS
Outright transactions
31 Grosspurchases ................coiiriiniiieinnn 0 0 0 0 0 0 0 0 0 0
32 Gross sales . ... 0 0 0 0 0 0 0 0 0 0
33 Redemptions 157 51 120 0 0 0 0 0 0 0
Repurchase agreements
34 Gross purchases . . .| 360,069 0 0 0 0 0 0 0 0 (]
35 Grosssales ... 370,772 0 0 0 0 0 ] 0 0 0
36 Net change in federal agency obligations ............ -10,859 =51 -120 0 0 0 0 0 0 0
Reverse repurchase agreements
37 Gross purchases 0 0 0 0 0 0 0 0 0 0
38 Grosssales ............ ... ... o 0 0 0 0 0 0 0 0 0 0
Repurchase agreements
39 Gross purchases . ...........cooiiiiiiiiii... 304,989 890,236 | 1,497,713 101,749 70,850 102,200 106,426 98,850 68,750 84,000
40 Gross Sales ...t e 164,349 987,501 | 1,490.838 104,750 75,849 100,200 109,926 94,850 81.250 80,500
41 Net change in triparty obligations .................. 140,640 —97,265 6,875 -3,001 —4,999 2,000 -3,500 4,000 —-12,500 3,500
42 Total net change in System Open Market Account . 135,780 —63,877 46,295 3270 2,700 7,833 2,310 7,423 -2,666 5,863
1. Sales, redemptions, and negative figures reduce holdings of the System Open Market 2. Transactions exclude changes in compensation for the effects of inflation on the
Account; all other figures increase such holdings. principal of inflation-indexed securities. Transactions include the rollover of inflation compen-

sation into new securities.
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1.18 FEDERAL RESERVE BANKS Condition and Federal Reserve Note Statements!

Millions of dollars
Wednesday End of month
Account 2002 2002
Aug. 28 ‘ Sept. 4 | Sept. 11 ‘ Sept. 18 ‘ Sept. 25 July | Aug. | Sept.
Consolidated condition statement
ASSETS
1 Gold certificate account 11,038 11,038 11,038 11,038 11,038 11,038 11,038 11,038
2 Special drawing rights certificate account . . 2,200 2,200 2,200 2,200 2,200 2,200 2,200 2,200
3 Coin 1,021 1,020 1,028 1,052 1.066 947 1,031 1,085
Loans
4 To depository institutions 189 211 162 168 175 186 330 177
5 Other .. 0 0 0 0 0 0 0 0
6 Acceptances held under repurchase agreements ............. 0 0 0 0 0 0 0 0
Triparty obligations
7 Repurchase agreements—triparty’ ...................... 16.000 25,000 18,000 16,750 15,500 19,500 23,000 21,750
Federal agency obligations®
8 Boughtoutright ........ ... ...t 10 10 10 10 10 10 10 10
9 Held under repurchase agreements . . 0 0 0 0 0 0 0 0
10 Total U.S. Treasury securities® ......................... 604,401 603,687 604,520 606,272 606,248 600,455 602,825 604,191
11 Bought outright® . .. ....... ... 604,401 603,687 604,520 606,272 606,248 600,455 602,825 604,191
12 Bills ....... .. 203,772 203,055 203,886 204,297 204,269 202,969 202,196 202,210
13 Notes . . . 294,640 294,641 294,643 295,879 295,881 291,777 294,640 295,882
14 Bonds ... 105,989 105,990 105,991 106,097 106,098 105,709 105,989 106,099
15 Held under repurchase agreements ...................... 0 0 0 ] 0 0 0 0
16 Total loans and securities ............................ 620,600 628,908 622,692 623,200 621,933 620,151 626,165 626,129
17 ltems in process of collection ........................... 6,626 13,213 7,258 7,351 6,858 6,498 5,419 2,116
18 Bank Premises .. ..........ooiiuuioii i 1,522 1,520 1,520 1,523 1,522 1519 1,520 1,519
Other assets
19 Denominated in foreign currencies® ...................... 16,279 16,392 16,055 16,061 15,995 16,140 16,240 16,130
20 Allother® .. ..... i 19,977 19,738 20,149 20.615 20,967 22,053 20,127 20,597
21 Totalassets ..................cooiiiiiiiiiiiiin, 679,263 694,029 681,940 683,040 681,578 680,546 683,739 680,813
LIABILITIES
22 Federal REserve motes ..............c.ovviiuiineonnnnnn. 629,732 632,988 630,961 628,745 627,903 628,468 631,256 627,228
23 Reverse repurchase agreements—triparty? ................. 0 o 0 0 0 0 0 0
24 Total deposits ..................ciiiiiiiiiiii. 23216 30,622 24,419 27,578 27,471 25,825 27,570 31,418
25 Depository institutions ... ..... 17,849 25,668 19,612 20,049 19,955 19,183 22,415 23,168
26 U.S. Treasury—General account 5,091 4,601 4,516 7,175 7,209 6,242 4,874 7.879
27 Foreign—Official accounts .. .. .. 77 128 75 139 75 164 86 150
28 Other ... . 199 223 215 215 232 236 194 221
29 Deferred credititems ........... ...l 6,950 11,042 7,541 7,456 6,927 7313 5,388 2,448
30 Other liabilities and accrued dividends” ................... 2,392 2,405 2,425 2,392 2432 2.363 2412 2422
31 Totalliabilities ...................................... 662,290 677,057 665,347 666,172 664,735 663,969 666,625 663,516
CAPITAL ACCOUNTS
32 Capitalpaidin ......... ... £,248 8,248 8,253 8,252 8,254 8,266 8,248 8.264
33 Surplus ........... .. 7312 7312 7,312 7.312 7312 7312 7312 7312
34 Other capital accounts ... 1,413 1,413 1,028 1.304 1,278 999 1,554 1,722
35 Total liabilities and capital accounts ... ... ... . ... 679,263 694,029 681,940 683,040 681,578 680,546 683,739 680,813
MEemo
36 Marketable U.S. government and federal agency securities
held in custody for foreign official and
international accounts . .......... ..o 801,734 805,544 808,955 808,725 804,435 798,001 803,479 813,094
Federal Reserve note statement
37 Federal Reserve notes outstanding (issued to Banks) ......... 747,489 747,342 748,071 749,620 751,047 748,243 747,686 751,190
38  Less: Held by Federal Reserve Banks .. 117,757 114,354 117,110 120,875 123,143 119,775 116,430 123,962
39 Federal Reserve notes, net .. ........oveeeunnnsvnn... 629,732 632,988 630,961 628,745 627,903 628,468 631,256 627.228
Collateral held against notes, net
40 Gold certificate account ... ...t 11,038 11,038 11,038 11,038 11,038 11,038 11,038 11,038
41 Special drawing rights certificate account .. 2,200 2,200 2,200 2,200 2,200 2.200 2.200 2,200
42 Other eligibleassets .. ............... .. 0 0 0 0 0 0 0 0
43 U.S. Treasury and agency securities ..................... 616,494 619,750 617,723 615,508 614,666 615,230 618,018 613,990
44 Totalcollateral ...................................... 629,732 632,988 630,961 628,745 627,903 628,468 631,256 627,228
1. Some of the data in this table also appear in the Board's H.4.1 (503) weekly statistical 5. Valued monthly at market exchange rates.
release. For ordering address, see inside front cover. 6. Includes special investment account at the Federal Reserve Bank of Chicago in Treasury
2. Cash value of agreements arranged through third-party custodial banks. bills maturing within ninety days.
3. Face value of the securities. 7. Includes exchange-translation account reflecting the monthly revaluation at market
4. Includes securities loaned—fully guaranteed by U.S. Treasury securities pledged with exchange rates of foreign exchange commitments.

Federal Reserve Banks—and includes compensation that adjusts for the effects of inflation on
the principal of inflation-indexed securities. Excludes securities sold and scheduled to be
bought back under matched sale-purchase transactions.
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1.19 FEDERAL RESERVE BANKS Maturity Distribution of Loan and Security Holding

Millions of doltars

Wednesday End of month
Type of holding and maturity 2002 2002
Aug. 28 Sept. 4 Sept. 11 Sept. 18 Sept. 25 July Aug. Sept.
1 Totalloans ..................cooiiiiiiiiinnn, 189 211 162 168 175 186 330 177
2 Within fifteendays’ .. ...t 178 74 50 157 152 151 293 131
3 Sixteen days to ninety days .. e 11 137 111 11 24 35 37 47
4 9ldaystolyear ...l 0 0 0 ] 0 0 0 0
5 Total U.S. Treasury securities® ....................... 604,401 603,687 604,520 606,272 606,248 600,455 602,825 604,191
6 Within fifteendays’ ......... ... ..ol 25,257 16,947 18,171 26,020 24,435 21,605 12,470 13,316
7 Sixteen days to ninety days .. e 123,556 129,569 129,519 123,579 125,775 124,250 123,482 128,403
8 Ninety-one days to one year . S 149,625 148,420 148,076 147,865 147,227 147,388 160,910 152,429
9 One year to five years ...... o 172,868 175,653 175,654 175,654 175,654 171,575 172,868 176,885
10 Five years to ten years . . .. 51,380 51,381 51,383 51,436 51,437 54,005 51,381 51,438
11 Morethantenyears ............o.ouiiinin i, 81,715 81,716 81,717 81,718 81,720 81,632 81,715 81,721
12 Total federal agency obligations . ..................... 10 10 10 10 10 10 10 10
13 Within fifteendays' .................... ... 0 0 0 0 0 0 0 0
14 Sixteen days to ninety days .. 0 0 0 0 0 0 0 0
15 Ninety-one days to one year . 0 0 0 0 0 0 ] 0
16 One year to five years ...... 10 10 10 10 10 10 10 10
17 Five years to ten years . . L 0 0 0 0 0 0 0 0
18 More than ten years . .........vvvintiieneeneenneienn. 0 0 0 0 0 0 0 0
1. Holdings under repurchase agreements are classified as maturing within fifteen days in 2. Includes compensation that adjusts for the effects of inflation on the principal of

accordance with maximum maturity of the agreements. inflation-indexed securities.
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1.20 AGGREGATE RESERVES OF DEPOSITORY INSTITUTIONS AND MONETARY BASE!
Billions of dollars, averages of daily figures
2002
1998 1999 2000 2001
Tem Dec. Dec. Dec. Dec.
Feb. Mar. Apr. May June July Aug. Sept.
Seasonally adjusted
ADJUSTED FOR
CHANGES IN RESERVE REQUIREMENTS?
1 Total Teserves’ . ... ..ior it 45.14 41.82 38.54 4122 4145 41.01 40.76 39.12 39.27 39.66 40.06 39.29
2 Nonborrowed reserves* .. 45.02 41.50 38.33 41.15 4142 40.94 40.69 39.00 39.12 39.47 39.737 | 39.06
3 Nonborrowed reserves plus extended credit® . 45.02 41.50 38.33 41.15 4142 40.94 40.69 39.00 39.12 39.47 39.73 | 39.06
4 Requiredreserves . ...................... 4362 | 40.53 37.11 39.58 40.08 39.60 39.55 37.84 38.02 38.29 38.42 37.81
5 Monetary base® .. ... ... 513.55 | 593.12 | 584.04 | 63441 | 646.18 | 649.65 | 653.95 | 657.91 | 664.07 | 668.75 | 671.06 | 671.39
Not seasonally adjusted
6 Total reServes’ ... ... vttt s 4531 41.89 38.53 41.20 | 4247 40.27 40.85 40.18 38.49 39.30 39.757| 38.80
7 Nonborrowed reserves .................... 45.19 41.57 3832 41.13 42.44 40.19 40.78 40.06 38.35 39.11 39.41 38.57
8 Nonborrowed reserves plus extended credit® 45.19 41.57 38.32 41.13 42.44 40.19 40.78 40.06 38.35 39.11 3941 38.57
9 Required reserves® ....... ... ...l 43.80 40.59 37.10 39.55 41.11 38.85 39.64 3890 37.25 37.93 38.11 37.32
10 Monetary base® .. ... .. iii 518.27 | 600.72 | 590.06 | 639.91 | 64571 | 64923 | 653.29 | 658.00 | 662.84 | 668.76 | 669.23 | 669.54
NOT ADIJUSTED FOR
CHANGES IN RESERVE REQUIREMENTS'Y

11 Total reserves'! ... .. ... . 45.21 41.65 38.47 41.08 42.49 40.30 40.90 40.24 38.57 39.39 39.86 38.92
12 Nonborrowed reserves .................. 45.09 41.33 38.26 41.01 4246 | 4022 | 40.83 40.13 38.43 39.20 39.537 | 38.69
13 Nonborrowed reserves plus extended credit® 45.09 41.33 38.26 41.01 42.46 40.22 40.83 40.13 3843 39.20 39.53" | 38.69
14 Requiredreserves ...................... 4370 | 4036 37.05 39.43 41.12 38.88 39.69 38.97 37.33 38.02 38.22 37.44
15 Monetary base'? .. 525.06 | 608.02 | 596.98 | 648.74 | 654.93 | 658.78 | 663.37 | 668.14 | 672.98 | 678.98 | 679.46 | 679.78
16 Excess reserves’ ... ... ... ..., . 1.51 1.30 1.43 1.65 1.37 1.41 1.21 1.27 1.24 1.37 1.64 1.48
17 Borrowings from the Federal Reserve . .................... A2 32 21 07 .03 .08 .07 A1 14 .19 .33 .23

1. Latest monthly and biweekly figures are available from the Board’s H.3 (502) weekly
statistical release. Historical data starting in 1959 and estimates of the effect on required
reserves of changes in reserve requirements are available from the Money and Reserves
Projections Section, Division of Monetary Affairs, Board of Governors of the Federal
Reserve System, Washington, DC 20551.

2. Figures reflect adjustments for discontinuities, or “breaks,” associated with regulatory
changes in reserve requirements. (See also table 1.10.)

3. Seasonally adjusted, break-adjusted total reserves equal seasonally adjusted, break-
adjusted required reserves (line 4) plus excess reserves (line 16).

4. Seasonally adjusted, break-adjusted nonborrowed reserves equal seasonally adjusted,
break-adjusted total reserves (line 1) less total borrowings of depository institutions from the
Federal Reserve (line 17).

5. Extended credit consists of borrowing at the discount window under the terms and
conditions established for the extended credit program to help depository institutions deal
with sustained liquidity pressures. Because there is not the same need to repay such
borrowing promptly as with traditional short-term adjustment credit, the money market effect
of extended credit is similar to that of nonborrowed reserves.

6. The seasonally adjusted, break-adjusted monetary base consists of (1) seasonally
adjusted, break-adjusted total reserves (line 1), plus (2) the seasonally adjusted currency
component of the money stock, plus (3) (for all quarterly reporters on the “Report of
Transaction Accounts, Other Deposits and Vault Cash™ and for all those weekly reporters
whose vault cash exceeds their required reserves) the seasonally adjusted. break-adjusted
difference between current vault cash and the amount applied to satisfy current reserve
requirements.

7. Break-adjusted total reserves equal break-adjusted required reserves (line 9) plus excess
reserves (line 16).

8. To adjust required reserves for discontinuities that are due to regulatory changes in
reserve requirements, a multiplicative procedure is used to estimate what required reserves
would have been in past periods had current reserve requirements been in effect. Break-
adjusted required reserves include required reserves against transactions deposits and nonper-
sonal time and savings deposits (but not reservable nondeposit liabilities).

9. The break-adjusted monetary base equals (1) break-adjusted total reserves (line 6), plus
(2) the (unadjusted) currency component of the money stock, plus (3) (for all quarterly
reporters on the “Report of Transaction Accounts, Other Deposits and Vault Cash” and for all
those weekly reporters whose vault cash exceeds their required reserves) the break-adjusted
difference between current vault cash and the amount applied to satisfy current reserve
requirements.

10. Reflects actual reserve requirements, including those on nondeposit liabilities, with no
adjustments to eliminate the effects of discontinuities associated with regulatory changes in
reserve requirements.

11. Reserve balances with Federal Reserve Banks plus vault cash used to satisfy reserve
requirements.

12. The monetary base, not break-adjusted and not seasonally adjusted, consists of (1) totat
reserves (line 11), plus (2) required clearing balances and adjustments to compensate for float
at Federal Reserve Banks, plus (3) the currency component of the money stock, plus (4) (for
all quarterly reporters on the “Report of Transaction Accounts, Other Deposits and Vault
Cash” and for all those weekly reporters whose vault cash exceeds their required reserves) the
difference between current vault cash and the amount applied to satisfy current reserve
requirements. Since February 1984, currency and vault cash figures have been measured over
the computation periods ending on Mondays.

13. Unadjusted total reserves (line 11) less unadjusted required reserves (line 14).



1.21 MONEY STOCK MEASURES!

Biltions of dollars, averages of daily figures

Monetary and Credit Aggregates

Al3

1998 1999 2000 2001 2002
Ttem Dec. Dec. Dec. Dec.
June July Aug. Sept.
Seasonally adjusted
Measures®
[ M1 1,096.5 1,124.4 1,088.9 1,179.3 1,189.9 1,197.8 1,184.0 1,192.3
2 M2 4,383.9 4,654.2 49385 54579 5,581.5° 5,641.2' 5.685.5 5.709.5
3 M3 6,041.3 6,544.5 7.115.1 8,033.2 8,175.8" 8,232.6' 8.,306.2 8.332.9
M1 components
4 CUITENCY? .t 459.3 5169 530.1 5799 611.1 615.1 617.1 617.8
5 Travelers checks® .. 8.2 83 8.0 78 8.2 8.6 8.4 8.0
6 Demand deposits® .. 3784 354.5 3099 3304 305.1 303.8 2889 293.t
7 Other checkable deposits 250.5 2447 2409 261.2 265.5 270.3 269.7 273.5
Nontransaction components
B IR M27 e e 3,287.4 3,529.8 3,849.7 4,278.7 4,391.6 44434 4517.2
9 InM3only® .. 1.657.4 1,890.3 2,176.5 2,575.2 2,594.3 2,591.5" 26234
Commercial banks
10 Savings deposits, including MMDAs ......... .. ........ 1,187.5 1,289.1 1,423.7 1,745.8 1,884.8" 1911.5" 1,963.4 1,991.1
11 Small time deposits” .............. 626.1 635.0 699.1 638.9 617.5 613.4 607.9" 600.8
12 Large time deposits'®!'! 582.8 651.3 717.2 670.0 699.4 703.8° 705.5° 704.7
Thrift institutions
13 Savings deposits, including MMDAs  .................... 414.7 449.7 452.1 561.8 6294 641.3 654.4 666.0
14 Small time deposits® 3256 3204 3445 3344 308.5° 307.4 306.6 305.0
15 Large time deposits'® 88.6 91.1 102.9 1140 110.2 110.3 1118 1124
Money market mutual funds
6 Retall ... 733.6 835.7 930.2 9917 951.5 969.8 969.2 9542
17 Institution-only 540.1 638.6 796.6 1,206.5 1,196.4 1,191.6 1,190.1 1,176.4
Repurchase agreements and eurodollars
18 Repurchase agreements'? .. ... .. .. .o, 2934 3359 364.0 375.7 3737 3726 397.5 416.5
19 Eurodollars ... . 1525 1734 1959 209.0 2146 2332 215.8° 2134
Not seasonally adjusted
Meuasures®
M 1,120.4 1,148.3 1,112.3 1,203.5 1,187.5 1,195.4" 1.179.2 1,183.6
4,404.0 4,675.0 4,962.2 54829 5,570.4 5,614.9" 5,660.1 5,685.4
6,070.1 6,576.2 7,150.3 8,071.4 8,161.6 8,183.0° 8,254.2' 8,264.8
M1 components
23 CUITENCY L oottt 463.3 521.5 535.2 584.9 610.4 615.3 616.2 615.8
24 Travelers checks® ... 84 8.4 8.1 7.9 8.0 82 8.1 78
25 Demand deposits® .. 3959 371.8 326.5 348.2 302.2 304.0 287.7 290.0
26 Other checkable deposits® ................. ... ... ... 2528 246.6 2425 262.5 266.9 267.9" 2673 269.9
Nontransaction components
27 InM27 e . 3,283.6 3,526.7 3,849.9 42794 4,382.9° 44195 44808 4,501.8
28 In M3 only® 1,666.1 1,901.2 2,1880 2,588.5 2,591.2° 2,568.1° 2,594.2' 2,579 4
Commercial banks
29 Savings deposits, including MMDAs ................. ..., 1,186.0 1,288.8 1,426.9 1,750.2 1,889.6 1.907.6° 1.956.9 1.986.9
30 Small time de) e . 626.5 6357 700.0 639.6 614.5 611.4° 607.1" 6013
31 Large time deposits'®! .. ... o 583.1 651.7 717.6 670.1 704.6 703.5" 702.9" 7023
Thrift institutions
32 Savings deposits, including MMDAs . 414.2 449.6 453.1 563.2 631.0 640.07 652.2 664.6
33 Small time deposits” .............. . A 325.8 320.8 345.0 334.8 307.06 306.4 306.2' 305.3
34 Large time deposits'® ...... ... o i 88.6 91.2 103.0 114.0 1110 110.3 1114 112.0
Money market mutual funds
35 Retail ... ..o 731.1 831.9 924.9 991.6 940.7 954.1 958.5 943.7
36 Institution-only . ....... ... ... ... 549.5 648.2 805.6 1,217.7 1,182.2 1,169.2 1,170.0 1,143.9
Repurchase agreements and eurodollars
37 Repurchase agreements'? .................. ... ... 290.4 3347 364.2 376.5 378.8 3738 396.7 4100
38 Burodollars'® ... ... .. 154.5 175.4 197.6 210.2 214.6 21147 213.27 211.2

Footnotes appear on following page.
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NOTES TO TABLE 1.21

1. Latest monthly and weekly figures are available from the Board’s H.6 (508) weekly
statistical release. Historical data starting in 1959 are available from the Money and Reserves
Projections Section, Division of Monetary Affairs, Board of Governors of the Federal
Reserve System, Washington, DC 20551.

2. Composition of the money stock measures is as follows:

M1: (1) currency outside the U.S. Treasury, Federal Reserve Banks, and the vaults of
depository institutions, (2) travelers checks of nonbank issuers, (3) demand deposits at all
commercial banks other than those owed to depository institutions, the U.S. government, and
foreign banks and official institutions, less cash items in the process of collection and Federal
Reserve float, and (4) other checkable deposits (OCDs), consisting of negotiable order of
withdrawal (NOW) and automatic transfer service (ATS) accounts at depository institutions,
credit union share draft accounts, and demand deposits at thrift institutions. Seasonally
adjusted M1 is computed by summing currency, travelers checks, demand deposits, and
OCDs, each seasonally adjusted separately.

M2: M1 plus (1) savings deposits (including MMDAs). (2) smali-denomination time
deposils (time deposits—including retail RPs—in amounts of less than $100,000), and (3)
balances in retail money market mutual funds. Excludes individual retirement accounts
(IRAs) and Keogh balances at depository institutions and money market funds. Seasonally

djusted M2 is db savings deposits, small-denomination time deposits,
and retail money fund balances, each seasonally adjusted separately, and adding this result to
seasonally adjusted M1.

M3: M2 plus (1) large-denomination time deposits (in amounts of $100,000 or more)
issued by all depository institutions, (2) balances in institutional money funds, (3) RP
liabilities (overnight and term) issued by all depository institutions, and (4) eurodollars
(overnight and term) held by U.S. residents at foreign branches of U.S. banks worldwide and
at all banking offices in the United Kingdom and Canada. Excludes amounts held by deposit-

ory institutions, the U.S. government, money market funds, and foreign banks and official
institutions. Seasonally adjusted M3 is calculated by summing large time deposits, institu-
tional money fund balances, RP liabilities, and eurodoliars. each seasonally adjusted sepa-
rately, and adding this result to seasonally adjusted M2.

3. Currency outside the U.S. Treasury, Federal Reserve Banks, and vaults of depository
institutions.

4. Outstanding amount of U.S. dollar-denominated travelers checks of nenbank issuers.
Travelers checks issued by depository institutions are included in demand deposits.

5. Demand deposits at commercial banks and foreign-related institutions other than those
owed to depository institutions, the U.S. government, and foreign banks and official institu-
tions, less cash items in the process of collection and Federal Reserve float.

Consists of NOW and ATS account balances at all depository institutions, credit union
share draft account balances, and demand deposits at thrift institutions.

7. Sum of (1) savings deposits (including MMDAG ), (2) small time deposits, and (3) retail
money fund balances.

8. Sum of (1) large time deposits. (2) institutional money fund balances. {3) RP liabilities
(overnight and term) issued by depository mstitutions, and (4) eurodollars (overnight and
term) of U.S. addressees.

9. Small time deposits—tncluding retail RPs—ure those 1ssued 1n amounts of less than
$100,000. All [RAs and Keogh accounts at commercial banks and thrift institutions are
subtracted trom small time deposits.

10. Large time deposits are those issued in amounts of $100,000 or more, excluding those
booked at international banking facilities.

11. Large time deposits at commercial banks less those held by money market funds,
depository institutions, the U.S. government, and foreign banks and official institutions.

12. Includes both overnight and term.
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1.26 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities!
A. All commercial banks
Billions of dollars
Monthly averages Wednesday figures
Account 2001 2002 2002
Sept.” Mar." ‘ Apr? { May* ‘ June* ‘ July" | Aug’ ‘ Sept. Sept. 4 ' Sept. 11 Sept. I8 | Sept. 25
Seasonally adjusted
Assets
{ Bankcredit ....................... 5,425.4 54308 5,449.3 5,507.6 5,553.5 5,600.5 5.683.6 5,740.9 5,748.8 5,7209 57449 57519
2 Securities in bank credit .. .... 1.437.7 14823 1.501.7 1,536.9 1,565.8 1,597.1 1,636.1 1,646.6 1,675.0 1,636.5 1,633.2 1.647.0
3 U.S. government securities .. 803.3 847.1 868.1 893.6 910.6 920.7 949.1 966.1 978.3 964.4 958.2 964.3
4 Other secunities ............... 634.4 635.1 633.6 643.4 655.2 676.4 687.0 680.5 696.8 672.] 675.0 682.7
5 Loans and leases in bank credit® ....| 3.987.7 3,048.5 3,947.7 3,970.7 3,987.7 4,003.4 4,047.5 4,094.3 4,073.8 4,084.5 41117 4,1049
6 Commercial and industrial . . . 1.066.0 1,0254 1,009.3 1,004.7 997.7 985.2 985.5 978.8 984.5 980.6 978.5 979.8
7 Realestate ............. 1,730.0 1,793.0 1,797.4 1,820.9 1.844.4 1.875.6 1,906.7 1,941.2 19258 1.942.9 1,947.3 1,937.4
8 Revolving home equity . 144.6 167.6 172.1 179.7 186.4 193.2 197.9 200.7 199.1 200.1 200.8 202.3
9 Other ............... 1.585.4 1,625.4 1,625.3 1,641.2 1,658.1 1,682.4 1,708.8 1.740.5 1,726.7 1,742.8 1,746.6 1,735.1
10 Consumer . 552.3 562.7 567.6 570.8 5704 566.8 577.0 585.1 582.7 583.0 586.6 586.4
1 Security® . ......... .. 176.8 160.1 166.8 168.6 168.8 175.2 1746 179.6 1752 1738 189.0 186.5
12 Other loans and leases . . 462.6 407.3 406.6 405.8 406.4 400.6 403.8 409.6 405.6 404.2 4102 414.7
13 Interbank loans . ........... 346.2 269.8 270.7 2884 2824 287.8 3035 3149 313.8 305.9 316.4 318.2
14 Cash assets* . .. . 329.1 300.4 300.3 3022 307.4 308.7 3154 3126 331.2 296.3 308.9 312.5
15 Otherassets’ ...................... 478.1 470.6 482.1 488.0 483.5 490.6 505.4 501.9 503.6 508.9 499.2 497.7
16 Total assets® . ..................... 6,510.8 6,395.8 6,427.0 6,510.6 6,551.1 6,612.1 6,732.6 6,794.8 6,821.7 6,756.7 6,793.8 6,804.7
Liabilities
17 Deposits .........oovninininenne., 4,220.3 43114 43342 | 43686 | 43928 44330 | 44757 4,485.7 4,527.1 44753 4.469.5 4,472.7
18  Transaction . ... . 690.9 620.9 602.0 609.5 598.7 613.9 600.3 585.0 581.7 554.6 584.3 624.5
19 Nontransaction . 3,5294 3.690.5 3,732.3 3,759.1 3,794.1 3.819.1 38754 3,900.7 3,9454 3,920.7 3,885.2 3,848.1
20 Large time .. 966.3 1,026.1 1,042.9 1,046.2 1,039.3 1,048.8 1,048.4 1,042.7 1.048.4 1,044.7 1,044.3 1,037.6
21 Other ...... 2.563.1 2.664.3 2,689.3 2,7129 2,754.8 2,770.3 2.827.1 2.858.0 2,897.0 2.876.0 2,840.9 2.810.5
22 Borrowings . .............. 1,286.0 1,206.0 1,219.9 1,245.4 1,241.2 1,241.1 13007 1,322.9 1,322.1 1,309.5 1,326.3 1,331.2
23 From banks in the U.S. 436.3 381.2 3814 384.0 379.3 385.5 4044 4158 419.3 420.7 416.1 408.4
24  Fromothers ... ........... 849.7 824.8 838.5 861.4 8619 855.6 897.3 907.1 902.8 8887 910.2 922.8
25 Net due to related foreign offices . 173.0 109.4 103.7 922 90.9 90.8 91.1 99.6 96.3 102.3 116.6 928
26 Other hiabilities ................... 403.9 309.7 320.7 336.7 368.6 396.9 416.2 424.9 426.1 418.1 418.8 429.2
27 Total Niabilities ................... 6,083.1 5,936.5 5,978.5 6,042.9 6,093.5 6,161.8 6,284.7 6,333.1 6,371.6 6,305.2 6,331.2 6,325.8
28 Residual (assets less liabilities)” ... ... 427.7 459.3 448.6 467.6 457.6 450.3 447.8 461.7 450.1 451.5 462.6 478.9
Not seasonally adjusted
Assets
29 Bankcredit ....................... 5,420.1 54249 5,446.1 5,501.5 5,548.0 55739 5,661.1 5,734.1 5,735.5 5,709.9 5,746.8 5,740.5
30  Securities in bank credit .. | 14345 1.488.0 1,501.1 1,534.2 1,561.7 1,582.9 1,627.4 1,642.9 1,673.9 1,633.6 1.628.7 1,640.6
K} U.S. government securities 800.4 853.4 869.8 891.2 907.9 9124 942.8 962.6 976.9 962.4 954.1 959.0
32 Other securities ......... 634.2 634.6 631.2 6429 653.8 670.5 684.6 680.2 697.0 671.3 674.6 681.6
33 Loans and leases in bank credit’ 3,985.6 3.936.9 3,945.1 3,967.3 3,986.3 3,990.9 4.033.7 4,091.2 4,061.6 4,076.3 4.118.1 4.099.9
34 Commercial and industrial . . . 1,063.8 1,026.9 1,013.4 1,008.2 999.9 984.1 980.0 976.7 979.1 9744 978.1 978.7
35 Realestate ............. 1,731.7 1,785.4 1.794.1 1,8235 18454 1.875.0 1.907.8 1,943.3 19264 1.945.7 1,950.5 1.939.0
36 Revolving home equity . 145.3 166.0 171.5 180.1 186.5 193.0 198.0 2017 199.7 201.1 202.1 203.5
37 Other ............... ... 15864 1,619.4 1,622.6 1,643.4 1.658.8 1,682.0 1,709.8 1,741.6 1,726.7 1.744.6 1,748.4 1.735.6
38 Copsumer . ................. . 551.6 560.0 564.2 569.0 566.2 560.9 573.5 584.7 580.9 581.3 587.3 587.2
39 Credit cards and related plans .. 217.0 220.0 2235 222.8 221.0 2154 2245 2314 229.6 228.6 2337 2332
40 Other ..................... 334.6 3399 340.6 346.2 345.2 3455 3490 3533 3513 352.8 353.6 354.0
41 Security® ... ... 175.6 157.7 165.9 162.1 167.8 170.6 170.2 1778 168.1 170.2 193.2 184.5
42 Other loans and leases . . 462.9 407.0 407.5 404.4 407.0 400.3 4023 408.8 407.1 404.7 409.0 410.5
43 Interbank loans . ........... 338.3 274.7 280.6 285.0 284.5 282.0 297.1 307.2 316.4 306.0 308.5 204.9
44 Cash assets* . . 325.7 290.6 299.3 299.5 299.7 299.6 301.1 309.4 346.8 2989 300.9 298.9
45 Otherassets® . ... ... iiol... 480.7 470.1 482.6 487.7 481.6 489.2 502.7 504.5 506.4 512.4 500.1 4972
46 Totalassets® .. .................... 6,496.6 | 63844 6,433.5 6,497.9 6,538.0 6,569.3 6,686.7 6,779.5 6,829.0 6,751.4 6,780.4 6,756.0
Liabilities
47 Deposits ...l 4,190.6 4,316.7 4,3584 4,361.6 4,380.6 4,403.7 4,428.7 4,453.6 4,519.8 4,464.6 4,428.8 4,402.8
48  Transaction . ... . 683.8 616.0 610.4 601.5 595.7 606.4 584.9 578.8 593.0 558.6 574.2 598.5
49 Nontransaction . 3,506.8 3,700.8 3,748.0 3,760.1 3,784.9 3,797.2 3,843.8 3,874.8 3,926.8 3,906.0 3,854.6 3,804.4
50 Large time .. 953.8 1,027.0 1,045.5 1,049.8 1,037.0 1,037.7 1,032.7 1,028.2 1,031.8 1,029.0 1,027.7 1,024.5
51 Other .. 2,553.0 2,673.8 2,702.5 2,710.3 2,747.9 2,759.5 2,811.1 2,846.6 2,895.1 2.877.0 2,827.0 2,779.9
52 Borrowings ............. 1,281.7 1.204.0 1,226.0 1,251.9 1,240.2 1,231.0 1,281.4 1,320.3 1,310.6 1,2950 1,331.0 1,335.9
53 From banks in the U.S. 4279 3854 386.4 385.2 376.8 381.4 399.2 409. 413.4 411.8 410.2 401.3
54 Fromothers .............. 853.8 818.6 839.7 866.6 8634 849.5 882.1 911.3 897.2 8832 920.7 934.6
55 Net due to related foreign offices .. 173.6 1111 95.1 91.7 87.0 817 882 100.1 94.3 101.1 115.8 98.7
56 Other liabilities ................... 4040 309.5 3133 336.2 365.8 3884 413.6 425.0 424.4 4170 417.5 434.0
57 Total liabilities ................... 6,049.9 59414 59929 6,041.4 6,073.5 6,104.7 6,211.8 6,299.1 6,349.1 6,277.7 6,293.1 6,271.4
58 Residual (assets less liabilities)’ ... ... 446.7 443.0 440.6 456.6 464.4 464.5 4749 480.4 479.8 4737 4813 484.6

Footnotes appear on p. A21.
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1.26 COMMERCIAL BANKS IN THE UNITED STATES Assets and Liabilities!—Continued

B. Domesticaily chartered commercial banks

Billions of dollars

Monthly averages

Wednesday figures

Account 2001 2002 2002
Sept.f Mar! ‘ Apr’ ‘ May" ‘ June' ‘ July" Aug’ ‘ Sept. Sept. 4 ‘ Sept. 11 ‘ Sept. 18 ‘ Sept. 25
Seasonally adjusted
Assets

1 Bankecredit ....................... 4,833.5 4,833.2 4,851.4 4,910.6 4,948.1 4,991.7 5,066.0 5,125.0 5,126.1 5,105.9 5,122.3 5,138.1
2 Securities in bank credit .......... 1,214.6 1,254.1 1,276.3 1,308.5 1,330.9 1,360.9 1,390.0 1,402.8 1,426.2 1,394.3 1,390.5 1.404.0
3 U.S. government securities . 732.9 778.5 798.6 822.7 837.2 847.2 869.1 881.0 894.5 880.6 873.1 871.8
4 Other securities ............... 481.7 475.6 4717 485.9 4937 513.7 520.9 521.8 531.7 5137 5174 526.2
5  Loans and leases in bank credit? 3,6189 3.579.0 35752 3,602.1 3,617.1 3,630.7 3,676.0 3,722.2 3,699.9 37116 3,731.8 3,734.1
6 Commercial and industrial 864.8 823.8 811.3 806.0 802.9 793.6 795.2 793.1 795.9 792.9 791.5 794.4
7 Realestate ............. 1.711.4 1,773.7 1,778.0 1,801.6 1,824.8 1,855.9 1,886.9 1,921.3 1,906.0 1,923.0 1,927.3 1917.4
8 Revolving home equity 144.6 167.6 172.1 179.7 186.4 193.2 1979 200.7 199.1 200.1 200.8 202.3
9 Other . ... 1.566.8 1.606.2 1,605.9 1,621.8 1,638.5 1,662.7 1.689.0 1.720.5 1,706.9 1,723.0 1,726.6 1,715.1
10 Consumer . . . 552.3 562.7 567.6 570.8 570.4 566.8 577.0 585.1 582.7 583.0 586.6 586.4
1 Security’ .. ...... .. 96.9 814 829 88.8 84.1 86.6 85.6 26.0 819 81.1 89.1 95.1
12 Other loans and leases 3935 3373 3354 3349 3349 3219 331.3 336.6 3334 3315 3373 340.7
13 Interbank loans ......... 3205 249.1 248.8 265.0 2622 270.5 2854 293.8 292.1 283.1 295.7 297.7
14 Cash assets* . . . 2854 256.1 253.6 256.9 261.9 263.6 270.5 268.9 285.6 2537 264.5 268.7
15 Otherassets’ .. .........coooeen... 444.6 440.5 451.3 4574 450.7 456.9 471.6 469.5 469.7 476.6 467.2 465.8
16 Total assets® .. .................... 5,8