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definition of home improvement loans
reportable under HMDA would not have
been considered consumer loans under
the proposed rule. The definition of
consumer loan in the final rule no
longer uses the definition in the Call
Report or TFR. As a result, home equity
loans that are not reportable under
HMDA are consumer loans if they
otherwise meet the definition. However,
the agencies have clarified in the final
rule that consumer loans do not include
home mortgage, small business, or small
farm loans. These loans are considered
separately under the lending test so
treating them also as consumer loans
would result in double-counting.

The final rule contains definitions for
five categories of consumer loans: motor
vehicle loans, credit card loans, home
equity loans, other secured consumer
loans, and other unsecured consumer
loans. These definitions reflect the fact
that the final rule permits an institution
to elect evaluation of its consumer
lending on a product-by-product basis.

Home mortgage loan. In the 1994
proposal’s definition of ‘‘home mortgage
loan,’’ the agencies referred to the
HMDA and its implementing
regulations. Some commenters pointed
out that the Board has refined the
definition of home mortgage loan in its
HMDA regulations (12 CFR Part 203).
These commenters indicated it would
be preferable and, perhaps, less
confusing if the agencies referred only
to the Board’s HMDA regulations, rather
than to both the HMDA and the
regulations. The agencies have amended
the definition of ‘‘home mortgage loan’’
in the final rule accordingly. Under the
final rule, a home mortgage loan means
a ‘‘home improvement loan’’ or a ‘‘home
purchase loan’’ as these terms are
defined in 12 CFR Part 203. This
definition includes multifamily
dwelling loans and refinancings of
home improvement and home purchase
loans.

Income level. The income level
definitions under the 1994 proposal
would have included adjustments to
reflect high-cost areas and family size. A
number of commenters suggested that,
although these adjustments would make
the income definitions more accurate,
the value of the increased accuracy
would be outweighed by the
complication and burden associated
with the use of adjusted figures. Other
commenters pointed out that HMDA
disclosure statements, which are used,
in part, to evaluate CRA performance,
do not employ the adjustments. Some
commenters strongly supported the use
of adjusted area median income,
especially in high-cost communities.
However, the flexibility of the

performance standards allows
examiners to account in their
evaluations under the tests for
conditions in high-cost communities,
such as a shortage of credit for
moderate-income persons or areas. In
addition, the flexibility in the
requirement that community
development loans, community
development services, and qualified
investments have as their ‘‘primary’’
purpose community development
allows examiners to account for
conditions in high-cost areas. Therefore,
the definitions of income level in the
final rule are based upon area median
income without adjustments. In
addition, the definition of ‘‘area median
income’’ for rural areas has been
simplified and uses only the statewide
non-metropolitan median rather than
the higher of county median or the
statewide figure.

Limited purpose institution and
wholesale institution. A number of
industry commenters suggested that
‘‘nonbank banks’’ permitted under the
Competitive Equality Banking Act (12
U.S.C. 1843(f)) (CEBA banks) should
automatically be considered limited
purpose institutions. These institutions
operate under a variety of different
business plans and legal constraints and
include retail and wholesale banks,
credit card banks, and industrial loan
companies. CEBA banks may legally
engage in different activities, depending
on which activities a particular bank
engaged in as of March 1, 1987. A
uniform treatment of these institutions
is therefore not practicable. The final
rule provides the necessary flexibility to
assess the CRA performance of these
institutions and does not require any
institution to engage in proscribed
activities. Some of these institutions
could be designated as wholesale or
limited purpose institutions on a case-
by-case basis. Further, the final rule
permits the agencies to take into
account any legal constraints placed on
an institution in assessing performance.
As in the case of thrifts, adjustments can
be made in the ratings profiles to reflect
the legal constraints imposed on the
activities of CEBA banks.

Other commenters requested more
guidance on incidental lending
activities that wholesale and limited
purpose institutions could engage in
without losing their special designation.
Wholesale institutions may engage in
some retail lending without losing their
designation if this activity is incidental
and done on an accommodation basis.
Similarly, a limited purpose institution
continues to meet the narrow product
line requirement if it provides other
types of loans on an infrequent basis.

Qualified investment. The definition
of ‘‘qualified investment’’ has been
moved to the definition section for
clarity and changed to reflect the new
definition of ‘‘community development’’
and to respond to comments. The
agencies have removed the requirement
that a qualified investment must address
community development needs ‘‘not
being met by the private market.’’
Instead, in evaluating performance, the
agencies will give greater weight to
qualified investments that are not
routinely provided by private investors.

The 1994 proposal clearly permitted
consideration of investments in
organizations that make qualified
investments, and the final rule is
unmodified in this respect. Some
commenters asked that qualified
investments be required to benefit low-
or moderate-income areas or required to
benefit either low- or moderate-income
people or areas. The agencies rejected
these suggestions for the reasons noted
in the discussion of ‘‘community
development.’’

The final rule clarifies specific aspects
of qualified investments proposed in the
1994 proposal that raised issues in the
comments. For example, the explicit
reference to investments in credit
unions has been removed to clarify that
no special treatment for these
institutions was intended under the
investment test. Deposits and
membership shares in any financial
institution that otherwise meet the
criteria discussed earlier for treatment
as a qualified investment qualify under
the investment test. In addition,
although some comments suggested
otherwise, Federal Home Loan Bank
stock does not have a sufficient
connection to community development
to be considered a qualified investment.

The use of the term ‘‘standard’’
mortgage backed securities in the
preamble to the 1994 proposal was
ambiguous and should be clarified to
mean ‘‘untargeted’’ mortgage backed
securities. Untargeted mortgage backed
securities and untargeted municipal
bonds are not qualified investments
because their primary purpose is not
community development. Investments
in municipal bonds designed primarily
to finance community development
generally are qualified investments and
need not be housing-related. Housing-
related municipal bonds must primarily
address affordable housing (including
multifamily rental housing) needs in
order to qualify.

The term ‘‘grants’’ in the final rule
includes in-kind contributions of
property to community development
organizations. Grants do not
automatically have less weight than


