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Plan for Charles Schwab Premier Bank, SSB (the CSPB Plan)

The National Community Reinvestment Coalition (NCRC) appreciates the opportunity to
provide comments on the proposed CRA Strategic Plans (the Plans) of Charles Schwab Bank,
SSB (CSB) and Charles Schwab Premier Bank, SSB (CSPB). This letter includes NCRC’s
comments on both the CSB Plan and the CSPB Plan.

NCRC is a coalition of over 700 community organizations that work with policymakers and
financial institutions to champion fairness in banking, housing, and business development.
NCRC members are leaders and experts in their communities, and regularly volunteer their time
to partner with banks to ensure banks remain responsive to local community credit needs. As
banks increasingly offer digital and online banking services on a national scale, public
participation and community engagement are more important than ever to ensure that banks meet
CRA obligations.

The Federal Reserve describes the strategic plan evaluation option as follows (emphasis added):

“The strategic plan evaluation option in the regulation provides a bank with the
opportunity to tailor its CRA objectives to the needs of its community and to its own
capacities, business strategies and expertise. Therefore, not all of the factors described
in the regulation would necessarily apply to each strategic plan. A bank has a great deal
of latitude in constructing a strategic plan, but it is expected that public participation in
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development of the plan will provide a bank access to the fullest possible
information about the needs of its community and how those needs might be met.

9]

Our comments focus on the capacity of CSB and CSPB, retail lending, and public participation.
We highlight several issues and concerns that both CSB and CSPB must address to achieve a
satisfactory or outstanding CRA rating.

Capacity

Banks that opt for a CRA Strategic Plan have the same capacity for CRA lending and
investments that other banks have and should benchmark their goals based on performance
metrics of all bank peers, not just banks that opt for the strategic plan evaluation method.

Currently, 76 banks have opted for the CRA Strategic Plan option for CRA performance
evaluation: 11 are regulated by the Federal Reserve, 51 by the FDIC and 14 by the OCC. The
Federal Reserve and the OCC post strategic plans on their websites — and we commend this
commitment to public engagement and transparency. In analyzing the 11 strategic plans on the
Federal Reserve’s site, we notice a troubling trend — banks opting for the strategic plan option
benchmark CRA performance targets only against other banks that opt for the CRA strategic
plan evaluation option, rather than against all banks of their asset size, and have created a race to
the bottom.

Like many CRA strategic plans, CSB and CSPB include a peer analysis as a metric for their own
performance targets. The peer analysis from previous CSP and CSPB plans is attached. In the
proposed 2025 plans, there is no detailed analysis but both plans include the following language:

“The Bank reviewed the recent CRA performance evaluations of 25 nontraditional
regulated large banks (which included Wholesale, Limited Purpose, and Strategic Plan)
with assets between $88 billion and $486 billion with CRA performance evaluations
between 2018 and 2023. Six institutions had asset sizes that approximated the Bank’s
assets (i.e., $100 to $300 billion). Four institutions do not yet have their ratings
published, two earned a CRA rating of “Satisfactory” and four earned a CRA rating of
“Outstanding.” We have sized our average annual CRA qualifying lending and
investment volume to be similar to that of our closest peer banks, consistent with the
Bank’s type, product set, balance sheet and other performance context, such as business
model. Accordingly, the Bank has set the following cumulative five-year targets for CRA
qualifying lending and investment volume and community development service hours.”

(page 29)

In the attached peer analysis, CSB committed 0.21% to 0.29% of assets towards CRA lending
and investments; CSPB committed 0.29%. In the 2025 plan proposal, the banks propose to
commit 0.43% to 0.54% of assets towards CRA lending and investments. We commend CSB

! Federal Reserve. Strategic plan guidance. Retrieved from
https://www.federalreserve.gov/consumerscommunities/files/strategic-plan-guidance.pdf.
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and CSPB for increasing this ratio, but it is still dramatically lower than the comparable ratio for
CRA eligible loans and investments by banks evaluated under the traditional performance
evaluation method. NCRC analyzes CRA performance evaluations regularly, and we almost
never see levels of lending and investment this low. For example, looking at just current period
community development lending and investments as a ratio of total assets, most banks we
analyze come in between 0.7% and 1.5% - this ratio doesn’t even include prior period
investments, mortgage lending or small business lending. We are at a loss to understand why
strategic plan banks aim for a lower standard when they have the same capacity as other banks of
similar asset sizes. There is no reason a “nontraditional regulated large bank™ has diminished
capacity to deploy CRA loans and investments relative to other banks of similar asset size.

The Federal Reserve should demand more from CSB and CSPB — they have the capacity to
devote much more than a meager 0.5% or less to underserved communities. And no bank that
invests a fraction of 1% of its assets in CRA eligible loans and investments should receive an
outstanding CRA rating. CSB and CSPB should recreate their performance targets using all
banks of similar asset size as a benchmark.

Retail Lending

The CRA strategic plan evaluation method “provides a bank with the opportunity to tailor its
CRA objectives to the needs of its community and to its own capacities, business strategies and
expertise.”? For example, some investment banks or other non-traditional banks might not offer a
full suite of retail products. However, CSB offers multiple retail products, including online
checking and savings accounts, and credit cards.

With the new CRA rule on the horizon, regulators must not permit banks to avoid CRA
obligations by proposing CRA strategic plan terms that would, in effect, delay their obligation to
comply with the new rule, which may go into effect as early as 2026. The Federal Reserve must
not approve the CSB Plan unless the term is changed to, at most, three years.

By using the CRA strategic plan option, CSB avoids its retail lending obligations altogether. By
not including a retail lending performance target, and by choosing the strategic plan option, CSB
is avoiding oversight of its lending in minority and low-income communities. This lack of
oversight and attention to retail lending performance has resulted in fair lending issues, as
evidenced by CSB’s mortgage lending performance.

NCRC analyzed CSB’s home purchase mortgage lending performance for the years 2018 — 2023
in their assessment area, the Dallas Forth Worth Assessment Area. The CSPB assessment area
consists of 11 counties in the Dallas-Fort Worth area. Although its home purchase lending
volume was small, ranging from 29 to 56 HMDA-reported loans annually throughout its
assessment area, there is enough volume to detect a consistent trend: CSPB is not serving
minority or low- to moderate income borrowers, nor is the bank servicing minority or low- to

21d.
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moderate-income census tracts. The following table shows the difference in the percentage of
loans made by CSB relative to all mortgage lending in the assessment area.

Charles Schwab Bank, SSB Home Purchase Loans,
Dallas-Fort Worth Assessment Area, 2018 - 20233

Over/Under Over/Under Over/Under Over/Under Over/Under Over/Under

Loan Category Peers Peers Peers Peers Peers Peers
2018 2019 2020 2021 2022 2023
#Originations 37 36 29 35 56 46

LMI Tract -10.09% -10.39% -15.19% -10.05% -13.64% -14.05%
LMI Borrower -18.74% -19.87% -25.57% -20.86% -16.21% -18.42%
Minority Tract -10.90% -11.11% -20.21% -14.49% -20.77% -15.29%
Minerity Borrower -27.77% -25.40% -34.54% -19.11% -33.43% -42.84%
Asian Borrower -4.44% 2.15% -8.59% -0.29% -5.25% -11.05%
Black Borrower -9.28% -9.24% -10.11% -10.39% -11.01% -11.18%
Hispanic Borrower -13.37% -17.65% -15.15% -10.60% -16.48% -19.88%
HoPI Borrower -0.15% -0.15% -0.15% -0.17% -0.16% -0.16%
AIAN Borrower -0.53% -0.51% -0.54% 2.34% -0.53% -0.56%
No Data Borrower 26.47% 26.17% 39.63% 30.24% 41.42% 18.46%
White Borrower 1.30% -0.77% -5.09% -11.13% -7.99% 24.38%_I

In addition, this data shows that CSB made no loans to Black borrowers in Dallas County during
the 2018 — 2023 period. In other words, in a six-year period, CSB made zero mortgage purchase

loans to Black borrowers in a county where, according to the latest census, the population is
24% Black.

The CSB Plan must address these discrepancies and describe how the bank plans to remedy its
performance. At a minimum, CSB must commit to developing a fair lending action plan that will
detail how the bank plans to improve its mortgage lending performance to ensure that this
product serves the entire community in which CSB operates, as required by the CRA. This plan
should include a commitment to a contract with a fair lending testing agency to determine if
there are barriers to lending across their markets, including potential discrimination. The data
should be analyzed and used to correct business practices that create barriers, and to develop
training opportunities for lending officers.

3 Using the CFPB HMDA dataset (available at https:/ffiec.cfpb.gov/) NCRC analyzed CSB’s mortgage lending
performance in the bank’s Dallas-Fort Worth assessment area by looking at home purchase loans, 1- to 4-unit, site
built, owner occupied homes. Our methodology to determine race and ethnicity is available at https://ncrc.org/ncres-
hmda-2018-methodology-how-to-calculate-race-and-ethnicity/.
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Public Participation

NCRC applauds CSB and CSPB for acknowledging its nationwide digital footprint and
proposing to engage in CRA lending and investing nationwide. “Consistent with the New Rule, §
228.19, the Bank is proposing a Plan that permits lending and investing nationwide after it meets
its obligations in its DFW AA.™

However, the Plans must also describe how the CSB and CSPB will engage with the public to
ensure that their loans and investments serve community credit needs. Therefore, we recommend
that CSB and CSPB include a commitment to both (i) hosting a series of community listening
sessions and (ii) forming a national community advisory board in their Plans.

Community listening sessions gather leaders from markets throughout the nationwide service
area and should inform how CSB and CSPB design and implement the commitments outlined in
their Plans. A national community advisory board is another important avenue for ensuring that
banks stay responsive to local credit needs. A community advisory board should be comprised of
leaders from regional and national organizations, and should meet, at a minimum, three times a
year — twice in person and once virtually.

NCRC and its members are available to partner with CSB and CSPB to participate in community
listening sessions, and to join and make recommendations for a national community advisory
board.

Conclusions

NCRC applauds CSB and CSPB for increasing its levels of CRA lending and investments
relative to its asset sizes. We also applaud both banks for acknowledging their nationwide
footprint, and for proposing to engage in CRA lending and investing nationwide, in addition to
its obligations to the Dallas-Fort Worth assessment area.

However, before the Federal Reserve approves either plan, we have the following
recommendations that will ensure that CSB and CSPB truly earn a satisfactory or outstanding
CRA rating:

1. CSB and CSPB should increase their performance targets to at least 1% of total assets. A
bank of their size has the capacity to do so, and any amount less than 1% should not
result in an Outstanding CRA rating.

2. CSB and CSPB should commit to hosting a series of listening sessions during their Plan
terms and should create a national community advisory board that meets in person at least
twice a year to discuss the credit needs of communities outside the Dallas-Fort Worth
assessment area.

4 Charles Schwab Bank, SSB and Charles Schwab Premier Bank, SSB proposed 2025 CRA Strategic Plans (Draft, p.
9).
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3. CSPB must create a fair lending action plan, detailing its plans to improve mortgage
lending performance in its assessment area. This plan should include a commitment to
contract with a fair lending testing agency to determine if there are barriers to lending
across their markets, including potential discrimination. The data should be analyzed and
used to correct business practices that create barriers and to develop training
opportunities for lending officers.

4. While the new CRA rule effective date is pending, but could occur as early as January
2026, no CRA Strategic Plan should have a term longer than 3 years right now. A term
longer than three years would allow banks to significantly delay compliance with this
new rule. We urge CSB and CSPB to recognize this and adopt a three-year plan.

NCRC appreciates the opportunity to provide these comments on the CSB and CSPB proposed
2025 CRA Strategic Plans. We are ready and willing to partner with both banks in hosting
listening sessions, forming a national community advisory board and in developing a fair lending
plan for the Dallas-Fort Worth community, where we have many members who are active
community-based organizations serving a diverse range of clients in the market. We look
forward to hearing from you and thank you for your consideration.

Sincerely,
) el
9{»' T

Jesse Van Tol
President and CEO
NCRC
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ATTACHMENT:

Charles Schwab Bank, SSB CRA STRATEGIC PLAN, January 1, 2022 — December 31, 2024,
Peer Bank List (page 34)

11 APPENDIX B: PEER BANK LIST

- Avg. Assets : Exam Actual
rssion | g | Mtooy | Evtustontitnod | Reguiter Rating | 5"

Charles Schwab Bank-2016 9 $142,020,667 Strategic Plan occ 2017 ouT 29
Charles Schwab Bank-2019 9 $262,118,703 Strategic Plan FRB 2021 T8D 21(257)
Bank of NY Mellon 12 $294,406,500 Wholesale/ Limited FRB 2018 SAT 30
State Street 14 $239,735,830 Wholesale/ Limited FRB 2019 ouT 28
Goldman Sachs 5 $162,466,750 Wholesale/ Limited FRB 2019 ouT 73
Ally Bank 22 $154,752,000 Strategic Plan occ 2020 ouT 582
Ally Bank 2020-2022 SP 22 $162,466,700 Strategic Plan ocC TBD ouT 48/63%
Morgan Stanley Bank NA 6 $142,056,333 Wholesale occ 2019 ouT 151/28%
Northern Trust NR $126,033949 Wholesale/ Limited FRB 2018 ouT 68
Discover NR $106,376,142 Strategic Plan FDIC 2019 ouT 305
American Express NR $102,731,484 Limited occ 2018 ouT 58
Synchrony Bank NR $80,914,556 Limited occ 2018 ouT 51

1
CSB’s 2019 plan bps on assets of $2288

2
Ally’s 2017-2019 plan proposed 47 bps for a Sat and 61 bps for an O/S. They achieved 58 bps w/$2.7B in total loans/inv production/$154,752
/3 years

3

Ally proposed 48 bps at a Satisfactory Level and 63 bps at an Outstanding level
4

Morgan Stanley performance excluding affiliates was 28 bps

3
Discover uses a points and weighting system for a broad array of , but if we were simply apples to apples, we would take their ratio of CDLs +
Investment + PPS +Grants/Average Asset and divide by 3, itis at 30 bps.
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ATTACHMENT:

Charles Schwab Premier Bank, SSB CRA STRATEGIC PLAN, January 1, 2022 — December 31,
2024, Peer Bank List (page 34)

11 APPENDIX B: PEER BANK LIST

Evaluation Method

Avg. Assets

Institution (in 000s)

ReOulaior Exam Actual
9 Date Rating

Charles Schwab Premier Bank $20,357,333 Strategic Plan FRB 2021 TBD

UBS Bank $54,361,469 Strategic Plan FDIC 2018 out 43

saw5e7  swtegeran oo 018 our o

Deutsche Bank $47,849,750 Wholesale/ Limited FRB 2018 ouT 109

> Silicon Valley $47,227,995 Strategic Plan FRB 2018 ouTt 51 Q
E*TRADE $42,095,463 Limited occ 2019 ouT 42
s Bank DE $33,443,134  Limited/Strategic Plan FDIC 2019 ouTt 16
Sallie Mae $26,943,136 Strategic Plan FDIC 2020 ouT 44
TD Bank $20,805,880 Limited occ 2020 ouTt 78
$11,858,802 Strategic Plan FRB 2017 ouT 64

O O

A

1UBS’s SP has a new CDLs+Invs/avg. assets per year goal (“New Goal”) and a combined CDLs+Invs+PPl+Grant/avg asset per year Goal
(“Combined Goal”). For this analysis we are using the Combined Goal which is .90 bps for Sat and 1.10 for O/S. CSPB for example has .70 bps
for SAT and .985 bps for O/S if using this same metric. To convert UBS to CSPB, we divided bps in the year in which the
CDLs+Invs+PPl+Grant/Avg Asset was the median of 129/3 or 43 bps per year for comparison purposes.

2
Morgan Stanley PBNA, Deutsche Bank, Silicon Valley, Barclay’s —no change
3
Sallie Mae has a “Combined Goal” like UBS that is cumulative with each year’s CDLs+Inv+PPl+Grant/Avg assets where .72 bps is Sat and .87 bps

=t nd rd
isO/Sforl and2 yearand escalates to .90 bps for SAT and 1.13 bps for 0/Sin 3 year for it's primary AA. UBS also has a regional goal with
1.20 bps and 1.45 bps in year 1 and 2 then moves to 1.25 bps and 1.56 bps in year 3. We added the final numbers for both AA and regional/avg
total assets divided by 3 (132/3 or 44 bps)

<
TD Bank No Change

3
Stifel was corrected from a 3 to a 2-year exam has separate $ goals for CDLs and Invs with CDLs $ goals as 22 bps of prior year’s assets for Sat
and OS at 125% of the SAT S goals. Investments are 45 bps at Sat and 125% of Sat Goals for OS. That put it at 64 bps on average.



