
STATE OF MINNESOTA 
DEPARTMENT OF COMMERCE 

[ n the Ma t t e r of the Propo sed Statement of Need 
Rules Rela t i ng t o the Rating a nd Reas onableness 
of Interst ate Ba n ks 

I • INTRODUCT I ON 

The p roposed r ules outline a process to financial institu t ions in the s t a te 

of Minnesot a wh i c h a re owned by an interstate bank holding compan y t • rate 

t heir l e nding performance as it relates to me eting the needs o f t hei r 

service a reas a nd i n r eaching goals for community reinvestment and 

develo pmenta l loans . 

II STATEMENT OF STATUTORY AUTHORITY 

1 ) The Minne sota Department of Commerce proposes t o adopt as per manent ru les 

Mi n n . Rules Parts 2655.0700 to 2655 .1300 . Under the terms and c ondition s of 

the Reciprocal Interstate Banking Act 1 Laws 1986 , Chapter 3 3 9 , Sec t i o n 4 9.91 

II . STATEMENT OF NEED 

2 )M i nn . S t a t . ch 14 ( 19 86) requires the Comm i ssioner to make a n a ff i r ma t i ve 

pre s e ntat ion o f facts establishing the need for and r e asonableness of t he 

r ules bein g proposed . In general t e rms , this means t hat the Commissi o ner 

must s et fou rth the r easons for t he De pa rtments p r oposal, and the r e ason s 

.nu st n o t be at- bi tr·ary or capr icioLlS . Howeve r, to the e x tent that n e e d and 

r~asu nabl&nes s are s eparate , need has come to mean t hat a problem ex i s t s 

which req ui res administrati v e attention , and rea sonableness means that ~he 

s ol u t ion p roposed by the c ommissioner is appropriate . 

:_:;. ) fhe Commissi o ner of Commerce is r equired to ( among other dLlties) " ra t e 

each f inancia l in s t itut ion o wn ed by an interstat e bank ho l d ing company o n 

.1 t s lend J. nq pfu· f ormance. " ( 48 . 9 8 Su bd . 3 ). 
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4) Furthe r this performance s ha ll be evaluated on the basis o f a fi v e poin t 

sca le. The law specifically states t hat : "The commissioner shall ado pt by 

r u l e a five point ra t i ng scale based on the institution's f i nancial 

performance i n meeting the credit needs of the community and i ts perf o r ma nce 

in t-ea ching its t at-get:ed level o f developmental l o ans. " 

5) The premise and rationale for this r ating system is establ ished and 

out.li ned in the l a w wh i ch requires that "an i nter·state bank holding com panv 

shall p rovi d e a level o f developmental loans as defined by the comm i ssio ner 

by ru l e " ( 4 8 . 991 ). 

6) Thi s devel o pmental loa n requirement level has been establi s hed to assure 

that the leg is lative intent that interstate banks participa t e activel y i n 

the s tabilization and growth of the state economy~ is fulfilled . 

III . STATEMENT OF REASONABLENESS 

7) The Commissioner is required by Minn. S tat . ch . 14 to make an affirmative 

presen tation of facts establishing the reasonableness of the proposed ru les. 

Reasonableness is the opposite of arbitrariness or capriciousness . 

that there i s a rational basis for the Departments proposed action . 

reasonable to assume that in order for the Commissioner to rate the 

It means 

I t J_ s 

performance of an Interstate Bank, measurable criteria must be set f our th. 

8) In addition, economic distress results from a fa:lt1::a:~a~S 

it is both r easonable and realistic t o conclude tha~~ho a re maJor 

l e a ders in economic matters at all levels have an obligation a nd du t y t o 

provide positi v e leadership . 
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9) P r· i or to 

I V. FI LING REQUI REMENTS 

;:;:};'{;/~ t o ~ Minnes ota 

an application and suppor t ing informati on 

e~,~~ 
1rihich justifies i~ 

fiducia r y and ethical suitability to conduct business in the state of 

Minnesota .( 48 . 99 ) . In order for the commi s sioner to measu re a financial 

institutions perfo rmance over a given per iod of time, a portion of t hi s 

material shall incl ude an anal ysis of the distress and loan entitlemen t 

needs of the community , areas and persons the financial inst itution plans to 

s erve and further a proposal and set o f objectives with regard to service to 

loan entitled persons and distressed areas. 

10 ) This anal ysis should yield a targeted level of deve l o pmental loans 

specific for the f i nancia l institution making the appl i cation and this 

targeted level then becomes the basis for the commi s sioner's annua l review 

o f tr,e~ formance . 

V. DEVELOPMENTAL LOANS 

11) Developmental loan s may be broadly define d a s loans to individual s , 

families, proprietorships , partnerships , corporations , eleemosynary and 

q uasi- pub l ic and pub lic bodies which can b e r e g a rded as par t icularly 

beneficial to the stabilization o r growth of a loc al economy , especially a 

j istressed economi c a r e a ; and loans to individuals or families, whether in 

distressed areas o r not who may be disadvantaged or in need of special 

con sideration , herein refer red to as loan entit l ed person s or families . 

The developmental loan , while it is an economi c inst rume nt, is also 

a social instrument which , when wisely adminis t ered provides guidance, 

counse 1, 

economic 

and care. Thus , the developmental 

leadership, a charactreristic that 

Bank J. ng Act . 

loan becomes a tool for wise 

is encouraged ~ er-;;tate 
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L::. ) rhe law spec.ifically states that: "A ' developmental loan ' includE·s , t:,ut 

is net l imited to , ( 1) loans for low and moderate income housing , loans icr 

community dev elopment corporations , l o ans t o women and minority owned 

businesses, student education l oans , and (2) loans wi thin distressed areas 

and on a n y Indian reservdtion for any commercial non-real estate purpose, 

home l oar,s, home impr·ovement J. oans , and operating 1 oans to f am.1. l y t armer·s " 

( 48.991). 

13) A distressed area may be defined as an area of economic decline or 

stagnation which can be identified by high l e vels of unemployme nt, difficult 

economic conditions, and special credit needs . In fact, the l aw requires 

that the commissioner define distressded areas in terms of the related 

"area ' s Ltnemployment r-ate, economic conditions , and credit needs ",on an 

annua 1 b.:~s is . 

14) A dist ressed area o utside of the Twin City area would normally be 

designated as an entire county, however in the case of the fwin City 

Metropol itan area, the commissioner may designate an area s maller than a 

county as distressed. The Twin City Metropolitan area counties are Anoka, 

Carver, Dakota 1 Hennepin, Ramsey, Scott and Washington . 

VI . RAT ING CRITERIA AND PROCEDURE 

1 5 ) The targeted lev el of developmental loans and a financial insti t ution' s 

rating under Part 2655 . 1300 shall be based on the situation o f its community 

and the fi nancial institution ' s performance based on the twel v e basic 

criteri a l is ted in paragraph 2 0 . The situtation of the community shall be 

determi ned from the following c har-acteristics : 

A) The economic condition of the community or communities which 

the financial institution intends to serve . This shal l be measured 
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by criteria that i nclude unemployment rates, industria l growth , 

commercia l growth, single and multi - famil y housing starts, 

government and institutional growth, and agricultural growth . 

B l The social compo s ition of the community as measured by 

the incidence o f e ntit led individuals . This s ha l l be measured by 

the actual i nc i dence of unemploy ment , t he incidence of perso ns of 

co lor , the i n cidence of wo men e ig h teen to s ixty years o f a ge. 

C) The a ctual fisca l capacity of the financial insti tution t o 

provide loans and credit . This shall be determined by a composite 

facto r which sha l l include loan e x posure , capi t a l adequ acy, asset 

quality, earni ngs , and liquidity . 

D) The actual local demand for cre d i t and loans without economic 

l eadership intervention; and, as a c orrollary measure t he 

p r o portion of loans and credits ma de in the l ocal c ommunity ( ies ) 

as compared with loans and credits made out of the commun i t ies. 

This shall be measur ed by a c omposite factor made up of the 

proportio n of loans made in the service area of the finan c i al 

institu tionin the S tate of Minnesota and o u tside the 

s tate of Minnesota, the quality o f these loans as i nd ica t ed by 

the level of nonperforming loans and the economic value of these 

loans , that is the estimated economic growth impact of these l oans 
~ 

o n the S ta t e of Minne sota and the community(ies) served b y the 

fi nancia l institution . 

16) Ea ch o f the fou r s itutational variables must be made objective or 

exp l ici t ln a d v a nc e a s p a rt of t he i n t erstate ban k ing p lan and appl ica t ion . 
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[n o ther words, the financial i nstitution, in cooperation with the 

Commissioner, must prepare a report which s hows wha t the actual need fo r 

rj e vel • pmental loans is in the area the financial institution e x pects to 

serve , and show how its plan undertakes to meet this need in i t s own ser ✓ ic e 

~rea or in othe r areas of the state . 

17) Wh ile a whole serjes of situtations and combinat ion s of si t utations 

wi ll a ppear from these norms two polar types can be identified at this time: 

A) A financial institution could be located in an area in wh ich t he r e 

i s no need for developmental loans. 

B) A f inancial institution could be located in an area in which the 

levels of economic distress are so high that almost all individuals 

and institutions coul d bene fit from developmental assistance . 

18 ) These t y pes cf financial institutions provide the basis for estab l ishing 

developmenta l loan obligations, and in particular , provide the basis for a 

sliding scale measure to assess the financial institution ' s responsibility 

t o provide developmental loans . 

19) This analysis wi ll yield a c l assificat ion of finan c ial i nsti tut ion ' s i n 

terms of community type , and by e xtension , the obliga tion of the bank t o 

ma ke dev elopmenta l loans . 

20) The Commissioner sha ll make the annual rating based on the financ i al 

institution ' s performance performance on the following 12 basic criteria : 

A) Activities conducted by the financial i nstitutionto a scertain 

credit needs of its community, inc l ud ing the extent of the 

fi nancial institution ' s efforts to communicate with members o f i ts 
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community regarding t he credit services being provided by the 

f i nancia l institution. 

8) the extent of the financial institut i on's marketing and special 

credit rela ted programs t o make members of the community aware of 

the c r edit services being provided by the f inanc ial inst1tut1on. 

C) The extent of part ic ipation by the financial institu ti on board 

of directors or board o f trustees in formulating the financ ial 

institutionpolicies and reviewing its performance with respec t t o 

the purposes of the Community Reinvestment Act of 1977 . 

D) The geographic distribution of the financia l institutioncredi t 

e x tensions ~ credit applications and credit denials; 

E) Any practices intended to discourage application for types of 

credit s et fourth in the financial institution ' s a nnual· commun1t) 

reinvestment plan or application; 

F ) Evidence of prohibited discriminatory or other illegal credi t 

practices: 

G) the financ ial institution ' s participation ~ including 

i nves tments , in local community development and redevelopment 

proj ects or prog r ams; 

H) the financial institution's origination o f residential mortgage 

loans , housing rehabil i tation loans , home improvement loans and 

small business or small farm loans within its communi ty or the 

purchase of such loans originated i n its community; 
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I) the financial inst i tution ' s participation i n governmentall y 

i n sured , gua ran t e e d or subsid i zed l o an pro g r a ms f or housing, sma l l 

business or s mall farms; 

J) The f inanc i al institution ' s plan and demons t r ated ex per i e nce 1n 

a s s isting in (1) t he deve l o pment of ecomomicall y disadvantage d anJ 

underserved neighborhoods, ( 2 ) meeting the c red it and depos i t 

s erv ice needs of l o w- income, moderate- i ncome and minori t y 

res ide nts , and (3) helping small , minority, and women owned 

businesses. 

K) T he financia l institution's ability to meet va r ious community 

credit needs based on its financia l condition , size , l egal 

imped imen t s , local e conomic cond itions and other f a ctors . and 

L) Othe r factors that in the judgmen t of the commissioner, 

reasonab ly bear upon the extent to which a financ ial institu tion 

is helping to meet the cred it nee d s o f its entire community, 

i n c l uding , without limitation, t he financial institution ' s 

part ic i pation in c redi t counseling services . 

(21) The Commissioner shal l make the annual rating based o n a 

f i ve-point scale u s ing data provided by the financial 

inst i tution . Scoring will be occur based on empirical d ata 

provided by the financial institution and few subjective Judg ments 

will be required . Financial i nstitutions will be ranked in one o f 

t he following catagories ; 

A. Excellent performanc e 

B . Go od performa nce 
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C . s ~tisfac tory per forman c e 

D. Le ss than satisf a ctory pe r formance 

E . Unsat i sfactory perfor manc e 
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